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РКЕЕАСЕ 


I start to write the books on Accountancy just after publication of the 
scientific and modern Higher Secondary Syllabus (i.e. 0+2). The professors, 
teachers, students and guardians have also recognised these books during the 
last few years. Most of the students of Higher Secondary course read and 
practice Acconntanoy in English for better results and with the aim of higher 
education within our country or aboard, Because, a number reference books of 
Accountancy аге written in English and the research works are also made in 
English conveniently, 

I try to explain the subject matter in simple language and to prevent the 
inlstakes and discripencies, If there is any printing mistakes and disoripenciqs 
in this edition, I hope, these are to be rectified with the help of professors, 
teachers, students and intellectuals as early as possible, J always anticipate 
your co-operation for the betterment of the book. 


Dated 31th July, 1985 Mrityunjay Giri 
Calcutta. 
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West Bengal Council of Higher Secondary Education 


Syllabus 
ACCOUNTANCY 
Full Marks—200 

PAPER I (Marks—100) 


1. Accounting for an Event : 

Household marketing for a day—Family festival, Social function—Cash 
statement—Need for classification and condensation—Separate statements for 
receipts and payments under different heads. 

Accounts—Debit and Credit—Ledger— Cash account and Verification of cash 
balance—Double entry principle—Difference with single entry—Final account of 
receipts aud payments. 


2. Accounting for Households, Clubs, Societies, ete. 

(Non-profit-seeking units) : 

Continuity—Periodical accounting—Capital and revenue—Classification of 
accounts—Real accounts—Personal accounts and Nominal accounts—Assets and 
liabilities — Income and expenditure. 

Use of journal, besides cash book, for original entry—Outstanding income 
and expenditure, pre-received income and pre-paid expenditure. 

Trial Balance—Preparation of final periodical income and expenditure 
accounts and balanoe sheet. 


( See Note below ) 


3. Accouting for Terminable Ventures ( Profit-seeking ) : 

Starting with Cash—Recording of transactions—Final cash balance at the 
end of the venture—Difference from starting cash—Idea of capital and its 
change—Preparation of venture account for ‘profit or loss—Maintenance of 


financial capital. 


4. Accounting for Going Concerns ( Profit-seeking ): 

Use of Day Books with Journal and Cash Book for original recording— 
es of cash books—Bank reconciliation statement—Ledger account 
Manufacturing accounts—Cost of goods 
Closing stock and its valuation—Gross 


Different class 
posting—Trial balance—Trading and 
sold—Revenue—Realisation concept— 
profit. 

( See Note below ) 

Note: All topics as printed in item 2—under the heading—‘Accounting for 
households, Clubs, Societies, etc., (Non-Profit-seeking units)’ are alternative to 
all topics as printed in item 4, under the heading—‘Accounting for Going 
Concerns (Profit-seeking)’. 

That is, if questions are set from to 
be set from topics of item 4. 


pics of items 2, alternative questions will 
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PAPER II (Marks—100) 


1. Accounting for Going Concerns (contd.) : 

Cash and accrued basis of accounting—Provision for bad and doubtful debts 
and depreciation—Profit and Loss Account—Nature of profit or income with 
reference to proprietorship, partnership and company forms of organisations— 
Appropriation of profit—Reserve and its difference from provision—Preparation 
of Balance Sheet. 

Group—A 
2. Accounting Bases : 
Proprietary concept. Entity concept and Fund concept—Accounting on fund 
theory basis and accounting for entrepreneural activities on entity basis. 
Я (See Noie below) 
3. Accounting for Capital and Revenue : 
1, Sources of capital (owned capital, loan capital and internal capital). 
(a) ' Nature of owned or equity capital in case of : 
(i) Proprietorship ; (iv) Co-operatives, and 
(ii) Partnership; _ (v) Companies— Public Sector 
(ii) Companies— Private Sector ; 
(b) Nature of Internal Capital : 
D Reserve ; 
(ii) Balance of Profit and Loss Accounts ; and 
(ii) Provision for Depreciation. 

Il. Revenue: 

(a) Need for recovery of expenses ; (b) Charging against revenue. 
(See Note below) 
4. Accounting Functions : 

Collection of data and their organisation—Preparation of ‘information’ 
—Communication through statements and other means—Method and frequency 
of communication—Uses of accounting information and their characteristics. 

(See Note below) 

Note : The following portions of the syllabus in items 2, 3 and 4 above 
placed in Group (4) and Group (В) as shown below will be alternative to each 
other. That is, if questions are set from the topics stated in Group (А), alternative 
questions will be set from the topics stated in Group (B). 

Group—A 
(i) All the topics printed in item 2 under the heading—"Accounting Bases", 


And 


(ii) Topics as printed in item 3 under the heading—" Accounting for Capital 
and Revenue". 


I (a) (i) to (v), Or 
Croup—B 


(i) All the topics stated in item 4 und и à 
Function." ег the heading— "Accounting 


(ii) Topics stated in the printed syllabus in it i 
"Accounting for Capital and Revenue," 4 ананар њоро 


I (b) (i) to (iii). And 


i оо as printed іп item 3 under the heading—* Accounting for Capital 


II (a) and (b). 


Additional Information Regarding Higher Secondary 
Syllabus of Accountancy 


On the basis of Teaching Guide Lines on Non-Laboratory-based Subjects and 
Specimen Questions of West Bengal Higher Secondary Council, additional informa- 
tion regarding Higher Secondary Syllabus on Accountancy are given bellow ; 


Part—I 


1. “But a better way would be to resort to simultaneous double entry in the 
opposite sides of two accounts or classified record."— Teaching Guide Lines on 
Non-Laboratory-based Subjects. 

[ Ohapter II—Accounting for an Event ] 


2. “The course shonld not be made heavy by including problems on joints 
ventures".— Teaching Guide-Lines on Non-Laboratory-based Subjects. 
[ Chapter IX—Terminable Venture ] 


Part ЇЇ 


1. Working of some fuuds as Sinking Fund, Provident Fund, etc. may be 
demonstrated. While doing so it may be pointed out that a “Fund” may have 
into own Income and Expenditure Account and a Balance Sheet. An entity may 
have a number of funds, Again, two or more entities may also create a fund. To 
demonstrate these Balance Sheets may be shown as consolidated.”—Teaching 
Guide-Lines on Non-Laboratory-based Subjects. 

[ Chapter XX V(A)—Accountancy Bases ] 


2. “So far as companies, co-operatives, etc. are concerned simple cases of 
issue of shares ( application, allotment and calls ) and forfeiture of shares, issue of 
debentures will have to be dealt with.” Teaching Guide-Lines оп Non-Laboratory- 
based Subjects. 

{ Chapters XXIX & XXX—Accounting for Capital ] 


3. “Sums may be set on issue of Shares and Debentures (avoiding pro-rata 
allotment ), forfeiture and re-issue of forfeited sHares, admission and retirement 
of partners ( avoiding treatment of goodwill) and Profit & Loss Appropriation 
A/c.”—Specimen Questions of W. B. Higher Secondary Council, 1980. 

[ Chapters XXIX & XXX—Accounting for Capital ] 


4. “Sums may be set in the traditional way on application and allotment 
of shares, issue of debentures, incoming and outgoing of partners ( avoiding the 
treotment of goodwill ), appropriation of profit, creation of reserves, provision for 
depreciation ( by the Straight Line and Diminishing Balance Method ).’—Specimen 
Questions of W. B. Higher Secondary Council, 1978. 

[ Chapters XXIX & XXX—! ccounting for Capital ] 


5. “In dealing with depreciation for the same purpose, a working idea about 
various methods of depreciation is expected to be given."— Teaching Guide-Lines 


for Non-Laboratory-based Subjects. 


[ Chapter XX—A ccountipg for Depreciation ] 
xiii 


ACCOUNTANCY 
PART 1 


a € 


Accountancy— Accounting —Book-Keeping 


ACCOUNTANCY 


Accountancy is defined by many authors of accountancy in various outlooks, 
А few important definitions of accountancy are given below + 

As defined by Francis W. Pixley “Accountancy may be described as the 
science which deals with recording of monetary transactions of every description." 

The American Institute of Accounts defined "Accountancy may be defined as 
the art of recording, classifying and summarising in а significant manner and in 
terms of money, transactions and events which are, in part, at least of а financial 
character and interpreting the ts thereof." 

Eric L. Kohler also defined “Accountancy: The theory and practice of 
accounting ..... +. 

As defined Ьу H. Chakravorty “Accountancy is the science of recording, 
classfying and summarising transactions (i.e. changes in financial set up) so that 
relation. with outsiders is exactly determined and result of operation during à 
particular period can be calculated, and the financial position as at the end of the 
period may be shown." 

With the help of above definitions Accountancy may be defined as theory and 
practice of accounting to record the financial transactions and to prepare financial 
results, financial position and necessary information to related persons at the end of 
each accounting period in a scientific method. 

So, the following items are included in accountancy : 

(a) The determination and application of theories, methods and concepts of 
accounting and book-keeping. 

(b) The recording of financial transactions in а scientific method, 

(c) The determination of financial results and financial position, 

(d) The preparation of accounting information on the basis of financial 
Position of an accounting period or accounting periods. 

(c) The determination of policy of organisation, management and сомго! of 


а concern or concerns, 


ACCOUNTING 


Many definitions are given by the writers of the accounting. A few 
important definitions of accounting are given below : 

As defined by Tayler and Shearing “Accounting may be defined asthe art and 
science of recording business transactions in a methodical manner sò аз 10 show: 
(a) the true state of affairs of a business of a particular point of time, and (b) the 
surplus or deficiency which has accrued during a specific period." 

As written by Е. W, Johnson “Accounting may be defined as the collection, 
compilation and systematic recording of business transactions in term of money, 
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ACCOUNTANCY 


Accountancy is defined by many authors of accountancy in various outlooks. 
A few important definitions of accountancy are given below : 

As defined by Francis W, Pixley “Accountancy may be described as the 
science which deals with recording of monetary transactions of every description.” 

The American Institute of Accounts defined "Accountancy may be defined as 
the art of recording, classifying and summarising in a significant manner and in 
terms of money, transactions and events which are, in part, at least of a financial 
character and interpreting the results thereof." 

Eric L. Kohler also defined "Accountancy: The theory and practice of 
accounting ...... P 

As defined by H. Chakravorty "Accountancy is the science of recording, 
classfying and summarising transactions (i.e. changes in financial set up) so that 
relation with outsiders is exactly determined and result of operation during a 
particular period can be calculated, and the financial position as at the end of the 
period may be shown." 

With the help of above definitions Accountancy may be defined as theory and 
practice of accounting to record the financial transactions and to prepare financial 
results, financial position and necessary information to related persons at the end of 
each accounting period in a scientific method. 

So, the following items are included in accountancy : 

(а) The determination and application of theories, methods and concepts of 
accounting and book-keeping. 

(b) The recording of financial transactions in a scientific method. 

(c) The determination of financial results and financial position. | 

(d) The preparation of accounting information on the basis of financial 


position of an accounting period or accounting periods. " 
(e) The determination of policy of organisation, management and control of 


a concern or concerns. 


ACCOUNTING 


Many definitions are given by the writers of the accounting. A few 


important definitions of accounting are given below : 
As defined by Tayler and Shearing “Accounting may be defined as the art and 


science of recording business transactions in a methodical manner 50 as to show : 
(a) the true state of affairs of a business of a particular point of time, and (b) the 


¢ А i ific period.” 
Surplus or deficiency which has accrued during a speci 3 
dem d W. Johnson "Accounting may be defined as the collection, 


compilation and systematic recording of business transactions in term of money, 
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preparations of financial reports, the analysis and interpretation of these reports 
and the use of these reports for the information and guidance of management...... A 

American Institute of Certified Public Accountants Committee on Terminology 
defined *Accounting is the art of recording, classifying and summarising ina 
significant manner and in terms of money, transactions and events which are, 
in part at least, of a financial character and interpreting the results thereof." 

Robert N. Anthony defined “Accounting is a system for collecting, summa - 

rising, analysing and reporting in money terms, information about an organisation." 

C. A. Smith and J. G. Ashburne defined "Accounting is the science of 
recording and classifying business transactions and event, primarily of a financial 
character ; and the art of making significant summaries, analysis and interpretation 
of these transactions and event and communicating the results of persons who 
must make decisions or form judgements." 

With the help of above definitions, Accounting may be defined as the art and 
science of recording of financial transactions and eyents in a scientific manner in the 
books of accounts and determination of financial result and financial position and 
preparation of informative reports on basis of financial results and financial position 
for the related persons of the concern. 

So the following items are included in Accounting : 

(a) The recording of financial transactions and events. 

(b) The preparation of statements/accounts after classification and conden- 
sation of financial transactions and events. 

(c) The determination of financial results and financial condition on the 
basis of financial transactions and event. 

(d) The preparation of reports on basis of determined financial results and 
financial position. 


BOOK-KEEPING 


Book-keeping is defined by many authors in various outlooks. A few 
' important definitions of Book-keeping are given below : 

Dickee said that “Book-keeping may be defined as the science of correctly 
recording in books transactions involving the transfer of money or money's 
worth.” 

Chambers's Twenteeth Century Dictionary termed Book-keeping : "The art 
of keeping accounts in a regular and systematic manner.* 

Dawson's Accountants! Compendium termed “Book-keeping is the art (based 
on certain scientific principles) of correctly recording transactions (generally 
mercantile) which involve the transfer of money or money's worth." 

As defined by Carter "Book-keeping is the science and art of correctly 
recording in books of accounts all those business transactions that result in the 
transfer of money or money’s worth.” 

Robert T. March defined “Book-keeping : The procedure used for classify- 
ing and recording business transactions for the purpose of reporting the financial 
condition of the enterprise at a subsequent date.” 

With the help of above definitions, Book-keeping may be termed as a technique 
of recording financial transactions Permanently in the books of accounts to control 
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assets, liabilities, incomes and expenses їп a scientific manner. So, the following 
items are included in Book-keeping : 

(a) The analysis of financial transactions. 

(b) The recording of financial transactions regularly and correctly in the 
books of accounts. 


Relation between Accountancy. Accounting and Book-keeping 


Many of us try to use Accountancy, Accounting and Book-keeping in a 
same meaning. But, Accountancy, Accounting and Book-keeping are not same 
things and cannot be used in a same meaning. 

The main object of Accountancy is the determination and application of 
principles, theories and systems of accounting and book-keeping. For this reason, 
F. W. Pixley said that, *The foundation of Accountancy is the theory and practice 
of Book-keeping." So, the bases of Accountancy are theories, 

The main object of Accounting is to determine financial results and financial 
position and to prepare reports after interpretation of above financial results 
and financial position. For this reason Eggleston said that "Accounting may be 
considered as beginning where book-keeping leaves off." So, the main function of 
accounting is to prepare financial statements and reports to control assets and 
liabilities of each accounting unit. 

The main object of Book-keeping is to analyse the financial transactions and 
record them correctly and permanently in the books of accounts. So the function 
of Book-keeping is the recording of transactions in journals, posting them in 
ledger accounts and determination of balances of ledger accounts, etc. at the end 
of each accounting period. 

So, Accountancy, Accounting and Book-keeping cannot be used in same 
meaning but they are interrelated with one another. In brief, it can be said that, 
Book-keeping is the first stage, Accounting is second stage and Accountancy is 
the final stage of recording of financial transactions. 

The relation between Accountancy, Accounting and Book-keeping is shown 
in the following diagram : 
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COLLECTION OF | | LEDGER ACCOUNT| | PREPARATION OF| | PREPARATION OF | | PREPARATION AND 
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ING IN JOURNALS |, | & BALANCING RECORDING OF |, | NDITURE A/CTRA |, | OF ACCOUNTING 
ADJUSTMENT & |" | DING AND P&L INFORMATION 
CLOSING ENTRI- | || A/C AND BALANCE 
ES SHEET 


BOOK KEEPING ms ACCOUNTING ШАБ) 


14 HIGHER SECONDARY ACCOUNTANCY 


Scope of Accounting 


Common idea about the scope of Accounting is only applicable in case of a 
business. But it is not only applicable in business (i.e. profit-seeking concerns), 
but also in non-profit-seeking units. So, all accounting units, that may be profit. 
seeking or non-profit-seeking units, are in the scope of accounting. 

The bases of Accountancy, Accounting and Book-keeping are the financial 
transactions. The accounting units in which financial transactions occurred, 
come under the scope of accounting. At present, all non-profit-seeking concerns 
in which financial transactions are occurred, are in the scope of accounting. On 
modern critical financial conditions, a family cannot run properly without proper 
financial planning. For proper financial planning, the recording of financial 
transactions is essential. Again, the development of a country depends upon the 
proper financial planning. The financial planning depends upon the social 
accounting of that country. So, at present, scope of accounting covers the all 
accounting units, i.e. profit-seeking units and non-profit-seeking units. 


Objects of Accounting 


The objects of accounting are very important and numerous. The important 
objects of accounting are given below : 

(1) The measurement of finance (i.e. cash and bank) is the object of accoun- 
ting. Because, all financial transactions are completed in cash or bank. 

(2) The determination of surplus or deficit in the case of non-profit-seeking 
units and profit or loss in the case of profit-seeking units. 

(3) The determination of increase and decrease of assets and liabilities. 

(4) The determination of financial position of the concerns at the end of 
each accounting period. 

(5) The determination and prevention of fraud, defalcation and pilferage 
of cash, stock and other assets. 

(6) The determination of progress of accounting units, 

(7) The preparation of planning and programming of future work of the 
accounting units. 

(8) The preparation of financial reports which are to be accepted by banks, 
governments, local authorities, etc. 


Necessities/Advantages of Accounting 


The following are the advantages/necessities of accounting if all transactions 
are recorded properly in the books of accounts : 

(a) The necessary information for management of the concern is available 
from accounting. 

(b) The comparative studies can be made with the details of transactions 
relating to assets, liabilities, expenses and incomes. 


ў (с) The details of transactions cannot be called to mind without recording 
in accounting. 
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(d) The necessary documents of cases сап be presented in courts with 
help of accounting. 

(е) The amount of Income Tax and Sales Tax are determined on basis of 
recording of transactions in the books of accounts. 

(f) The selling price of the concern is to be ascertained in case of the 
sale of the concern. 

(g) On insolvency, the positions of assets and liabilities are to be ascertained. 


Exercises 


[A] Essay-answer-type Questions : 

1. What is Accounting? Describe the object of Accounting, 

Ans.: Write from ‘Accounting’ (p. 1.1) and ‘Object of Accunting’ (р. 1.4) 

2. Describe the relation between Accountancy, Accountancy and Book- 
keeping. 

Ans.: Write from ‘Relation between Accountancy, Accounting and Book-keeping’ (p. 1.3). 

3. Describe the advantages of Book-keeping and Accounting. 


n [Question Bank, New Delhi] 
r 


What is the necessity of accounting ? 

[W. B. H. S. Examination—1978] 
Ans.: Write from ' Advaníages| Necessities of Accounting’ (p. 1.4). 
4. Describe the scope of Accounting. 
Ans.: Write from ‘Scope of Accounting’ (р. 1.4) 
5. ‘Accounting begins where book-keeping ends’.—Discuss the statement. 

[Question Bank, New Delhi] 

Ans.: Write from ‘Relation between Accountancy, Accounting and Book-keeping’ (p. 1.3). 


[B] Short-answer-type Questions : 
1. Write short notes on : 
(a) Accountancy, (b) Accounting, (c) Book-keeping. 
Ans. : Write from ‘Accountancy’ (p. 1.1), ‘Accounting’ (р. 1.1) and ‘Book-keeping' (p. 1.2). 
[C] Objective Questions : 
1. Correct the following statements : © 
(a) There is no relation between Accountancy, Accounting and Book-keeping. 


(b) The scope of accounting is only in a business. 
(c) The recording transactions in journals and posting them in ledger accounts 


are the functions of accounting. 
(d) The object of accounting is protect the interest of a businessman. 


CHAPTER I 


Event—meaning, explanation, examples ; Event in personal life, family 
life, Social life and Event in a business. 


EVENT 


Definition: "A collection of primary economic activities or transactions 
relative to each other may better be called an ‘Event’ in a broad sense."—The 
Foundation of Accounting Measurement : Yuji Ijiri 

*A process or a part of process having a particular moment and place of 
occurrence is an event."—4A Dictionary for Accountants: Е. L. Kohter 

“The word ‘Event’ has been used here in the sense of a bundle of financial 
activities or transactions that end with the end of the purpose for which the 
same is made to occur.'—Teaching Guidelines published by the W. B. Council 
of H. S. Education 

According to Teaching Guidelines of Higher Secondary Council, an event is a 
bundle of financial transactions, i.e. a transaction. Here an event is used in a 
simple sense. 

According to Prof. Yuji ljiri, an event is a principal of an activity which 
changes the condition of human life, society, institution, country, etc. So the 
causes of changes of financial condition are events. But, the principlas are 
represented by the surrogates (i.e. substitute in place of another). As for example, 
the financial statements are the surrogates and financial activities for an accoun- 
ting period is an event (i.e. principal). So,the transactions are events but the 
recording of transactions in journal or ledger accounts is a surrogate. So, Prof. 
Yuji Ijiri expressed the modern idea about an event, 

Eric L. Kohler has defined the event as a process or a part of process (i.e. 
unbroken series of acts), At first an event is taken as a transaction. But 
specialists in Accounting use the term *Event' in a broader sense. They told that 
the processes or a part of process are events. As for example, accounting process 
is maintained to record the financial transactions of an accounting period. The 
accounting process supplies the necessary information to related persons. So, 
collection and measurement of data, recording & classifying and summarising 
& reporting may be collectively called an event. The income statement, balance 
sheet and other financial statements are accounting information. 

So, an occasion in which conditions of human life, society, institution, business 
and country are changed is called an event. The change of financial condition is 
called a transaction. In brief, events are the usual causes of external transactions. 

~ Classification of Events: The events may be classified into two classes : 
(a) Monetary Events and (b) Non-monetary Events. 

J A Monetary Events : The events which are measurable in term of money, 

hich indicates the change of financial condition, are called Monetary 
Events. 
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For example, purchase of a book for Rs, 40, payment of house rent 
Rs. 300, etc. 

(b) Non-monetary Events: The events which are not measurable in terms 
of money, i.e. which does not indicate any change of financial conditions are called 
Non-monetary Events. For example, winning of a game, delivery of speeches in 
an annual general meeting, etc. 

In accounting, only monetary events are to be recorded in the books of 
accounts. But non-monetary events are not recorded in books of accounts. 
Simply, we can say that all events are not transactions. 

Characteristics of an Event: The characteristics of an event in simple sense 
are discussed below : : 

(i) Temporary Nature: An event cannot continue for a long period of time. 
Generally, it may be ended in an hour, day, weak, month, etc. 

(ii) Définite Object: The object of an event must be definite and: occurred 
for a particular purpose. 

(111) Non-profit-seeking: An event is made for non-profit-seeking purpose, 
(i.e. for a particular event, there is no profit motive). 

(iv) Terminability ; An event is to be terminated after completion of an 
object of that event. 

(у) Separate Entity & Self-sufficiency : Every ‘Event’ is an accounting unit, 
Every ‘event’ is separate from another event. 

(vi) Cash Basis: Generally, all events are made in cash or completed 
in cash. 

(vii) Limited Transactions: The number of transactions of an event are 
very few and the amounts of transactions are not very heavy, 


Examples of an Event : Few examples of an event are given below : 

(a) Miss Kanika purchased a saree for Rs. 75. 

(b) Subhasis took loan Rs. 2,500 from Snehasis for his sister’s marriage. 
(c) Ibrahim purchased a steel almirah for Rs. 6,800. 

(d) The annual general meeting was held on 30th June, 1983. 

4e) Subscriptions Rs. 3,800 are realised during the accounting period. 
(f) The prizes for Rs. 600 were distributed during the year. 

(g) Mahavidya Ltd. purchased a calculating machine for Rs. 500. 

(h) The secretary of the Saraswati Ltd. died on 31st March, 1983. 


Event and Condition 


Generally, a transaction or an accounting process is called an event. But, the 
modern writers of accounting told that an event is the cause of a transaction. 
They classified the causes of transactions into two groups (1) Events and (2) 
Conditions. 

(1) Event: In financial accounting, an event is an external cause of a 
transaction, i.e. any type of change of financial position. For example, purchase 
of goods and services, sale of goods and services, payment of cash to creditors, 
receipts of cash from debtors, payment of expenses, etc. 
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(2) Condition: A condition is a change of financial position which can- 
not be measured and recorded in the books of accounts before the end of an 
accounting period, So, a condition is the cause of an internal transaction. For 
example, the depreciation оп fixed assets is charged at the end of an accounting 
period. A machine is purchased for Rs. 10,000, it is an event ; but depreciation 
on the machine at the end of the accounting period for Rs. 1,000 is a condition. 
Similarly, prepaid expenses, pre-received incomes, outstanding expenses and out- 
standing incomes are also the examples of the conditions. 

Distinction between ап Event and Condition: The distinction between an 
event and a condition are given below : 


———-——..——-———-— —- Pw D. ll 


Event Condition 


1. The time of occurrence of an event | 1. 
can be known. 


The time of occurrence of a condition 
cannot be determined. 


2. The recording of an event is made | 2. The recording of a condition is made 
on the date of occurrence. at the end of an accounting period. 

3. Ап event is treated as a transaction | 3, А condition is treated as a transaction 
when it occurred. at the end ef an accounting period. 

4. Generally all accounting events are | 4, But all conditions are not made іп 


made in cash. 


cash. 


—————————————————————————————— 


Nature of an Event: An event may occur in all stages of human life, family 
life, social life and in a business. The nature of an event in personal life, family 
life, social life and in a business is discussed below : 

(a) Event in Personal Life: Human life, i.e. personal life is the flow of 
events. In every day, many events may occur in human life, ie. many types of 
goods or services may be purchased from morning to evening. These combinedly 
may be called an event. Again each type of purchase separately may be called 
amevent. So, household marketing for a day is an example of an event. 

(b) Events in Family Life: Family life is the combination of few personal 
life. So, many types of events may occur in a family life. The transactions for 
running and maintenance of a family are also events, Again, family festivals, such 
as marriage ceremony, Annaprashan, worship of god and goddess, Shradha, etc. 
are also events. 

(c) Events in Social Life: Social life is the combination of few family lives. 
So, many types of events may occur in a social life. 
works may be done in society. 


As for example, worship of god and goddess, cultural function, Jatra, 
theatre, etc. 
(d) Events in Business: In business, many types of events occur in 


every day. The main function of a business is to buy goods/raw materials or 
services and sold them to customers according to their needs. So, an accounting 
process is essential in a business. So, whole accounting process or its any part 
may be called an event, Again, various types of transactions are made to run and 


maintain a business. The financial conditions are changed by each transaction 
of a business. So, a business is the flow of events. 


Many types of social . 
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Exercises 


[A] Essay-answer-type Questions : 

1. What is an Event? Describe the features of an event. 

Ans.: Write from ‘Event’ (р. 1.5) and ‘Characterities of an Event! (р. 1.6). 

2. Critically explain the meaning of an event. 

Ans.: Write from * Event' (p. 1.5). 

3. What is an event? Give five examples of events. 

Ans.: Write from ‘Event’ (р. 1.5) and ‘Examples of events’ (р. 1.6). 

4, What are the events and conditions? Distinguish between event and 
condition. 

Ans.: Write from ‘Event and :condition' (pp. 1.6-1.7) and ‘Distinction between event and 
condition’ (p. 1.7) 

5. Describe the nature of an event in personal life, family life, social life and 
in a business. 

Ans, г Write from ‘Nature of an Event’ (р. 1.7) 


[B] Short-answer-type Questions : 
1. Write short notes оп: 
(a) Event, (b) Condition, (c) Non-monetary Event, (d) Monetary Event. 
Ans.: Write from (a) Event (p. 1.5), (b) Condition (p. 1.7), (c) Non monetary Event (p. 1.6), 
(d) Monetary Event (p. 1.5) ) 
[c] ObjectivesQuestions : 
1. Correct the following sentences : 
(a) All transactions are not events. 
(b) Allevents are transactions. 
(c) The causes of external transactions are conditions. 
(d) The causes of internal transactions are events. 
(e) There is no difference between an event and condition. 
Ans.: (a) All transactions are events; (b) All events are not transactions ; (c) The causes of 


external transations are events ; (d) The causses of internal transaction are conditions ; (е) There are 
many differences between events and conditions. 
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CHAPTER II 


Cash statement : House hold marketing— Family festival—Social function : | 
Classification and condensation of receipts and payments—Preparation of 
receipts and payments statement. | 


ACCOUNTING FOR AN EVENT 


Generally, it is told that the scope of accountancy is in businesses only. But 
the scope of accountancy is not only in businesses, but also in other sectors 
of the society. Е. W. Powelson has defined the accounting unit as '*--- the unit 
either a person, a business enterprise, a group of business firms, all the people 
being in a certain geographical area, such as nation." So the scope of accounting 
is not limited in business only. The scope of accountancy is in all units where 
financial transactions occur. So the principles and practice of accounting may be 
applied in all accounting units like persons, clubs, societies, businesses, nations. 
Regarding the application of principles and practice of accountancy, F. W. 
Powelson told that * ... the household is the unit with which we may ,... begin. 
- As we proceed to consolidated accounts of large corporations or an entire 
country, we shall see that the same basic book-keeping principles apply." So, 
at first, the principles and practice of accountancy may be applied in household, 
family festival, social function to acquire detailed knowledge in accountancy, 


_ Without starting primarily from large-scale business or accounting unit. 


Generally, the application of complicated principles of accountancy is not 
necessary in accounting of an Event. The accounting of an event may be made 
by simple analysis of receipts and payments. So, the recording of transactions or 
an event, the classification and condensation of such transactions and preparation of 
statement for information is called Accounting for an Event. 

Which Event requires Accounting? All events are not recorded in the books 
of accounts. Because, all events do not change the financial condition of an 
accounting unit. Simply, we can say thatthe events, which do not change the 
financial condition of an accounting unit, are not recorded in the books of 
accounts, As for example, Mr. Mahinder Amarnath played well in 1982-1983 
cricket test series. He received Rs. 1,00,000 as a man of matches in 8 tests. Here 
the playing of Mr. Mahinder Amarnath is an event, but it is not accountable ; 
because it does not change any financial condition. But, when he received 
Rs. 1,00,000 as a man of matches, it is a transaction; because his financial 
condition is changed. Generally, the change of financial condition must be 
evidenced by accounting documents. 

СЕ Necessity of Accounting for an Event: The accounting of an event is made 


D 
wy for two purposes : (a) to determine the result of the event апд (b) to report 
the related persons of the event. Except these two necessities, the following 
adyantages máy be received in accounting for an event : 3 
" (i) The total amounts of receipts and payments are to be determined ; 
) (ii) The amount of cash in hand at the end of an event is to be determined, 
„г The errors defalcation of funds, etc. are to be known. 
er 1.10 
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(iii) The control on receipts and payments can be made after accounting for 
an event. 

(iv) The budgeting and necessary decision for future event can be taken if 
similar events are properly recorded in books of accounts. 

(у) The misunderstanding with related persons of an event can be avoided if 
proper accounting of an event can be made. 

(vi) The causes of shortage or surplus of funds can be explained if account- 
ing of an event is properly made. 

Features of Accounting for an Event: The features of accounting for an 
event are discussed below : 

(1) Purpose Oriented : The accounting for an event is made according to 
the need of the related persons. According to the common needs and purpose of 
accounting, it is devided into three stages—(a) Recording, (b) Classification 
and condensation and (c) Summarising. 

(2) Time: The accounting for an event is to be made in due time, The 
accounting of an event may be meaningless if it is not made in just time. 

(3) Rules of Accounting : Generally, there is no specific rule of accounting 
for an event. But the accounting for an event must be made in such a manner 
that all related persons can collect all necessary information and preserve it for 
future reference. 

(4) Evidentiary Document : The documents of an event are used as eviden- 
tiary documents of the accounting. Cheque counterfoils, purchase invoice, sales 
invoice, etc. are the evidentiary documents of accounting for an event, 

(5) Language: The language of accounting for an event must be easy and 
simple so that all related persons can understand and caleulate all necessary 
information. f 

(6) Continuity of Accounting: Generally, there is no continuity of accoun- 
ting for an event. The accounting for an event is started when an event begins and 
it completes when the event ends. 

(7) Essentiality of Accounting : The accounting of all events is not essential 
in a single method. As for example, as short event may be accounted orally and 
an event in which many transactions have occurred, may be recorded іп various 
books and by many systems. So, the accounting of an event depends upon 
the volume and nature of the transactions. 

(8) Absence of Profit Motive: Ап event is not а profit-seeking work. So, 
the profit or loss is not ascertained in accounting for an event. 

(9) Cash Basis Accounting : Generally all events are made in cash. If any 
transaction is made on credit, it is ultimately completed in cash. 

(10) Statement Oriented : The accounting of an event is made in various 
statements. As for example, cash receipts and payments are recorded in cash 
statement and classified and condensed in various statements in distinct heads. 

Objects of Accounting for an Event: The objects of accounting for an event 
are discussed below : 

(a) The preparation and preservation of documents of transactions relating 
to an event. 

(b) The determination of financial results of an event. 
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(c) The communication of financial information to the related persons of an 


event. 
(d) The analysis of advantages or drawbacks of an event with accounting 


information. 
(e) The preparation of budget and planning for similar future events. 
(f) The creation of ground for decision-making to the similar event. 


Accounting Events and their Accounting Feature: The nature of accounting 
events and their accounting features are discussed below : 


Household Marketing for a Day 


Necessary goods for living are purchased from daily market by a man. 
The man can prepare a list of goods which are to be purchased from the 
market. Generally an estimated amount is taken to the market. Because, if the 
huge amounts are taken to the market, a portion of the money may be lost 
or the amount of expenditure may be increased. Again, each type of goods are 
purchased at an estimated cost; otherwise, all necessary goods may not be 
purchased or goods may be purchased on credit. Generally, the following goods 
are purchased from daily market for household : Rice, wheat, pulses, coal, wood, 
oil, fish, meat, vegetables, spices, sweets, papers, ink etc. Besides these, the house- 
hold equipments (i.e. utensils, crockeries, etc. ), houshold furniture, medicines, 
cosmetic goods may be purchased. 

Features of Accounting for Household Marketing for a Day: The features 
of accounting of household marketing for a day are discussed below : 

l. The accounting period of a household marketing is for a day. So,the 
accounting period is very short. 

2. Ifthe amount and number of transactions of a household marketing are 
very small, the accounting for these transactions may be made orally. But, when 
the amount and number of transactions are huge, the accounting for household 
marketing must be made in writing. 

3. The preparation of a budget is not always essential in the case of houshold 
marketing for a day. But, a list of goods may be prepared for purchase of 
goods. 

Advantages of accounting of a household marketing for a day: The advan- 
tages of accounting of household marketing for a day are discussed below : 

1. The amount of total payments for а day is ascertained. As a result, the 
estimated amount of collection of money for a day is to be determined. 

2. The amount of money which is to be taken to the market is determined. 

3. The estimated amount of payments is to be determined for next day/ 
days. 

4. The amount of payments of each head is determined and comparison 
may be made for fluctuation. 

5. It may create a tendency of saving by decreasing the amount of payments, 

6. The amount of incomes which are to be earned to meet the necessary 
payments is determined. 
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7. Тһе budget can be prepared to control the payments and create a 
reserve. 

8. The family quarrels тау not be happened for proper household accoun- 
ting and family life becomes very happy. 


Family Festival 


A festival which is observed by a family to enjoy with friends and relatives 
for social or religious purpose is called a family festival. As for example, worship 
of Goddess Kali, Durga, etc., rice-taking ceremony ( Annaprashan ), marriage 
ceremony, New Year's Day, Maharam, X'Mas Day, etc. The festival may be big 
or small according to ability of the family. Generally, all earning members of 
the family contribute to the fund for the festival. 


Sources of Finance in a Family Festival: The sources of finance of a family 
festival are given below : 

(a) Earmarked amount for particular festival ; 

(b) Reserved amount in bank for the festival ; 

(c) Loan from provident fund ; 

(d) Loan from relatives and friends ; 

(e) Loan from Life Insurance Policy ; 

(£) Sale of movable or immovable property ; 

(=) Donations, prizes, prize from lottery ( if any ). 


Nature of Payments of a Family Festival: The nature of payments of a 
family festival depends upon the nature of family festival. Generally, the 
following type of payments are shown in family festival : 

1. Construction and decoration of pandal : 
Entertainment expenses for guests ; 
Utensils, furniture, etc. ; 

Printing, stationery, etc. ; 

Worship expenses ( if any ) ; 

Other expenses. 


Фры ; 


There тау be an organisation for a family festival. The members of the 
family and relatives are appointed to complete the important work. To complete 
the family festival efficiently a planning can be made. A budget is to be prepared 
for adjustment of receipts and payments of the family festival. 


Dependants of Budget of a Family Festival: The following are the important 
items of a budget of a family festival : 

(a) Nature of family festival [ as marriage, worship, rice-taking ( Anna- 
prashan ), Shradha, etc. ]. 

(b) Estimated expenses of the family festival ; 

(e) Estimated payments for entertainment expenses for guests ; 

(d) Other payments. 
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Again a budget for entertainment payments of guests depends upon the 
following items : 

(i) Number of invited guests ; (ii) Estimated number of guests to be 
presented ; (iii) Nature of food ; (iv) Volume of food; (v) Present market 
rate and chances of variation of market rate. 


Social Function 


The arrangement of a festival, conference or convention made for cultural 
function, annual function or worship of god or goddess by a group of persons of 
the society are called Social Functions. Generally, sports, worship, jatra, theatre, 
jalsa, creation of joke, etc. are made in a social function. All people may be 
invited to enjoy the function if there is no accommodation problem. An organisa- 
tion may be formed to conduct the management of the function ; a club or 
society may conduct the social function. A managing committee may be formed 
to complete the function efficiently. Important subcommittees may be formed 
under the managing committee. Generally, the managing committee is constituted 
with a president, vic2-president, cashier, accountant and other members. A 
budget is to be prepared by the managing committee with the estimated receipts 
and payments according to the nature of social function. 


Sources of Finance of a Social Function: The funds for a social function 
are collected from the following sources : 

(a) Collection of subscriptions from the public ; 

(b) Collection of subscriptions and donations from members ; 

(c) Donation from respectable persons ; 

(d) Special grant from Government ; 

(e) Advertisement in Souvenir ; 

(f) Fund of the social function. 

Nature of Payments of Social Function: The payments of a social function 
depend upon the nature of function. Generally, the following types of payments 
are made for a social function : 

(a) Pandal, decoration, light, mike, etc. ; 

(b) Fees for artists, entertainment of artists, etc. ; 

(c) Printing, stationery, conveyance, etc. ; 

(d) Souvenir, etc. ; 

(e) Image, materials of worship, clothes, etc. : 

(f) Fruits, sweets, other payments, 


Stages or Procedure of Accounting for an Event : The stages or procedure of 
accounting can be clearly known by the definition given by American Institute of 
Certified Public Accounts Committee on Terminology, which is given below: 
“Accounting is the art of recording, classifying and summarising in a significant 
manner and in terms of money, transactions and events which are, in part at 
least, a financial character.” From above definition of accounting, the stages or 
procedure of accounting may be divided into three—(1) Recording, (2) Classifica- 
tion and Condensation, and (3) ;:Summarising. да 


n 
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(A) Recording 
Almost all transactions of an event are made in cash. If any transaction is 
made on credit, ultimately it is completed in cash during the life of the event. For 
this reason, preparation of cash statement is essential im accounting for an 
event, 


Cash Statement 


Definition: The statement by which total amount of cash receipts, cash 
payments, cash in hand, cash short or cash surplus are determined is called 
Cash Statement. Generally, it may be said a statement of Jama-Kharach. All 
cash receipts are recorded in receipts side (i.e. in left-hand side) and all cash 
payments are recorded in payments side (i.e. in right-hand side). 


Necessity or Objects of Cash Statement: The preparation of cash statement 
is essential in accounting for an event ; because maximum transactions of an event 
are made in cash, The first stage of recording of transactions of an event depends 
upon the correctness of recording of the cash statement. The available information 
or advantages or necessity of cash statement of an event are discussed 
below: 

(a) The amount of total receipts is determined by adding all cash 
receipts. 

(b) The amount of total payments is determined by adding the total cash 
payments. 

(c) The amount of cash in hand at the beginning and at the end of the event 
can be determined. 

(d) The unrecorded transactions are to be determined after recording all 
cash transactions in the cash statement. 

(e) The amount of loss of cash or defalcation of cash is to be determined 
by the cash statement. 

(f) The transactions are correctly and systematically classified and condensed 
after recording in the cash statement. 

If numberless transactions occur in an event and recorded in a big cash 
statement, the necessary information may not be collected properly. 


Method of Preparing Cash Statement 


The statement is divided in two parts by drawing a straight line vertically. 
The left-hand side of the statement is called ‘receipts side’ where all cash receipts 
are recorded and right-hand side is called ‘payments side’ where all cash payments 
are recorded The columns, i.e. date column, particulars column and amount 
column are inserted in each side of the statement. In date columns, the dates of 
cash receipts and cash payments are recorded chronologically, In ‘particular 
columns’ details of cash receipts and cash payments are recorded chronologically 
in order to date and in ‘amount columns’ the amount of cash receipts and pay- 
ments are recorded. The specimen -of @-cash statement is. given below 5... rwn 
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OASH STATEMENT 


BERNER сз з лын 


Date Particulars | mot Date | Particulars Amount 


Rs. Rs. 


If a cash statement is prepared for an event of a particular date, the date 
columns are not to be inserted in the statement. Generally, in this case the date 
of transactions is recorded at the top of the cash statement. 


Preparation of Cash Statement of Household Marketing for a Day : The ‘date 
columns’ are not necessary to prepare a cash statement of a household market for 
а дау. In payment side, extra two columns may b: inserted for quantity and rate 
beside the ‘amount column’. The preparation of cash statement of household 
marketing for a day is shown below : 

Illustration 1: Sri Ranjit Kumar Samanta went to market with Rs. 28 on 
Ist April, 1983 and purchased the following goods : 

1 kg potatoes @ Rs. 1°50 per kg ; 600 gms fish at Rs. 16°00 per kg; 509 gms 
brinjals @ Rs. 1°50 per kg; 250 gms pulses at Rs. 6'00 kg 500 gms cabbage 
at Rs. 2:00 per kg; 500 gms mustard oil at Rs. 15:00 per kg ; spices Rs, 3:20 ; 
vegetables Rs 2°80. 

Prepare a cash statement for Household Marketing on Ist April, 1983. 


Solution : 
In the books of Ranjit Kumar Samanta 
CASH STATEMENT 
for Household Marketing as on Ist April, 1983 
Receipts Amount Payments Quantity | Rate Amount 
Rs. Вз. Rs. 
Cash taken from Cash Box | 9800 Potatoes lkg 1'50 1'50 
| Fish 600 gms 16°00 9'60 
Brinjals 500 „ 1'50 0'75 
Pulses 250 „ 6'00 1°50 
Cabbages 500 „ 2°00 1:00 
Mustard oil 500 > 1500 7°50 
Spices = | = 3:20 
Vegetabl 2 — — 980 
Total Expenditure 4 | 27°85 
Cash in hand | | O15 
98°00 
—— | 28°00 


Illustration 2: Kalicharan went to the market with Rs. 58°00 on 3rd March, 
1983 and he purchased following goods from the market on that date : 


Particulars Quantity/Units Amount 
Rs. 

Rice 3'000 kg 9:00 
‘Ata ( Wheat ) 1500 , 9:90 
Fish | 0300 |, 4°95 
Potatoes | 1:000. , 150 
Вгїп}а1 0500 , 070 
Green plantain 1 doz. 1:50 
Pumpkin 17000 , 110 
Pea-grain 0250 , 040 
Cabbages 1:300 , 130 
Coal 10'000 „ 4'05 
Kerosene LO litre 1'63 
Mustard Oil 0'500 kg 8'85 
Ginger 0400 „ 0°35 
Onion 0250. , 0°62 
Other Spices E 1'20 
Meat 0500, 8:00 
Eggs l0 pair 1'00 


From the above list of marketing on 3rd March, 1983, you are to prepare 


а cash statement. 


Solution : In the Books of Kalicharan 
CASH STATEMENT 
ot Receipts and Payments of Marketing on 3rd March, 1988 
| Receipts Amount Payments Amount 
ш. үг ШАШУ Soa fap E 
Rs. Rs. 

Cash taken to market 58°00 Rice 9°00 

| Ata ( Wheat ) 820 

Fish 4°25 

| Potatoes 150 

| Brinjal 070 

Green plantain 1:50 

Pumpkin 110 

| Pea-grain 040 

| Cabbages 1°30 

| Coal 4°05 

| Kerosene 1°63 

| Mustard Oil 8'85 

Ginger 035 

Onion 0:62 

| Other Spices 1°20 

| Meat 8°00 

Eggs 100 

| Total Payments 48°65 

Cash returned from market 9°35 

58°00 58°00 
| — 


Preparation of Cash Statement of Family Festival: The ‘date columns’ may 
not be inserted in the cash statement, if all receipts and payments are made ona 
particular date. But all receipts and payments are made during a period of time, 
the ‘date columns’ are to be inserted to record the receipts and payments. chrono- 
logically in order of date in receipts side and payments side. : 

2[83-84] 
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The recording of receipts and payments in a cash statement are made ona 
particular date, as shown in the following illustration : 
Illustration 3: P. Mukherjee made the following payments for his sister’s 


marriage ceremony on 20th January, 1983 : 


Rs. 
Necklace 35:000 grammes (gold) 1,820'00 
Ear-ring 7:500 grammes (gold) 525:00 
Wristlet 25:000 grammes (gold) 1,320:00 
Bracelet 1*500 grammes (gold) 875:00 
Honorarium to Priests 45:00 


Waistband (silver) 3,000"000 grammes 225:80 


Four-rings @ Rs. 225 each 900'00 
Gold button 1,025:50 
Cloth for the priest 45:62 
Cloth for the barber 3325 
Cloth for P. Mukherjee's mother 62:46 
Banarasi Saree ( 1 piece ) 43500 
Petticoat 45:00 
Two handkerchiefs 20°40 


Other cloths for P. Mukherjee's sisters 50°75 


Dhuti ( 1 pair ) 92:50 
Panjabi 14400 
Ganjee and other types of 

clothes 87:00 
Dhuti and shirts for father 

of the bride 8680 
Sarees, blouse, petticoat etc. for 

mother of the bride 17820 
Cloth for brothers of the 

bride 72550 
Sarees, petticoat, blouses 

etc. for sisters of the 

bride 1,228°00 
Wages of the cooks 425:00 
Payments for Travelling 75:50 


Rs. 
Philips Radio set 435'00 
Television 4,675'00 
Shoes for the bride 4495 


Shoes for the bridegroom 31:25 


Two umbrellas 145'80 
Stainless Steel Utensils : 
4 Dishes 155-00 
4 Cups 53°50 
5 Glasses 6150 
Bell metal Utensils : 
2 Dishes 70:00 
2 Cups 31°20 
2 Glasses 27:55 
Various goods for 
bridal chamber 1,235°60 
Flour 40'000 kg 98:20 
Dalda 15:000 " 120'00 
Fish 40000, 560:00 
Meat 30:000 , 360:00 
Mustard Oil 
16000 ,, 90°40 
Ghee 5000, 120:00 
Sweets 650:00 
Curd 480'00 
Ginger 30°00 
Chilli 10:00 


Other Spices for cooking — 82:00 
Construction of Pandal 1,250:00 
Electric charges 450:00 
Carriage 127:80 


He collects money from the following sources : 


Fixed Deposit matured 

Loan from Life Insurance Policy 

Loan from Provident Fund 

Loan from Money-lender 

Cash in hand 

Cash at Bank (withdrawn) 

You are to prepare the Cash Statement. 


Rs. 
10,000 
5,000 
2,000 
1,000 
3,810 
1,000 


Solution : 


Particulars 
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In the Books of P. Mukherjee 
CASH STATEMENT OF MARRIAGE CEREMONY OF HIS SISTER ON 90TH JANUARY, 1983 


Amount 


Particulars 


Cash in hand (Opening) 

Fixed Deposit matured 

Ioan from Life Insurance Policy 
Loan from Provident Fund 
Loan from Money-lender 

Cash withdrawn from Bank 


Rs, 


3,810'00 
10,000'00 
5,000'00 
2,000°00 
1,000°00 
1,000°00 


99,810°00 
—= 


Necklace 
Ear-ring 
Wristlet 
Bracelet 
Honorarium to priests 
Waistband 
4 Rings 
Gold Button 
Oloth for priests 
Oloth for barber 
Oloth for P. Mukherjee's mother 
Banarasi Saree 
Petticoat 
Handkerchiefs 
Other cloths for P. Mukherjee's sister 
Dhuti 
Panjabi 
Ganjee and other types of clothes 
Dhuti and shirts for father 
of the bride 
Sarees, blouse, petticoat etc, for 
mother of the bride 
Cloth for brothers of the bride 
Sarees, petticoat, blouse etc. for 
sisters of the bride 
Wages of the cook 
Payments for Travelling 
Radio Set 
Telivision 
Shoes for the bride 
Shoes for the bridegroom 
Two Umbrellas 
Stainless steel utensils : 
4 Dishes 
4 Oups 
5 Glasses 
Bell Metal utensils : 
2 Dishes 
2 Cups 
2 Glasses 
Various goods for bridal chamber 
Flour 
Dalda 
Fish 


Meat 

Mustard oil 

Ghee 

Sweets 

Сагі 

Ginger 

сыш 

Other Spices for cooking 
Construction of pandal 
Electric Charges 


Carriage 
Cash in hand (closing) 
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Amount 


Ra. 


1,820°00 
526°00 
1,320°00 
875°00 
4500 
29580 
900*00 
1,025°50 
45°62 
88°25 
6246 
485°00 
45°00 
20°00 
50"75 
99:50 
144'00 
87:00 


86°80 


178°20 
72550 


1,228'00 
425'00 
75:50 
485700 
4,675'00 
44'95 
31°25 
145:80 


155'00 
58'50 
61°50 


70°00 
3120 
9T'55 
1,235°60 
98°20 
120°00 


22,810°00 


The recording of receipts and payments in cash statements which are made 
during a period of time, is shown in the following illustration : 
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Illustration 4: Sri Kalipada Pathak, a karta (manager) of a Hindu 
Undivided Family, collected money from the following sources for the worship of 
Goddess Kali on 18th December, 1983 : 


Rs. 
Second brother 1,000:00 
Third brother 700°00 
First son 3,000'00 
Second son 3,200°00 


Sri Kalipada Pathak also made available a fund of Rs. 1,875 from family’s 
income for the worship of Goddess Kali. 
He incurred the following expenses for the festival : 


1983 Rs. 
Dec. 14; Image 575:00 
Construction of pandal 1,820°00 
Decoration of pandal 500°00 
Sweets 750:00 
Other necessary goods for worship 163'80 
Dec, 15 Honorarium to priest 125:00 
Payments for sixteen items of worship 37-00 
Fruits ; 
Banana 50°00 
Coconut (3 dozen) 28:00 
Cucumber 35:00 
Apples 25:00 
Orange and other fruits 27:00 
Dec. 16 Cloth for priest 33°75 
Cloth for goddess 57:62 
Other payments for worship 63°00 
Mustard oil 22:00 
Ginger 5:00 
Various spices for cooking 2020 
Cloth for house-owner 33°75 
Dec. 17 Cloth for helpers in worship 57:62 
Flour (35 kilogrammes) 135'00 
Dalda (Vanaspati) 70:00 
Coconuts for cooking 80:00 
Sweets for entertainment of guests 203:50 
Curd for guests е 117:25 
Vegetable 520:00 
Various payments 27500 
Electric charges 750:00 
Payments for Printing & Stationery 1,200:00 


Prepare the Cash Statement from the above data after worship of Goddess 
Kali. 
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Solution : In the Books of Sri Kalipada Pathak 
CASH STATEMENT 
OF WORSHIP OF GODDESS KALI 


Particulars 


Second brother 1,000°00 Dec. 14) Image 576°00 

Third brother 70000 Construction of Pandal ! 1892000 

First son 8,000°00 Decoration of Pandal i 600°00 

Second son 8,200 00 Bweo в 160'00 
Worship Fund 1,875°00 Necessary goods for 

worship (flowers ete.) | 108:80 

19) Honorarium to priesta ! 19500 


Payments for sixteon 
items of worship 81'00 


Banana | 60°00 
Coconnt | 28°00 
Oucumber 85°00 
Apples | 25°00 
Oranges and other fruits | 27°00 

16) Cloth for priests 83°75 
Cloth for goddoss 67°63 

| Other payments for worship | 63*00 
Mustard Qil 22:00 
Ginger 6:00 
Various Spices for cooking 20°20 
Oloth for house-owner 83°76 

17| Oloth for helpers in worship 57°62 
Flour 185°00 
Dalda (Vanaspati) 70°00 
Coconut for cooking 80°00 


Sweets for entertainment 
of guests 203°50 


Curd for guests 117°25 
Vegetables 520°00 
Various payments 275°00 
Electric Charges 750°00 


Payments for Printing 
& Stationery etc. 1,200'00 


Total Payments 7,171949 
Cash in haud 1,995'51 


9,775'00 
шинин 


Preparation of Cash Statement of а Social Function: If all receipts апа 
payments are made on a particular date, the ‘date columns’ may not be inserted in 
the cash statement. But if all receipts and payments are not made on particular 
date, the ‘date columns’ are to be inserted to record the receipts and payments 
chronologically in order to date in receipts side and payments side : 

The recording of receipts and payments in cash statement which are made on 
à particular date, is shown in the following illustration ; 

Illustration 5; Students Union of the P. K. College made preparon of a 
College Social Function on 23rd December, 1983 and collecte money from the 
following sources : 


Rs. 
Students’ Union fund 1,95000 
Students’ Welfare fund 4,375'00 
Principal’s General fund 3,580'00 
Students’ Subscriptions 4,525'00 
The Students’ Welfare Committee paid the following expenses : 
Football materials purchased 58:00 


Payments for Football match 35:00 


Аз. 
12400 
est wo 
2,20500 
thar pay acet 127900 
deem d for theatre 
et load artt 3500 
gettin Don. theatre 000 
Fee 50 
1,20000 
эмн 
wou 
so 799 Other sristi 77900 
ond Ulla | 

i3500 (or guess 37900 
fot other penons 12000 
herpes: Cats Кии кау Board) 58000 
fe Tert i aid iu өн. 72000 
р? Last care rt 
pa] 2o 

Caid аме of the e PI y January, 1983 

Lr P K College bem! Union 
Gam өтатїм өзү 


ih 
un 


niti 


li 


The recording of receipts aad payments which are made фии s perd ud. 
tune it а cash statement o chown in the (осона вы аба 


lestratios 6: нау Usion Cheb of Coleus made prpuwin бе è 
social function ов 20th Decembr, 198). The (өйөө informan ponding 
Receipts and Payments are furnished by the ombi asd manden of the Sedul 
Function Committee : 


Receipts from different Sources | 
1983 L 
Dec. 10 Amount withdraws from Recreation fund 170% 
11 Subscriptions from outsiders Maem 
12 Government grant for the function joo 
17 Donation from well-known persons Le 

18 Contribution from members of the club for the 
function Le 


Payments for Social Functions - 


1983 he 
Dec, 12 Payments for construction and decoration of рады! 

(Asian Decorators) 1700 
Sweepers’ wages and labour charges for maintaining 
the ground 

18 Fees of the artists 
First artist 
Second artist 
Third artis 
Fourth аты 
Fifth artin 
Fon iet modo party (Rohincer Matte Oa) 
19 Tiffin and tea for the artists 
Tiffin and tea for the goesti 
Tiffia and tea for the members and others 
Payments for Travelling (tan), bwr asd trem fara) 
Corporation tares 


ni Hiuiniltiii 


| 

H 

| 

f 
; 
ы” 


From the above information you we te perpure thw 
the Social Function of Estally Union Che of Сайган». 3 


di 
| 
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Solution : In the Books of Entally Union Club 
CASH STATEMENT 
FOR THE SOCIAL FUNOTION ON 29TH DECEMBER, 1983 
Dato Particulars Date Particulars | Amount 
1988 1983 | n. 
Dec, 10 Amount withdrawn from Dec. 12 Construction and decoration | 
Recreation fund of pandal (Asian | 
11) Babscriptions from | Decorators) 2,760°00 
outsiders Swoopers and labour charges 525°00 
19 Government grant 18 Fees of the artists : 
17| Donations First artist | 9,200'00 
Bubseriptions from Becond artist |. 1,950°00 
members Third artist | 1,520700 
| Fourth artist 1,260°00 
Fifth artist 1,170'00 
19 Fees for music party 
(Kohinoor Music Оо,) 500°00 
Tiffins and tea : 
for artiste 38500 
for guests 95:00 
for members and others 78°00 
pn: {ог Travelling 
(Taxi, bus, tram eto.) 120°00 
jon Taxes 19500 
ю me NOS (Caleutta 
| Supply Corporation) 1,200'00 
pigs of Cards (Golden 
| Printers) 760 00 
| Postage 87°00 
Btationeries (Minu S ationors) 23°00 
| Other Payments 17500 
| Total Payments 15,453 00 


(B) Classification and Condensation 
Definition: The determination of total amount of each class of receipts 
and payments of an event after classifying them into different suitable heads is 
called classification and condensation, 
All receipts and payments of an event are recorded at first in a cash statement. 


Oash in hand 


The classification of receipts and payments into different heads and. recording of 
similar type of receipts and payments in each head is called classification and 
determination of total amount of each class is called condensation, 
Rules for Classification : There is no definite method of classification of receipts 
and payments of an event. But it depends upon the nature and volume of receipts 
and payments, Generally, classification is made on the basis of following items : 


1. Necessity : 


The classification of receipts and payments of an event 


depends upon the necessity of information of related persons of that event. The 
classification of receipts and payments is to be made in such a manner that the 


users of information of that event can collect necessary information easily. 


2. Understandable : The receipts and payments are to be classified and named 


in such a manner that all users of the information of that event can understand it, 


3. Consistency : 


The basis of classification of receipts and payments must 
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be followed regularly. It cannot be changed frequently, so that the ultimate object 
of classification will be lost. As for example, if entertainment expenses are recorded 
with Sundry Expenses, it cannot be recorded with other heads of payments. 

4. Homogeneity: The same type of transactions are to be shown under 
each head of receipts and payments. As for example, tution fees, cost of books, 
cost of ink, pen, pencil, paper, etc. are to be recorded under Educational Expenses. 

5. Brevity: The heading of each class should be shown in brief as far as 
possible. As forexample, snow, comb, powder, pits, pen, etc. are to be recorded 
under the heading ‘stationery’. 

6. Superfluity : Thereceipts and payments are not to be classified unnecessarily 
in many heads. For example, cost of books, tution fees, cost of paper & 
exercise books, pen, ink, etc. are to be recorded under *Educational Expenses’. 

At last, we can say that the classification depends on various circumstances 
and needs of users of the information.* 

Reasons for Classification and Condensation: The transactions of an even 
are classified and condensed for the following reasons : d 

l. To ascertain total of receipts and payments of each class: In cash 
statement all transactions are recorded chronologically in order to date. So, 
total of receipts and payments of each class cannot be ascertained. 

2. To preserve the valuable information for future event : If all. transac- 
tions are recorded in cash statement only, it becomes voluminous and unhandy 
and necessary information cannot be collected from that statement. As for 
example, a man purchased 10 items from a market ; so, he will purchase 10x30, 
ie. 300 items in a month. Until, they are classified into different classes, the 
valuable information cannot be determined. 

Object of classification and condensation : The objects of classification and 
condensation of transactions of an event are given below + 

(a) Total of each class of receipts and total of each class of payments is 
determined. 

(b) Total amount of each class of transactions is determined. 

(c) The final statement of receipts and payments can be prepared after 
classification and condensation. 

(d) The main source of cash receipts and main application of funds is 
determined. 

(e) The valuable information of transactions of an event can be determined. 

Relation between classification and condensation of transaction of an event : 
The relation between classification and condensation of transactions of an event 
is very important. If the transactions are not classified, the question of condensa- 
tion does not arise. Similarly, the question of condensation also arises after 
classification of transactions but not before it. Again, the utility of classification 
depends upon the condensation of amount column of each class, But, the 
detail descriptions of each class are also available in classification and condensa- 
tion, So, we can say that classification and condensation are interrelated, 


Advantages or Necessary of Seperate Statements for Cash Receipts and. Cash 
* Ref. Teaching Guidelines published by W. B. Council of H. 8. Edacation. 
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Payments: The advantage of classification and condensation of transactions is 
given below : 

l. The value of goods or services of each class is determined after classifica- 
tion and condensation. 

2. The cash transactions are briefly recorded through the classification and 
condensation, 

3. The comperative analysis of cash transactions can be made after classifica- 
tion and condensation, 

Method of classification and condensation of receipts and payments : 
Generally, receipts and payments can be classified under following three methods : 

(a) Classification in form of simple statement $ 

(b) Classification in form of analytical cash statement 3 

(c) Classification in form of two-sided statement. 

(a) Classification in form of Simple Statement: Under this System, 
receipts and payments are recorded below the heading of each class of receipts and 
payments after classifying them in suitable classes and total of each class is 
determined by adding the amounts of each class. The Person can prepare this 
statement easily and all Persons can also understand it, But, under this system, 


numberless transactions cannot be recorded Properly. A specimen of a simple 
statement is given below : 


RECEIPTS/PAYMENTS STATEMENT 
Date | Description Quantity Rate | Amount 


Rs, 


| i 
€b) Classification in form of Multi-columnar 9r Analytical Cash Statement : 


Receipts , 


Ig 
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Advantages and Disadvantages of Multi-columnar or Analytical Cash 
Statement : The advantages and disadvantages of Multi-columnar Cash Statement 
are given below : 

Advantages : 

(i) The recording of cash statement and classification & condensation is 
made in a short time and expenses of recording are very minimum. Because, cash 
in hand is determined in original columns and total of each class is determined in 
analytical columns. 

(ii) All types of information are available in the statement at a time, The 
sum total of analytical columns and total of original amount column of each side 
are always equal. 

(iii) The comparative analysis can be made by the statement with all classes 
of transactions. 

Disadvantages : 

(i) If the transactions of an event is numerous and various types, they can- 
not be recorded in the cash statement, 

(ii) If the period of an event is long time, then the preparation of cash 
statement is impossible. 

(iii) The preparation of cash statement is impossible if the transactions 
are to be divided into many classes. 

(c) Classification in form of two-sided statement : Under this method, the 
classification and condensation statement is to be divided into two sides by 
drawing a straight line vertically from top to bottom, like cash statement and 
the transactions which are recorded in the left-hand side of cash statement are to 
be recórded in the right-hand side of the classified statement. Similarly, the 
transactions which are recorded in the right-hand side of cash statement are to be 
recorded in the left-hand side of the classified statement. In short, it may be said 
that each transaction is to be recorded in left-hand side of a statement and right- 
hand side of the another statement or vice versa. 

Under the scientific method of accounting, i.e. Double Entry System, transac- 
tions are recorded in left-hand. side (i.e. Debit side) of an account and in right- 
hand side (i.e. Credit side) of another account. In practical accounting, all 
transactions are recorded in Double Entry System. For this reason classified 
statement is to be divided into two sides.* The recording of transactions under 
Double Entry System is to be discussed in next chapter. A specimen of a two- 
sided statement is given below : 

REOEIPTS/PAYMENTS STATEMENT 


Date Particulars | moms Date | Particulars Amount 


| Rs. Rs. 


In accounting all transactions are recorded under Double Entry system. So, 
all classification and condensation statements are to be divided into two sides. But 


* *,..a better way would be to resort to simultaneous ‘double entry’ in the opposite sides of two 
accounts or classified records”. Teaching Guidelines published by W.B. Council of H.S. Education. 
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Payments: The advantage of classification and condensation of transactions is 
given below : 

l. The value of goods or services of each class is determined after classifica- 
tion and condensation. 

2. The cash transactions are briefly recorded through the classification and 
condensation. 

3. The comperative analysis of cash transactions can be made after classifica- 
tion and condensation. 

Method of classification and condensation of receipts and payments : 
Generally, receipts and payments can be classified under following three methods : 

(a) Classification in form of simple statement ; 

(b) Classification in form of analytical cash statement ; 

(c) Classification in form of two-sided statement. 


receipts and payments are recorded below the heading of each class of receipts and 


determined by adding the amounts of each class. The Person can prepare this 
statement easily and all Persons can also understand it, But, under this system, 
numberless transactions cannot be recorded Properly. A specimen of a simple 
statement is given below : 

REOEIPIS/PAYMENTS STATEMENT 


Date | Deseription | Quantity Rate | Amount 


| Rs. 


| 
| | 
(b) Classification in form of Multi-columnar 9r Analytical Cash Statement : 


Under this system, a few amount columns in both sides of cash statement are 
to be inserted besides two original amount columns, to record receipts and 
payments in each class of transactions. The receipts and payments are recorded 
in original amount columns and at the same time in the analytical columns of 
each class. After recording of all transactions after a period of time, the amount 
of cash in hand is determined and sum total of all classes in analytical columns 


Payments 


oe Ыш 
Вз, | Rs, Rs. Rs, 


“г 
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Advantages and Disadvantages of Multi-ccolumnar or Analytical Cash 
Statement : The advantages and disadvantages of Multi-columnar Cash Statement ` 
are given below : 

Advantages : 

(i) The recording of cash statement and classification & condensation is 
made in a short time and expenses of recording are very minimum. Because, cash 
in hand is determined in original columns and total of each class is determined in 
analytical columns. 

(ii) All types of information are available in the statement at a time. The 
sum total of analytical columns and total of original amount column of each side 
are always equal. 

(iii) The comparative analysis can be made by the statement with all classes 
of transactions. 

Disadvantages : 

(i) If the transactions of an event is numerous and various types, they can- 
not be recorded in the cash statement. 

(ii) If the period of an event is long time, then the preparation of cash 
statement is impossible. 

(iii) The preparation of cash statement is impossible if the transactions 
are to be divided into many classes. 

(c) Classification in form of two-sided statement : Under this method, the 
classification and condensation statement is to be divided into two sides by 
drawing a straight line vertically from top to bottom, like cash statement and 
the transactions which are recorded in the left-hand side of cash statement are to 
be recorded in the right-hand side of the classified statement. Similarly, the 
transactions which are recorded in the right-hand side of cash statement are to be 
recorded in the left-hand side of the classified statement. In short, it may be said 
that each transaction is to be recorded in left-hand side of a statement and right- 
hand side of the another statement or vice versa. 

Under the scientific method of accounting, i.e. Double Entry System, transac- 
tions are recorded in left-hand. side (i.e. Debit side) of an account and in right- 
hand side (i.e. Credit side) of another account. In practical accounting, all 
transactions are recorded in Double Entry System. For this reason classified 
statement is to be divided into two sides.* The recording of transactions under 
Double Entry System is to be discussed in next chapter. A specimen of a two- 


sided statement is given below : 
REOEIPTS/PAYMENTS STATEMENT 


Date | Particulars Amount 


Date Particulars | Amount 


Rs. Rs. 


In accounting all transactions are recorded under Double Entry system. бо, 
all classification and condensation statements are to be divided into two sides. But 


be to resort to simultaneous ‘double entry’ in the opposite sides of two 


* “a better way Would 
Teaching Guidelines published by W.B. Council of H.S. Education. 


accounts or classified records”. 
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to show above three forms of statement, the following illustration is solved under 


above three methods : 
Illustration 7: From the following receipts and payments of a household 


marketing of B. C. Roy on 23rd January, 1983 and classify and condense them 


in separate statements : ` 

f Rs. Rs. 

Rice 1:000 kilogramme(s) @ 250 2:50 
Wheat 1:000 T @ 160 1:60 
Sugar 0:500 T @ 480 2°40 
Onion 0:100 3 Q 250 0:25 
Chilli 0:200 y @ 500 1:00 
Eggs { dozen @ 600 1:50 
Fish (Hilsa) 0'250 kilogramme @ 2200 5:50 
Orange 4 dozen @ 200 0:50 
Coal 5:000 kilogramme(s) @ 0°40 2:00 
Mustard oil 0:500 » @ 1400 7:00 
Coconut oil 0:100 > @ 1600 160 
Brinjal 0:500 (0 1:80 0:90 
Pumpkin 0:500 @ 120 0:60 
Kerosene 1:000 litre (o 150 1:50 
Сгееп Вапапа i dozen @ 500 HO 
"50 


Other Spices 
He went to market with Rs. 40:00 from his cash box and Rs. 5:00 from his wife, 
Solution : 
Classification and condensation of Receipts and Payments 
(1) In form of Simple Statement : 
Receipts 
STATEMENT OF REOEIPTS FROM CASH BOX 


Date | Particulars Quantity Rat> me 


Cash taken to the market | 


STATEMENT OF RECEIPTS FROM НІВ WIFE 


Date Particulars Quantity Rate Amount 
| Rs. 
Loan from his wife | | 5'00 
| | | 500 
| = 
Payments 
STATEMENT OF PAYMENTS FOR FOOD GRAINS AND SUGAR 
Date Particulars | Quantity | Rate | Amount 
———— n ! — = 
kg | Rs. Bs. 
Rice 1:000 2'50 2°50 
Wheat 1°000 1°60 1°60 


Sugar 0:500 4'80 2:40 
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STATEMENT OF PAYMENTS FOR SPICES 
ИНИНЕН ---— —-"-"-ж--к=т—————= т = >= 7>7> = 
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Date Particulars Quantity Rate Amount 
kg Rs. Rs. 
Onion 0:100 2'50 0'25 
Chilli 0'200 5'00 1'00 
Mustard oil 0:500 14*00 7'00 
Other spices = = 0'50 
8'75 


STATEMENT OF PAYMENTS FOR FISH, MEAT. ETC. 


Date Particulars Quantity Rate | Amount 
Rs, Rs, 
Eggs i dozen 6'00 150 
Fish (Hilsa) 0'250 kg 22°00 5'50 
7'00 


STATEMENT OF PAYMENTS FOR VEGETABLES 


Particulars 


Brinjal 
Pumpkin 
Green Banana 


Quantity Rate Amount 
Rs Rs. 
0'500 1'80 0'90 
0*500 1'20 0'60 
4 dozen 5'00 1'25 


STATEMENT OF PAYMENTS FOR FUEL 


Date | Particulars Quantity Rate | Amount 
| | Rs. Bs. 
Coal 5'000 kg 040 2°00 
Kerosene 1'000 Litre 1:50 150 
| 3°50 


STATEMENT OF PAYMENTS FOR FRUITS & COCOANUT OIL 


| 
| 


Date | Particulars Quantity Rate | Amount 
Вз. Rs, 
Orange i dozen 2:00 050 
Coconut oil 0100 kg 16:00 гео 
210 
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(3) In form of Two-sided Statement : 


Receipts 
STATEMENT OF REOEIPTS FROM CASH BOX 


Date | Particulars Aon Date 


Particulara | Amount 
| Rs. Rs. 
| | Cash taken to market 40°00 
| | а гшщ 
| | | 4000 


STATEMENT OF RECEIPTS FROM LOAN 
————————————————————— 


T 
Date Particulars Amount | Date | Particulars Amount 
| Rs, Rs. 
Loan from his wife 5:00 
| | 5'00 
| | 
Payments 


STATEMENTS OF PAYMENTS FOR FOOD GRAINS 


аар стелу T] Baie 


Date Particulars | Amount Date | Particulars Amount 


STATEMENT OF PAYMENTS FOR SPICES 


Date Particulars | Amount 


Date | „ Particulars Amount 


| . | Rs, 
| Onioa | 
| сыш 

Mustard oil d , 

Other spices 
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(3) In form of Two-sided Statement : 


Receipts 
STATEMENT OF RECEIPTS FROM CASH BOX 


_ 

Date | Particulars Date Particulars | Amount 
| 
| 


Rs. Rs. 
Cash taken to market 40°00 


STATEMENT OF RECEIPTS FROM LOAN 


——————————————————— 


Date Particulars Amount | Date | Particulars Amount 
| Ra. Bs. 
| Loan from his wife 5'00 
| 5'00 


Payments 


STATEMENTS OF PAYMENTS FOR FOOD GRAINS 


| 
| 
| 


Date Particulars Date 


Particulars | Amount 


STATEMENT OF PAYMENTS FOR SPICES 
а E E —- 


Date Particulars СЕ Date | „ Particulars | Amount 


| | т Iis. 


Oaioa 

| быш 
Mustard oil 2 
Other spices 
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STATEMENT OF PAYMENTS FOR FIBH, MEAT, ЕТО. 


Date Particulars m Date | Particulars Amount 
\ 
| Bs, Rs. 
Eggs | 150 
Fish (Hilsa) | 550 


STATEMENT OF PAYMENTS FOR VEGETABLES 


e MM 


Date Parti :vlars Amount | Date Pariiculars Amount 
| m | Rs. 
Brinjal | 090 | 
Pumpkin | 060 
Green Banana 1'25 
9'75 


| 
STATEMENT OF PAYMENTS FOR FUEL 


Date Particulars Amount| Date Particulars Amount 


Coal 2°00 
Kerosene | 1% 


STATEMENT OF PAYMENTS FOR FRUITS & COCONUT OIL 


Date { Particulars Amount | Date Particulars Amount 


Rs. Tis. 


Orange 0°50 
Coconut oil. 1'60 


Heads of Receipts and Payments of Household Marketing for a Day, Family 
Festival and Social Function 


(1) Household Marketing for a day 


Receipts Payments 
(i) Cash from Cash Box (i) Food grains 
(ii) Loans from friends & relations (ii) Vegetables 
(iii) Fish, meat, etc. 
. (iv) Spices 
(v) Stationeries 
(vi) Tiffin 


(vii) Miscellaneous payments 
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(2) Family Festival 


(a) Marriage Ceremony : 


Receipts 
Salary Received & Cash in hand (i) 
Fixed Deposit matured & with- (ii) 
drawn from Bank 
Loans from Life Insurance Policy, (iii) 


Provident Fund, Money-lender, etc. 


(iv) 


(v) 
(vi) 


(vii) 


(viii) 


Payments 
Ornaments 
Cloths 


Utensils, furniture, bedding, 
etc, 

Pandal, decoration, lighting, 
band party, etc. 
Entertainment 

Presentation to bride & 
bridegroom 

Conveyance, carriage, etc. 
Miscellaneous payments 


(b) Family worship of god or goddess : 


Receipts 

Worship Fund (i) 
Contributions from family members (ii) 
Loans from friends & relations (iii) 
(iv) 

(у) 

(vi) 

(vii) 

(viii) 


Payments 
Image & Pandal 
Cloths 
Entertainment to guests 
Dashakarma Bhander 
Sweets and fruits 
Printing, Stationery 
Electricity, etc. 
Immersion 
Miscellaneous payments 


(c) Ceremony of putting rice to a child's mouth for the first time : 


Receipts 

Salary Received, Business Income, (i) 

House rent, etc. 
Contribution from family members (ii) 
Loans from friends & relations (iii) 
(iv) 
(v) 
(vi) 
(vii) 
(viii) 
(ix) 
(x) 

3 [ 83-84 ] 


Payments 
Utensils, Ornaments, 
Stationeries, etc. 

Cloths 
Vegetables 

Fish, meat, etc. 

Fruits, sweets, etc. 

Puja, priest, etc. 

Pandal, decoration, lighting, 
etc. 

Groceries 

Conveyance 

Miscellaneous payments 
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LM 
(3) Social function 
. (a) Public Puja: 

Receipts Payments 

(i) Worship Fund (i) Pandal, Decoration, Lighting, 
Drammer, etc. 

(i) Subscriptions (ii) Image and carriage of image 
(i) Donations (її) Fruits, sweets, etc. 


(iv) Miscellaneous Receipts (іу) Printing, conveyance 
(v) Clothings 
(vi) Dashakarma bhander, priest, ctc. 
(vii) Immersion 
(viii) Entertainment 
(ix) Miscellaneous payments 


(b) Cultural Functions : 


Receipts Payments 
(i) Cultural Function Fund (i) Pandal, decoration, light, mike, etc. 
(ii) Subscriptions (ii) Fees, conveyance and entertainment of 
n artists and music party 
(iii) Donations (iii) Souvenir 
(iv) Govt. grants (iv) Publicity, printing, stationery, etc. 


(v) Miscellaneous Receipts (v) Miscellaneous Payments 


- dd) Public Meeting and Association : 


Receipts Payments 
(i) Subscriptions (i) Pandal, stage, mike and lighting 
(il) Donations (ii) Publicity 
(tii) Grants 


(iii) Entertainment 


(iv) Miscellaneous Receipts (iv) Carriage, conveyance 


(V) Miscellaneous Payments 


© sing or Classified & Condensed Receipts and Payments Statement 
classes of m и lent which is prepared with total amounts of different 
summarisin uu Payments is called Receipts and Payments Statement or 

# Receipts and Раутету s 


statem А р ents 
becomes informative and understandable, of cash receipts and payments. It 
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(b) All transactions of ап суспі аге shown in summarising forms through 
the statement and can be explained quickly. 

(c) The comparative explanation is to be made through the statement, 

(d) The amount of cash in hand or loan taken can be determined from the 
statement, j 

(e) The preparation of budget for a future event is possible with the help 
of Receipts and Payments Statement. 

(f) The planning and decision-making are possible with the help of the 
statement also, 

Difference between Cash Statement and Receipts & Payments Statement : 
Cash statement is a statement of all cash receipts and payments. Receipts and 
Payments statement is à statement of summarised cash receipts and payments 
after classification and condensation of all cash transactions, The differences 
between these two statements are discussed below : 


Cash Statement | Receipts & Payments Statement 
1. The statement is recorded just 1. The statement is recorded after 
after occurrence of the transactions, classification and condensation of the 
transactions. 


2. АШ cash receipts and cash 2. All cash receipts and cash pay- 
payments are recorded in the cash | ments are not recorded in the receipts 
statement, and payments statement, Only total of 
each class of cash receipts and payments 
are recorded. 

3. The detailed information of cash 
receipts and cash payments is not avai- 
lable in the receipts and payments state- 
ment. 

4. The statement is а summary, but 
more informative. 

5. The planning, budgeting and pro- 
gramming are possible after preparation 
of the receipts and payments statement. 

6, Cash Short or Cash Surplus and 
errors of recording cannot be deter- 


3, The detailed information of cásh 
receipts and cash payments is available 
in the cash statement, 


4. The statement is in detail, but not 
informative. 

5. The planning, budgeting and pro- 
gramming are not possible before 
classification and condensation. 

6. Cash Short or Cash Surplus is to 
be calculated from a cash statement. 
Errors of recording of cash transac- | mined by the receipts and payments 
tions are also to be determined. statement, 

7. The statement is prepared with 7. The statement is prepared with the 
the cash voucher, cash memo, bill books | classified and condensed receipts and 
etc, payments statements. 


————— Жы. Ф.Б. ee 


Difference between Household Marketing for a day, Family Festival and 
Social Function on the point of Accounting Procedure: Difference between 
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(3) Social function 


(a) Public Puja : 


Receipts Payments 
(i) Worship Fund (i) Pandal, Decoration, Lighting, 
Drammer, etc. 
(ii) Subscriptions (ii) Image and carriage of image 
(iii) Donations (iii) Fruits, sweets, etc. 


(iv) Miscellaneous Receipts (іу) Printing, conveyance 
(v) Clothings 
(vi) Dashakarma bhander, priest, etc. 
(уй) Immersion 
(viii) Entertainment 
(ix) Miscellaneous payments 


(b) Cultural Functions : 


Receipts Payments 
(i) Cultural Function Fund (i) Pandal, decoration, light, mike, etc. 
(ii) Subscriptions (ii) Fees, conveyance and entertainment of 
artists and music party 
(iii) Donations (iii) Souvenir 
(iv) Goyt. grants (iv) Publicity, printing, stationery, etc. 


(v) Miscellaneous Receipts (у) Miscellaneous Payments 


(c) Public Meeting and Association : 


Receipts Payments 
(i) Subscriptions (i) Pandal, stage, mike and lighting 
(ii) Donations (ii) Publicity 
(iii) Grants (iii) Entertainment 


(iv) Miscellaneous Receipts (iv) Carriage, conveyance 
(v) Miscellaneous Payments 


(C) Summarising or Classified & Condensed Receipts and Payments Statement 


Definition : A statement which is prepared with total amounts of different 
classes of receipts and payments is called Receipts and Payments Statement or 
summarising Receipts and Payments Statement. The receipts and payments of 
an event are recorded in a cash statement on the date of occurrence. Then they 
are classified and condensed in different heads. The Cash Receipts and Payments 
Statement is prepared with the totals of all heads of receipts and payments. 

Objects of Preparation of the Receipts and Payments Statement : The objects 
of preparation of Receipts and Payments Statement are given below : 

(a) It is a summarising statement of cash receipts and payments. It 
becomes informative and understandable. 
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(b) All transactions of an event are shown in summarising forms through 
the statement and can be explained quickly. 

(c) The comparative explanation is to be made through the statement. 

(d) The amount of cash in hand or loan taken can be determined from the 
statement. ^ 

(e) The preparation of budget for a future event is possible with the help 
of Receipts and Payments Statement. 

(f) The planning and decision-making are possible with the help of the 
statement also. 

Difference between Cash Statement and Receipts & Payments Statement : 
Cash statement is a statement of all cash receipts and payments. Receipts and 
payments statement is à statement of summarised cash receipts and payments 
after classification and condensation of all cash transactions. The differences 
between these two statements are discussed below : 


Cash Statement Receipts & Payments Statement 
1. The statement is recorded just | 1. The statement is recorded after 
after occurrence of the transactions. classification and condensation of the 
| transactions. 


2, All cash receipts and cash 2, All cash receipts and cash pay- 
payments are recorded in the cash | ments are not recorded in the receipts 
statement, and payments statement. Only total of 
each class of cash receipts and payments 
are recorded. 

3. The detailed information of cash 3. The detailed information of cash 
receipts and cash payments is available | receipts and cash payments is not avai- 


in the cash statement. lable in the receipts and payments state- 
ment. 
4, The statement is in detail, but not 4, The statement is a summary, but 
informative. more informative. 


5. The planning, budgeting and pro- 5. The planning, budgeting and pro- 
gramming are not possible before | gramming are possible after preparation 
classification and condensation. of the receipts and payments statement. 

6. Cash Short or Cash Surplus is to 6. Cash Short or Cash Surplus and 
be calculated from a cash statement. | errors of recording cannot be deter- 
Errors of recording of cash transac- | mined by the receipts and payments 
tions are also to be determined. statement. 

7. The statement is prepared with | 7. The statement is prepared with the 
the cash voucher, cash memo, bill books | classified and condensed receipts and 


etc. payments statements. 


Difference between Household Marketing for a day, Family Festival and 
Social Function on the point of Accounting Procedure: Difference between 
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Household Marketing for a day, 


of accounting procedure are given below : 


Household Marketing for 
a day 


Family Festival 
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Family Festival and Social Function on the point 


Social Function 


1. Household marke- 
ting for a day is made by 
a person. 

2. The fund for pur- 
chase of household marke- 
ting for a day is supplied 
by the ‘Karta’ of the 
family. 

3. The volume and 
number of transactions of a 
household marketing for a 
day are small. 


4. Thetransactions of a 
household marketing for a 
day are made on a day. So 
there is no accounting 
period. 

5. Generally, the prepa- 
ration of a budget is not 
necessary in the case of 
household marketing for a 
day. 

6. The determination 
of surplus or deficit is not 
necessary for a household 
marketing for a day. 

7. The statements or 
accounts of a household 
marketing for a day are 
not audited by an auditor, 

8. The necessary amount 
of cash is collected from a 
general fund. 


9. The statements or 
accounts are to be submit- 
ted to the ‘Karta’ of the 
family. 


1. Family festival is or- 
ganised by more than one 
person. 

2. The funds for a fami- 
ly festival are contributed 
by the members of the fami- 
ly and money lenders. 


3. The volume and num- 
ber of transactions of a fa- 
mily festival are more than 
household marketing for a 
day. 

4, The transactions of a 
family festival generally are 
made on a day or few days. 
So, there may be an ac- 
counting period. 

5. For efficient manage- 
ment of a family festival, 
the preparation of budget 
may be necessary. 


6. The determination of 


surplus or deficit is not 
necessary for a family 
festival. 

7. The statements or 


accounts of a family festival 
are not audited by an 
auditor. 

8. The necessary amount 
of cash is collected from 
various funds of family 
festival. 

9. The statements ог 
accounts are to be submitted 
to the ‘Karta’ and other 
members of the family. 


1. Social function 
is organised by a group 
of persons. 

2. The funds for a 
social function are con- 
tributed by the members 
of the society, 


3. The volume and 
number of transactions 
of a social function are 
more than household 
marketing for a day. 

4. The transactions 
of а social function are 
made for few days. So, 
there is an accounting 
period: 

5. For efficient ma- 
nagement of а social 
function, the preparation 
of budget is essential. 


6. The determina- 
tion of surplus or defi- 
cit may be necessary for 
a social function. 

7. The statements or 
accounts of а social 
function are to be audi- 
ted by an auditor. 

8. The necessary 
amount of cash is collec- 
ted from various funds 
of club, soceity, etc. 

9. The statements or 
accounts are to be sub- 
mitted to the organisa- 
tion of the club, society, 
etc. 
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Illustration 8: The Gandhi Memorial Granthagar arranged for a cultural 
function at Gandhi Hall in Bankura on 2nd October, 1983 to celebrate Mahatma 


Gandhi’s birthday. 


A cultural function committee is formed and 


they also 


published a souvenir on that occasion. The particulars of the receipts and pay- 


ments of the Granthagar on the occasion are given below : 


1983 


Sept. 20 Balance of cultural fund 


Paid for receipt books, invitation cards, etc. 
Advance payment for hire-charge of the hall 


Received donations i 


Rs. 
2,000 
500 
101 
1,000 


1983 
Sept. 


Oct. 


Prepare 


22 


24 


28 


AOGOUNTING FOR AN EVENT 


Received for advertisement in the souvenir 
Paid travelling charges 

Advance payment for artists 

Received subscriptions 

Paid printing charges of posters 

Paid labour charges for postering 
Received donations 

Received subscriptions 

Received donations 

Paid for postage 

Paid for stationery 

Paid for travelling charges 

Paid for drama troupe 

Received subscriptions 

Received for advertisement in souvenir 


Paid Sudha Printers for the printing of souvenir 


Paid taxi fare and other travelling expenses 
Paid for flowers, perfumes, incense, etc. 
Paid balance of hall hire charges 

Paid taxi fare for artists 

Paid balance due to drama troupe 

Paid balance due to artists 

Paid conveyance to drama troupe 


Paid entertainment expenses for artists, guests and 


drama troupe 
Paid tips to hall workers 


201 
23 


a Cash Statement and Receipts and Payments Statement after 
classification and condensation of the receipts and payments. 


In the books of Gandhi Memorial Granthagar 


Solution : 
CASH STATEMENT 
Date Receipts Amount | Date Payments Amount 
1983 Rs. 1983 Rs. 
Sept. 20) Cultural Fund 2,000 Sept. 20 Receipt Books, invitation 
20| Donations 1,0С0 cards, etc. 500 
92) Advertisement in Souvenir 250 20 Advance for Hire-charge of 
22| Subscriptions 1,500 the hall 101 
22| Donations 950 22 Travelling charges 50 
24| Subscriptions 2,500 99) Advance payment for artists 1,801 
24| Donations 800 99| Printing charges of posters 101 
98| Subscriptions 1,670 99| Labour charges for postering 55 
98| Advertisement for Souvenir 820 24| Postage 50 
24| Stationery 30 
24| Travelling charges 105 
| 24| Drama troupe 1,380 
| 28| Printing of Souvenir 105 
98| Taxi fare & travelling expenses 76 
Oct. 9| Flowers, perfumes incense etc. 51 
| 2| Hall hire-charges 206 
2) Taxi fare for artists 675 
9| Drama troupe 108 
2) Payments to artists 2,187 
2| Conveyance to drama troupe 351 
2| Entertainment for artists | 
and guests 201 
2| Hall workers 23 
2| Cash in hand 2,914 
10,490 10,490 
—————— 


1.38 MOHER SECONDARY ACCOUNTANCY 
Classification and Condensation of Receipts and Payments 


Receipts 
STATEMENT OF RECEIPTS ON DONATIONS 


ACCOUNTING FOR AN КУЕН? 1.39 
STATEMENT OF PAYMENTS FOR POSTAGE А STATIONERY 


Date 


1983 


Bept. 24 Postage 
24 Blationery 


STATEMENT OF PAYMENTS FOR HALL ИШЕ 


Date | i AN mmm - 


ar. Advance wi days E for hall bire 
Oct. 2) Balance of hall hi 200 i 


ling charges 
98 Taxi y Travelling Kxpruses 
GAD f 


1,38 HIGHER SECONDARY ACCOUNTANCY 


Classification and Condensation of Receipts and Payments 


Receipts 
STATEMENT OF RECEIPTS ON DONATIONS 


———— ____——_—__—————--——_ 


Date Particulars | Amonas | Date Particulars Amount 
Rs. 1983 + | Rs, 
Sept. 20) Donations 1,000 
22) Donations | 950 
| 24| Donations 300 
| 9,950 


STATEMENT OF RECEIPTS ON SUBSCRIPTIONS 


Date Particulars Amoont | Date Particulars Amount 
Rs. 1983 | | Rs. 

Sept. 92 Subscriptions 1,500 

24. Subscriptions 2,500 

28 Subscriptions 1,670 

5,670 


| | 


STATEMENT OF REOEIPTS ON ADVERTISEMENT 


Date Particulars Amount | Date Particulars Amount 
Rs. 1983 Rs, 

Sept. 22| Advertisement in Souvenir 950 

28) Advertisement in Souvenir 320 


CULTURAL FUND 
——— аа 


Date Particulars Amount | Date | Particulare Amount 
1983 7 
Rs Sept. 20 Rs. 
Balance of Last year 2,000 
2,000 
| = 
Payments 
STATEMENT OF PAYMENTS FOR PRINTING 
a 
Date Particulars | Amount | Date | Particulars Amount 
1983 Вз. | Bs 
Bept. 20| Receipts books, cards. etc. 500 ў 
22| Poster Printing {pe 101 
28| Printing of Souvenir | 105 


ACCOUNTING РОВ AN EVENT 


STATEMENT OF PAYMENTS FOR POSTAGE & STATIONERY 


Date Particulars Amount | Date | "Particulars Amount 
1983 Bs. Rs. 
Sept. 24| Postage 50 
24| Stationery 30 
80 


__ ш ----ы---—-Ү-Ө—ш —_—— 


STATEMENT OF PAYMENTS FOR HALL HIRE 
а ——— 


— 
Date Particulars Amount} Date Particulars Amount 
1983 Rs. Rs. 
Sept, 20| Advance Payment for hall hire 101 | 
Oct. 9| Balance of hall hire 206 | 


STATEMENT OF PAYMENTS FOR TRAVELLING & CONVEYANCE 


| 
Date Particulars amont | Date | Particulars Amount 
1983] | Rs. Вз. 
Sept. 22) Travelling charges 50 
24| Travolling charges 105 


,, 28| Taxi fare & Travelling Expenses 16 


STATEMENT OF PAYMENTS FOR ARTISTS 


e S з 
Date | Particulars Amount] Date Particula's Amount 
1988 | Rs. Ез, 
Sept. 22) Advance for artists 1,301 
Oct. 2| Taxi fare for artists 615 

2 Balance due to artists | 2,187 
4,113 
—= 


STATEMENT OF PAYMENTS ON DRAMA TROUPE 


Date | Particulars Amount | Daie Particulars Amount 
| 

1983 | Bs. Bs. 

Sept. 24| Drama troupe + 1,350 

Oct. 9| Balance due to drama troupe es 


Oct. 2| Conveyance 


1.38 HIGHER SECONDARY ACOOUNTANCY 


Classification and Condensation of Receipts and Payments 


Receipts 
STATEMENT OF RECEIPTS ON DONATIONS 


Date Particulars | Amount | Date Particulars Amount 
ND. 1983 |- | Re. 

Sept. 20; Donations 1,000 

92) Donations 950 

24) Donations 300 

2,250 


! | 
STATEMENT OF RECEIPTS ON SUBSCRIPTIONS 


Date Particulars | Amont Date Particulars Amount 
Bs. | 1988 | Rs. 
Sept. 22. Subscriptions 1,500 
24 Subscriptions 2,500 
| 28 Subscriptions 1,070 
5,070 
| EIS 


STATEMENT OF RECEIPTS ON ADVERTISEMENT 


| 
Date Particulars | Amount] Date Particulars Amount 
Rs. 1983 Rs. 
Sept. 22| Advertisement in Souvenir 250 
28) Advertisement in Souvenir 320 


OULTURAL FUND 
| 


Date | Particulare Amount 


Date Particulars Amount | 
1983 
"c Bept. 90 | Rs. 
Balance of Last year 2,000 
| елын 
| 2,000 
| 25 
—————————————————À d 
Payments 


STATEMENT OF PAYMENTS FOR PRINTING 


Eoo" a 
Date Particulars | Amount | Date | Particulars Amount 
1983 | Rs, | Bs, 
Sept. 20| Receipts books, cards. etc. | 500 

92| Poster Printing | 101 
28| Printing of Souvenir | 105 


AOÓOUNTiNG FOR AN EVENT 


STATEMENT OF PAYMENTS FOR POSTAGE & STATIONERY 


1.39 


Date Particulars anoint | Date | Particulars Amount 
1983 Ез. Rs. 
Sept. 94) Postage 50 
24| Stationery 30 
80 


——— ———— 


STATEMENT OF PAYMENTS FOR HALL HIRE 


————— 


Date Particulars Amount! Date Particulars Amount 
1983 Rs. Rs, 
Sept, 20| Advance Payment for hall hire 101 
Oct. 2| Balance of hall hire 206 
807 
STATEMENT OF PAYMENTS FOR TRAVELLING & CONVEYANCE 
Date Particulars Amount | Date Particulars Amount 
1988] Rs. Rs. 
Sept. 22| Travelling charges | 50 
24| Travelling charges | 105 
28 Тахї fare & Travelling Expenses 76 
| 931 


STATEMENT OF PAYMENTS FOR ARTISTS 


——— ————5 


Date Particulars | Amount} Date Particula'8 Amount 
1983 | Bs, Re. 
Sept. 22) Advance for artists 1,301 
Oct. 2| Taxi fare for artists 675 
9) Balance due to artists 2,1137 
4,113 
= 


STATEMENT OF PAYMENTS ON DRAMA TROUPE 
Date Particulars Amount | Date Particulars Amount 
1 

1983 Rs. Rs, 
Sept. 24| Drama troupe c 1,850 
Oct. 2| Balance due to drama troupe 108 
Oct. 2| Conveyance 351 

1,809 


1.40 HIGHER SECONDARY AOCOUNTANOY 


STATEMENT OF PAYMENTS ON OTHER EXPENSES 


Date Particulars | Amount] Date | Particulars Amount 
Rs, Rs. Rs. 
Sept. 22| Labour charges for postering 55 
Oct, 9| Flowers, perfumes, incense etc. 51 
9| Entertainment for artists, 
guests & drama troupe 201 | | 
9| Tips to hall workers 23 | | 
330 | | 
sa | | 
RECEIPTS AND PAYMENTS STATEMENT 
Particulars | Amount Particulars Amount 
| Ез. Ез. 
Donations | 9,950 | Printing 706 
Subscriptions 5,670 | Postage & Stationery 80 
Advertisement in Souvenir 570 | Hall Hire 307 
Cultural Fund 2,000 | Travelling & Conveyance 981 
Artists 4,113 
Drama troupe 1,809 
Other Payments 330 
Total Payments 7,576 
Cash in hand 2,914 
10,490 10,490 


Illustration 9: The Netaji Pathagar arranged for a cultural function in the 
Mahajati Sadan on 23rd January, 1984 to celebrate Netaji’s birthday. Тһе 
Pathagar also published a souvenir on that occasion. The particulars of the 


receipts and payments of the Pathagar on the occasion are given below : 


1984 
Jan. 1 Balance of Cultural Fund 

Paid for printing of invitation cards and receipt books 
Received donations 
Advance Payment for hire-charge of the hall 
Paid travelling charges 

13 Received for advertisement in the Souvenir 
Paid advance to artists 
Received subscriptions 
Paid printing charges of posters 
Paid labour charges for postering 
Received donations 

15 Received donations 
Received subscriptions 
Paid advance to drama troupe 
Paid for conveyance 
Paid for postage 

19 Received for advertisement in the Souvenir 
Received subscriptions 
Paid to printers for the printing of Souvenir 
Paid taxi fare and other travelling expenses 

23 Paid for flowers, perfumes, incense etc. 
Paid balance of hall hire-charge 
Paid taxi fare for artists 
Paid balance due to drama troupe 
Paid balance due to artists 
Paid tips to hall workers 


You are to prepare a multi-columnar cash statement and Receipts & Р 
Statement of the Netaji Pathagar in respect of celebrations of the birthday of Netaji 


i 


Rs. 
1,200 
120 
1,580 
101 
53 
832 
501 
325 
210 
E 
150 
875 
170 
301 
27 
38 
675 
218 
895 
84 
97 
899 
103 
149 
239 
95 


1.41 
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1.42 HIGHER SROONDANY ACCOUNTANCY 
ANOMIPTS AND PAYMENTS STATEMENT 
i 


LIT | Аты ) 

- — | -— ————| н З 
Carb in band | ж 

ел | 1406 | 
1 

| wm 

—— 
Solutions of Important Problems 


Iiustration 10: You went to market with Rs, 2000. You purchased fish f. 
Rs. 750, for Rs. 20, «gm for Ra, У00 and mangoes for Rs, 500, des 


will your cash % 
pe ыі (И. S. Council Examination— 1980 ) 
Solution - 
бав! STATEMENT 
OF A HOUSEHOLD MARKETING FON A DAY 


 — Slaw реа aS теле pr 


Solution : i 
САВИ STATEMENT 


OF А FAMILY FESTIVAL. — A P v | 


Classification and Condensation of Transactions 


Receipts 
STATEMENT ОР RECEIPTS FROM DANK AND BALE OF OLD ORNAMENTS 
Parties | Amount | Date Partionlers 


STATEMENT OV REOEIPTS PROM LOAN FRON PROVIDENT PUND 
AND GIFT РВОМ FRIENDS 4 RELATIONS 


1.44 HIGHER SECONDARY ACCOUNTANOY 
Payments 
STATEMENT OF PAYMENTS ON ENTERTAINMENTS EXPENSES 
Date | Particulars | Amount | Date Particulars Amount 
" Rs, 


Expenses for entertaining 
guests in the evening 

Expenses incurred in the 

morning on food 


STATEMENT OF PAYMENTS ON OLOTH8 AND ORNAMENTS 


TO BRIDE AND BRIDEGROOM'S FAMILY 
_———————————_—— 


Date Particulars | Amount | Date | Particulars Amount 
| Rs. | Rs. 
| Presents to Parbati 
Sarees and ornaments 9,200 


Dato 


Date 


| Prosonts to bridegroom | 

(Dhoti, panjabi, button) 3,500 | 

| Sarees for bridegroom's | | 
family 500 

| =——| | 


STATEMENT OF PAYMENTS ON DECORATION & PANDAL AND LIGHTING 


STATEMENT OF PAYMENTS ON FURNITURE & BEDDING, 
SWEETS, FRUITS AND OTHER GIFTS 


Particulars Amount | Date | Particulars | Amount 
Rs. ШЕ: 
Decoration & Pandal 3,000 | 
Lighting 200 
9,200 


i 
| Particulars | Amount | Dato | Particulars Amount 
| 
| Ra "5 | Rs. 
Furniture & Bedding 3,100: | 
Sweets, fruits and other gifts 9, ^ 


-` m 


AOOOUNTING FOR AN EVENT 1.45 
STATEMENT OF PAYMENTS ON РОДА AND PRIESTS & TRAVELLING 


Date Particulars | Amount Date | Particulars Amount 


| Bs. | Ж 
| Expenses for Puja and Priests | 1,000 
Travelling 500 


1,500 


RECEIPTS AND PAYMENTS STATE MENTS 


28 d Ee E M ER 


Receipts Amount , Payments Amount 
Rs. 
Receipts from Bank and Sale of Payments on Entertainment Expenses 7,000 
old ornaments Payments on cloths and ornaments 18,200 


Payments on Decoration & Pandal 
and Lighting 2,200 

Payments on Furniture & Bedding, 
Sweets and Fruits and Other Gifts 5,100 
Payments on Puja. Priests & Travelling 1,500 


Receipts from loan from provident fund 
and gifts from friends & relations 


Illustration 12: Sankar was the sole in charge of ‘Kali Puja’. To meet the 
expenses of the puja, Sankar received Rs. 451 on the 16th October, 1979, On 
different dates, Sankar spent the following amounts in connection with puja. 


1979 Rs. 1979 Rs. 
Oct. 19 Bought idol of goddess Kali 101 Oct. 20. Flowers, curds, milk 

Carrying charges for the deity 15 Sweets etc. for the Puja 41 
Cost of construction of the Priest 12 
pandal 30 Drummer 10 

Decoration and lighting of 21. Charges for carrying the 
thepandal 25 diety for immersion 23 
Fruits, cloths etc. for the Band party 32 

puja 147 


You are to prepare a cash statement recording the above transactions and 
prepare also separate classified statements and Summary Receipts and Payments 


statement. 
(Tripura Н. S. 1980-adapted) 


p 


1.46 HIGHER SECONDARY ACOOUNTANOY 
Solution : In the Books of Sankar 
CASH STATEMENT 
Date Particulars Amount | Date | Particulars Amount 
1979 | Rs. 1979 Rs. 
Oct. 16 Cash received 461 Oct, 19 Cost of idol Kali 101 
| Carriage 15 
| Pandal 30 
Decoration & Lighting of 
| pandal 25 
| 90 | Fruits, cloths, etc. for the Puja | 147 
| Flowers, curd, milk sweets 
| | etc, for the Puja 41 
| Priest 12 
| | Drummer 10 
21 | Charges for carrying for 
immersion 98 
i Band party 82 
| Total payments 486 
Cash in hand 15 
| | 451 
| re 


Classification and Condensation of Transactions of ‘Kali Puja’ 
STATEMENT OF RECEIPTS FROM CONTRIBUTION 


Date | Particulars | Amount | Date | Particulars Amount 
Rs. 1979 | Rs. 
Oct. 16 Cash received | 451 
| | 451 
| | ir 
__————— ———————-—-——— 
STATEMENT OF PAYMENTS ON IDOL 
-—————————-—Є+————— 
Dato Particulars | Amount | Date Particulars Amouut 
1979 Rs. Rs. 
Oct. 19, Idol of goddess Kali 101 
19, Carrying charge 15 
| 
| 116 


STATEMENT OF PAYMENTS 


(en ee ЕЕЕ 


ON CONSTRUCTION & DECORATION OF PANDAL 


Date Particulars Amount | Date Particulars Amount 
1980 Rs. Rs. 
Qct, 19| Construction of Pandal 30 
19| Decoration & Lighting of 
pandal 25 


55 


_— _———————————-———— 


ACCOUNTING FOR AN EVENT 


STATEMENT OF PAYMENTS ON WORSHIP 


1.47 


—— 
Date Particulars Amount | - Date Particulars Amount 
1980 Bs, | Г 
Oct. 19| Fruits, cloths etc. for Puja 147 | 

20| Flowers, Ourds, Milk, ete. 41 | 
20| Priest 12 | 


STATEMENT OF PAYMENTS ON IMMERSION EXPENSES 


Particulars d Date | Particulars 


Carriage on immersion 
Band party 


et ETE 
T 
Date Particulars | Amount | Date | Particulars Amount 
| 
1980 | Rs. | Bs. 
Oct. 20| Drummer 10 
| 10 | 


Summary 


RECEIPTS AND PAYMENTS STATEMENT 
(AFTER CLASSIFICATION AND CONDENSATION) 


P: | Amount | Particulars Amount 


articulars 
Rs. Rs, 
Contribution Received | 451 | Statement of Payments on Idol 116 
Statement of Payments on Construction 
and Decoration of Pandal 55 
| Statement of Payments on Worship 200 
| Statement of Payments on Immersion 
Expenses 55 
Statement of Payments on 
Miscellaneous Expenses 10 
Cash in hand on 21st Oct., 1980 15 


1.48 HIGHER SECONDARY AOCOUNTANOY 


Illustration 13: On October 20, 1980, Durga Puja festival was celebrated in 
the family of Shri Amiya- Majumder, „Shri Majumder received money from the 


following sources : 
05° д Rs. 


td Rs. 
Contributed by Shri Majumder _ 5,000 Contributed by other relatives . 2,400 
Contributed by other brothers of | 


Shri Majumder 3,600 
Shri Majumder incurred the following expenses in connection with the 


festival : 


5. Rs. 
Cost of Image of Durga 2000 Expenses for food for the 
Lorry charges for bringing the i guests and invitees 3,200 
Image 150 Entertainment Expenses 300 
Cost of articles of Sola for Conveyance charges 200 
decorating the Image 200 Immersion Expenses 250 
Cost of Pandal 800 Conveyance charges of ‘Jatra’ 
Light Decoration and Mike 1,000 party 500 
Cost of cloth for the priest and Payment to ‘Jatra’ party for 
Puja 400 staging drama *Mahisasura 
Badha' 800 
Sweets, fruits and flowers for Puja 150 Cost of making stage 250 
Cost of Drummer 260 Wages of cook and others 150 


From the above particulars, prepare the Cash Statement and Statement for 
Receipts and Payments after making the classification and condensation of receipts 
and payments. ( Н. S. Council Examination—1981 ) 


Solution : In the Books of Shri Majumder 
CASH STATEMENT 


Ф рн TV HEINE. as ccce TER T: M 


= Partionlars Amount Particulars Amount 
a 
Rs. Tis. 
Contribution by Shri Majamder 5,000 | Cost of Image of Durga 2,000 
Contribution by Shri Lorry charges for bringing the Image 150 
Majamder's brothers 3,000 | Cost of articles of sola for decorating 
Contribations by relatives 2,4c0 the Image 900 
Cost of Pandal 800 
Light, Decoration and Mike 1,000 
Cost of cloth for the priest and Puja 400 
Sweets, fruits and flowers for Puja 150 
Cost of Drummer 960 


Expenses for food for the guests and 
invitees 8,200 


Entertainment expenses 800 

Conveyance charges 900 

Immersion Expenses 950 

Conveyance charges о! 'Jatra' Party 500 
Payment to 'Jatra' Party for staging 

drama 'Mahisasura Вайра’ 800 

Cost of making stage 950 

Wages of cook and others 150 

Total Payments 10,610 

Cash in hand 390 


= 


ACCOUNTING FOR AN EVENT 1.49 


Classification and Condensation of Receipts & Payments 
Receipts 


STATEMENT OF RECEIPTS FROM SHRI MAJUMDER 


Particulars | Amount | Particulars Amount 
Rs. Rs. 
Contribution by Shri Majumder 5,000 
5,000 
— 


STATEMENT OF REOEIPTS FROM CONTRIBUTIONS FROM BROTHERS 


Particulars | Amount | Particulars Amount 
Rs. Rs. 
Contributions from 
Shri Majumder's brothers 8,600 
8,600 
———— 


Арс 


STATEMENT OF RECEIPTS FROM CONTRIBUTIONS FROM RELATIVES 


Particulars | Amount | Particulars Amount 
Rs. Rs. 
Contribations by Relatives 2,400 
| 2,400 
| 
Payments 


STATEMENT OF PAYMENTS ON IMAGE 


Particulars Amount 


Particulars 


Cost of Image of Durga | 9,000 
150 


Torry charges for bringing the Image | 


Gost of articles of Sola for 
decorating the Image | 200 


4[184] 


1.48 HIGHER SECONDARY ACOOUNTANOY 


Illustration 13: On October 20, 1980, Durga Puja festival was celebrated in 
the family of Shri Amiya Majumder, Shri Majumder received money from the 


following sources : 
f Rs. 


Contributed by Shri Majumder $000 Contributed by other relatives _ 2,400 
Contributed by other brothers of 

Shri Majumder 3,600 

Shri Majumder incurred the following expenses in connection with the 
festival : 


Я Rs. 
Cost of Image of Durga 2,000 Expenses for food for the 
Lorry charges for bringing the guests and invitees 3,200 
Image 150 Entertainment Expenses 300 
Cost of articles of Sola for Conveyance charges 200 
decorating the Image 200 Immersion Expenses 250 
Cost of Pandal 800 Conveyance charges of ‘Jatra’ 
Light Decoration and Mike 1,000 party 500 
Cost of cloth for the priest and Payment to ‘Jatra’ party for 
Puja 400 staging drama ‘Mahisasura 
Badha' 800 
Sweets, fruits and flowers for Puja 150 Cost of making stage 250 
Cost of Drummer 260 Wages of cook and others 150 


From the above particulars, prepare the Cash Statement and Statement for 
Receipts and Payments after making the classification and condensation of receipts 


and payments. (H. S. Council Examination—1981 ) 

Solution : In the Books of Shri Majumder 
CASH STATEMENT 
Particulars Amount | Particulars Amount 
Rs. | Bs. 
Contribution by Shri Majumder 5,000 | Cost of Image of Durga 2,000 
Contribution by Shri Lorry charges for bringing the Image 150 
> Majumder's brothers 8,600 | Cost of articles of sola for decorating 

Contributions by relatives 2,400 the Image 200 

Cost of Pandal 800 

Light, Decoration and Mike 1,000 

Cost of cloth for the priest and Puja 400 

Sweets, fruits and flowers for Puja 150 

Cost of Drammer 260 


Expenses for food for the guests and 
invitees 8,200 


Entertainment expenses 300 
Conveyance charges 200 
Immersion Expenses 250 
Conveyance charges of ‘Jatra’ Party 500 

Payment to 'Jatra' Party for staging 
drama ‘Mahisasura Badha’ 800 
Cost of making stage 950 
Wages of cook and others 150 
| Total Payments 10,610 
| Cash in band "890 
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Classification and Condensation of Receipts & Payments 
Receipts 


STATEMENT OF RECEIPTS FROM SHRI MAJUMDER 


Particulars | Amount Particulars Amount 
Rs. Rs. 
Contribution by Shri Majumder 5,000 
5,000 


STATEMENT OF RECEIPTS FROM CONTRIBUTIONS FROM BROTHERS 


| 
Particulars Amount | Particulars Amount 
Вз. Rs, 
Contributions from 
Shri Majumder’s brothers 8,600 
8,600 


STATEMENT OF RECEIPTS FROM CONTRIBUTIONS FROM RELATIVES 


Particulars | Amount Particulars Amount 
Rs. Rs. 
Contributions by Relatives 2,400 
2,400 
———— 
Payments 


STATEMENT OF PAYMENTS ON IMAGE 


—— e O ——— —— a a Sas ea 
Particulars | Amount | Particulars Amount 
| Re. Bs. 
Cost of Image of Durga | 2,000 
Lorry charges for bringing the Image 150 
Cost of articles of Sola for | 
decorating the Image 200 


us Pena 
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STATEMENT OF PAYMENTS ON PANDAL, LIGHT, DECORATION AND MIKE 


Particulars Amount Particulars | Amount 
Rs. Rs, 
Cost of Pandal 800 
Light, Decoration and Mike 1,000 
1,800 


STATEMENT OF PAYMENTS ON WORSHIP 


„————_—-—-——-_-————— 
Particulars | Amount | Particulars Amount 
Bs. Rs 
Cost of cloth for the priest for Puja 400 
Sweets, fruits and flowers for Puja 150 
Cost of Drummer 260 


STATEMENT OF PAYMENTS ON ENTERTAINMENT OF GUESTS AND INVITEES 


E стз. 


Particulars Amount Partionlati К 
d Rs, 
"Expenses for food for the 
guests and invitees 8,200 
Entertainment Expenses 300 
Wages of cook and others 150 
3,650 


STATEMENT OF PAYMENTS ON CONVEYANCE AND IMMERSION EXPENSES 


Particulars » | Amount Particulars | Amount 


Rs. 


Conveyance charges 
Immersion Expenses 
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STATEMENT OF PAYMENTS ON ФАТВА” PARTY 


2—2 ы  _ _ ___————— 


Particulars | Amount | Particulars Amount 
Bs Rs. 
Qonveyance charges of ‘Jatra’ Party 600 


Payment to ‘Jatra’ Party for staging 
Drama *Mahisasura Badha' | 
Соз% of making stage 


STATEMENT OF REOEIPT8 AND PAYMENTS OF DURGA PUJA 


——— А _————————————————————— 


Receipts Amount Payments Amount 
| Rs. Rs 
Statement of Receipts from | Statement of Payments on Image 2,850 
Bhri Majumder 5,000 | Statement of Payments on Pandal ү 

Statement of Receipts from Contri- Light, Decoration and Mike 1,800 

butions from Shri Majumder's brothers 8,600 | Statement of Payments on Worship 810 
Statement of Receipts from Statement of Payments on 

Contributions from relatives | 2,400 Entertainment | 8,650 


Statement of Payments on Conveyance 
and Immersion Expenses |* 450 

Statement of Payments on ‘Jatra’ Party | 1,550 

Cash in hand after Durga Puja 390 


Illustration 14: A club of your area has supplied you with the following 
particulars in connexion with the celebration of ‘Rabindra Jayanti’, You are 
required to prepare a Receipts and payments Statement after making classification 
and condensation of receipts and payments, from the said particulars : 


Rs. 
Subscriptions received from the members of the club 500:00 
Subscriptions collected from the local people 700*00 
Income from advertisement in the Souvenir 500,00 
Expenses for making a Pandal 250:00 
Expenses for Art Exhibition 100:00 
Light, Decoration and Mike 125:00 
Expenses for Printing and Stationery 400:00 
Travelling Expenses for participants in the Seminar 200:00 
Entertainment Expenses for guests 400:00 
Tiffin for volunteers (for cultural function) 50°00 
Flower and garlands (for cultural function) 50°00 
Expenses for cultural programme (Miscellaneous) 100.00 


[H. S. Council Examination—1980] 
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Solution : Receipts 
STATEMENT OF RECEIPTS FROM SUBSCRIPTIONS i 
А 
Date Particulars | Amount | Date | Partloulars | Amount 
Bs. " | Rs. 
Sub:criptions from members 500 
Subscriptions from local people 700 
1,200 


Date Particulars mm Date | Particulars | Amount 


Rs. Rs. 
Adyerti:ement in the Souvenir 500 
500 
Payments | 
STATEMENT OF PAYMENTS ON PANDAL, LIGHT, DECORATION AND MIKE | 
ci cc ee | 
Date Particulars | Amount | Date | Particulars | Amount i 
| Rs Rs, 
Expenses for making pandal | 250 
Light, decoration and mike 125 
STATEMENT OF PAYMENTS ON ART EXHIBITION 
Date Particulars | Amount | Date | Particulars | Amount 
Bs. Bs. 


Expenses for Art Exhibition 100 


AOOOUNTING FOR AN EVENT 


STATEMENT OF PAYMENTS ON TRAVELLING AND 


ENTERTAINMENT EXPENSES OF GUESTS 


————————— 


1.53 


Date | Particulars | Amount | Date | Particulars Amount 
Rs. Rs, 
Travelling Expenses for 
participants in the Seminar 200 
Entertainment Expenses 
for guests 400 
600 
———є———————— 
STATEMENT ОЁ PAYMENTS ON PRINTING AND STATIONERY 
—„————— —-—-———--— 
Date Particulars Amount | Date Particulars Amount 
Ез. Ra. 
Expenses for printing and 
stationery 400 
| 400 | | 
Dn _____ м ——— 
STATEMENT OF PAYMENTS ON CULTURAL FUNCTION 
__——— 
| 
Date Particulars | Amount | Date Particulars Amount 


Tiffin for volunteers 

Flower and garlands 

Miscellaneous Expenses for 
cultural programme 


Rs. 


50 
50 


100 
200 


; : E 
OE SS T 


RECEIPTS AND PAYMENTS STATEMENT 


re 
Receipts Amount Payments Amount 
Вз. Rs. 
Receipts from Subscriptions 1,200 | Payments on Pandal, Light, é 
Receipts from Advertisement in the Decoration and Mike 875 
Sonvenir 500 | Payments on Art Exhibition 100 
Payments on Travelling Expenses and 
Entertainment Expenses 600 
Payments on Printing and Stationery 400 
Payments on cultural fanction 200 
1 Cash in hand closing) 25 
1,700 1,700 
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Illustration 15: From the following particulars in respect of the annual 
function of the ‘Friends Association’ of the locality, prepare cash statement and 
also a statement for Receipts and Payments after classification and condensation 
of Receipts and Payments : 


Rs. 

Subscription received from members 4,000 
Collection from advertisement in the Souvenir published 

on the occasion of the function 7,000 
Donation from special guests 1,600 
Sale proceeds of old newspapers, etc. 250 
Interest on Bank deposits 150 
Rent for hall in connection with the function 1,000 
Light and decoration 800 
Charges for orchestra 500 
Mike 600 
Printing 1,000 
Transport for artists 400 
Entertainment for artists 500 
Entertainment for guests 700 
Honorarium for artists 4,000 
Charges to make up and dresses to artists 1,000 
Tiffin for workers 500 
Transport 600 
Donation to Chief Minister’s Flood Relief Fund 1,001 
Miscellaneous Expenses 299 


[H. S. Council Examination—1979] 


Solution : Friends" Association 
CASH STATEMENT OF ANNUAL FUNOTION 


i 
— 
Date n Particulars Amount | Date Particulars Amount 
Rs. Rs, 
Subscriptions from members 4,000 Rent for hall 1,000 
Advertisementin the Souvenir} 7,000 Light and decoration 800 
Donations from special guests | 1,600 Oharges for orchestra 500 
Bale proceeds of old Mike hire 600 
newspapers 250 Printing 1,000 
Interest on bank deposits 150 Transport for artists 400 
Entertainment for artists 500 
Entertainment for guests 700 
Honorarium to artists 4.000 
Dressing & Making charges 1,006 
Tiffin for workers 600 
‘Transport 600 
Donation of Chief Minister’s 
Flood Relief Fund 1,001 
Miscellaneous Expenses 299 
Total payments 12,900 
Cash in hand 100 
13,000 13,000 
ААА 


саныы 
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Classification and Condensation 
Receipts 


STATEMENT OF RECEIPTS FROM SUBSORIPTIONS AND DONATIONS 


Date | Particulars | Amount | Date | Particulars | Amount - 
| Rs. Вз. 
| Subscriptions from members 4,000 
Donations from special guests 1,600 
5,600 


| | 


STATEMENT OF RECEIPTS FROM ADVERTISEMENT IN SOUVENIR 


— 
| 

Date | Particulars m Date | Particulars Amount 

| Rs. 

Advertisement in the Bouvenir 7,000 


1,000 


—M 


STATEMENT OF RECEIPTS FROM INTEREST ON BANK DEPOSITS AND 


MISCELLANEOUS INCOME 
ы ee TT TT D „с ————— 
Date Particulars | Amount | Date | Particulars Amount 
Rs. Rs. 
Interest on Bank Deposits 150 


Bale proceeds of old newspapers 250 


we palle d с 


Payments 
STATEMENT OF PAYMENTS ON HALL RENT, LIGHT & DECORATION AND MIKE 
L 
Date | Particulars | Amount | Date | Particulars | Amount 
Ned Rs. Rs. 
Rent of hall 1,000 
Light & Decoration 800 
Mike hire S 600 


2,400 
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STATEMENT OF PAYMENTS ON ARTISTS 
ee 


Date Particulars Amount | Date Particulars Amount 


Transport for artists 
Entertainment for artists 
Honorarium to artists 
Dressing and making 

up charges 
Charges for orchestra 


STATEMENT OF PAYMENTS ON ENTERTAINMENT AND TIFFIN EXPENSES 


А ___— 
Date Particulars | Amount | Date Particulars Amount 
Rs, Rs, 
Entertainment for guests 700 
Tiffin for workers 500 
1,200 


STATEMENT OF PAYMENTS ON PRINTING AND CONVEYANCE 


——— 


Date Particulars aeons Date | Particulars (ж 
Rs, Вз, 
Printing 1,000 
‘Transport 600 


' 1,600 


STATEMENT OF PAYMENTS ON CHIEF MINISTER’S FLOOD RELIEF FUND 


Date | Particulars Amount | Date | Particulars | Amount 


Donation to Ohief Minister's 


Ез. Rs. 
Flood Relief Fund 1,001 
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STATEMENT OF PAYMENTS ON MISCELLANEOUS EXPENSES 


———————————————————————————— 


Date Particulare | Amount | Date | Particulars Amount 
Rs. Rs. 
Miscellaneous Expenses 299 


RECEIPTS AND PAYMENTS STATEMENT 


Cr er 


Receipts | Amount Payments Amount 
Rs. . Rs. 
Subscriptions & Donations 5,600 | Hall rent, Light & Decoration and Mike 2,400 
Advertisement in Souvenir 7,000 | Artists 6,400 
Interest on Bank Deposits and Entertainment and Tifin Expenses 1,200 
Miscellaneous Incomes 400 | Printing and Conveyance 1,600 
Chief Minister's Flood Relief Fund 1,001 
Miscellaneous Expenses 299 
Cash in hand (closing) 100 
13,000 18,000 


Illustration 16: The following are the Receipts and Payments of the Jamurki 
Recreation Club for the Annual Social Function which was held on 3154 
March, 1981. 

Receipts—Subscriptions Rs, 5,892:00 ; Donations Rs. 80000; Govt. Grants 
Rs. 1,082:00 ; Interest on Investment Rs. 450700; Special subscriptions from 
members Rs. 1,116:00. 

Payments—Artists Rs. 1,500°00 ; Conveyance for Artists Rs. 240'00 ; Expenses 
for Sports Rs. 260'00; Sports materials Rs. 950°00; Travelling Expenses Rs. 
11000; Prizes Rs. 45000; Tea for Artists Rs. 150700; Entertainment Taxes 
Rs. 250700 ; Tea for Guests Rs. 13000 ; Other Entertainment Expenses Rs. 300*00 ; 
Construction of Pandal Rs. 1,950°00 ; Decoration of Pandal Rs. 450700 ; Payments 
for Cinema Show Rs. 85000; Electric Charges Rs. 260:00 ; Sundry Charges 
Rs. 90:00. 

Prepare Cash Statement and Statement for Receipts and Payments after 
classification and condensation of Receipts and Payments of the Social Function. 


[H. S. Examination (External)—1982] 
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Solution : In the Books of Jamurki Recreation Club 


CASH STATEMENT 
for the Annual Social Function held on 31st March, 1981 


Receipts | Amount | Payments 
Erud ы сыре a i а - LA EN He 
Rs. 
Subscriptions 5,892 | Artists 
Donations 800 | Conveyance for Artists 
Government Grant 1,082 | Expenses for Bports 
Interest on Investment 450 | Sports Materials 
Special Subscriptions from members 1,116 arene Expenses 
т12ёв 


Tea for Artists 

Entertainment Taxes 

Tea for Guests 

Other Entertainment Expenses 
Constructions of Pandal 
Decoration of Pandal 

Payment for Cinema Show 
Electric Charges 

Sundry Charges 

Cash in hand 


Classification and Condensation of Receipts and Payments 
Receipts 


STATEMENT OF RECEIPTS FROM SUBSCRIPTIONS & DONATIONS 


Amount 


Particulars | Amount | Particulars Amount 
Rs. Rs. 

Subscriptions 5,892 

Donations 800 

Special Subsoriptions from members 1,116 


STATEMENT OF RECEIPTS FROM GOVT. GRANT & INTEREST ON INVESTMENT 


Amount Particulars 


Govt, Grants 
Interest on Investment 
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Payments 


STATEMENT OF PAYMENTS FOR ARTISTS ч 


Particulars | Amount Particulars | Amount 
Rs. Rs. 
Artists 1,500 
Conveyance for Artists 240 
Tea for Artists 150 
| 1,890 


STATEMENT OF PAYMENTS FOR SPORTS 


BENE I А a eee eer en 


Particulars | Amount Particulars Amount 
\ — E 
Ва. Rs. 
Expenses for Sports 260 
Sports Materials 950 
Prizes 450 
1,660 


STATEMENT FOR PAYMENTS OF ENTERTAINMENT EXPENSES 


Particulars Amount 


Particulars 


Rs. Rs, 
Entertainment Taxes 250 
Tea for Guests 130 
Other Entertainment Expenses 300 

680 


STATEMENT FOR PAYMENTS OF CONSTRUCTION & DECORATION OF PANDAL 


Particulars | Amount Particulars | Amount 
E | Вз. Rs. 
Construction of Pandal 1,950 
450 


Decoration of Pandal 
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STATEMENT РОВ PAYMENTS OF CINEMA SHOW & ELEOTRIC OHARGES 


Partioulars Amount Particulars | Amount 


Rs. 


STATEMENT FOR PAYMENTS OF TRAVELLING & SUNDRY EXPENSES 


—_—_—_$———————_ 
Particulars Amount | Particulars | Amount 


Rs, | Rs, 
‘Deavelling Expenses 110 | 
Sundry dum 90 | 
Б | 
= —— | 


RECEIPTS AND PAYMENTS STATEMENT 


Receipts | Amount Payments Amount 
Rs. Res, 
Subscriptions & Donations 7,808 Artists 1,890 
Govt, Grants & Interest 1,532 Ж 1,660 
tertainment Expenses 680 
Construction & Decoration of Pandal 2,400 
{ Olnema Show & Electric Оһагдев 1,110 
Travelling & Sundry Expenses 200 
Cash in hand 1,400 
9,940 9,240 
_— 


Illustration 17: The following are the Receipts and Payments lof 
*Ganatantric Club’ for the Annual Social Function which was held on 31st 
March, 1983 :— 


Receipts : Rs. 
Subscriptions 6,800 
Donations 800 
State Government Grants 1,400 
Interest on Investments 650 


à | Special Donation from Patrons and Members 600 
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Payments : 
Payments to Artists 2,000 
Conveyance for Artists’ 400 
Expenses for Sports 300 
Sports Materials 1,200 
Taxi fare 120 
Cost of Prizes 500 
Entertainment Expenses 200 
Entertainment Taxes 250 
Sweets for Guests 120 
Construction of Pandal 2,400 
Decoration of Pandal 400 
Payment for Cinema Show 900 
Light and Electric Charges 1,250 
Sundry Charges 100 


Prepare Cash Statement and Statement for Receipts and Payments after 
classification and condensation of the above Receipts and Payments. 


[Н. S. Examination—1983] 


` 


Solution : 


In the Books of Ganatantrik Club 


CASH STATEMENT 
OF ANNUAL SOCIAL FUNOTION АВ ON 318T MAROH, 1988 


Subscriptions 6,800 Payment to Artiste 9,000 
Donations 800 Conveyance for Artiste 400 
State Government Grant 1,400 Expenses for Sports 800 
Interest оп Investments 650 Sports Materials 1,200 
Bpeclal Donation from Patrons Taxi faro 120 
and Members 600 Cost of Prizes 00 
Entertainment Expenses 900 
Entertainment Taxes 950 
Sweets for Guests 190 
Constructiond of Pandal 9,400 
Decoration of Pandal 400 
Payments for Cinema Show 900 
Light and Eleotrio Charges 1,250 
Sundry Charges 00 
Total Payments 710,40 
Cash in hand 110 
10,250 10,250 
= — 
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Classification and Condensation 
Receipts 
STATEMENT OF RECEIPTS FROM SUBSCRIPTIONS AND DONATIONS 


Particulara | Amount Particulars | Amount 
Rs. Rs. 
Subscriptions 6,800 
Danations 800 
Special Donations from Patrons & 
Members 600 
8,200 


STATEMENT OF RECEIPTS FROM GOVERNMENT GRANT & INTEREST ON INVESTMENT 
А ——————————— 


Particulars Amount | Particulars Amount 
| Rs Rs. 
State Government Grants 1,400 
Interest on Investment 650 
t | 2,050 
| 


Payments 


STATEMENT OF PAYMENTS FOR ARTISTS AND GUESTS 
ne, 


Particulars | Amount Particulars Amount 
| BE Rs. 
Payments to Artists | 9,000 
Conveyance to Artiste | 400 
Bweots for Guests 120 


STATEMENT OF PAYMENTS FOR SPORTS & PRIZES 


ee 


Particulars | Amount Particulars Amount 
Rs. Rs 
Expenses for Sports 809 
Sports Materials 1,200 
Cost of Prizes 500 
2,000 
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STATEMENT OF PAYMENTS FOR ENTERTAINMENT EXPENSES & TAXES 
——————————————————————————— 


Particulars | Amount Particulars Amount 
| 
| Bs. Rs, 
Entertainment Expenses | 200 
Entertainment Taxes | 250 
450 


STATEMENT OF PAYMENTS FOR CONSTRUCTION & DECORATION OF PANDAL 
Oo 


Particulars | Amount Particulars Amount 
Rs. Rs, 
Construction of Pandal 2,400 
Decoration of Pandal 400 
2,800 


STATEMENT OF PAYMENTS FOR OINEMA SHOW, LIGHT & ELECTRIC CHARGES, 
TAXI FARE AND SUNDRY CHARGES 


Particulars | Amount | Particulars Amount 
Bs. Bs. 
Payments for Cinema Show 900 
Light and Electric Oharges 1,250 
Taxi fare 120 
Sundry Oharges 100 
2,370 


STATEMENT OF RECEIPTS AND PAYMENTS ' 


е e ot aa 
Particulars Amount Particulars Amount 
Rs. Rs. 
Subscriptions & Donations 8,200 | Cinema Show, Light & Blectric Oharges, 

Government Grant & Interest Taxi Fare and Sundry Charges | 2,870 
on Investment 2,050 | Construction & Decoration of | andal 9,800 

Entertainment Expenses & Taxes 450 

Sports & Prizes 2,000 

Artists & Guests 2,520 

Cash in hand 110 

10,250 10,250 
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Illustration 18: Sri Haren Ghatak gives the following details of receipts and 
payments in connection with the marriage of his only daughter : 


Receipts Rs. 
Loan taken from Provident Fund 4,500 
Receipts from matured Life Insurance Policy 8,000 
Loan from Employee’s Co-operative Credit Society 4,000 
Contribution from his sons 8,500 

Payments 
Cost of ornaments, furniture, utensils, etc. 9,000 
Caterers’ charges for supplying food and entertaining the guests 

and bridegroom party 6,500 
Cost of printing of invitation cards 700 
Conveyance charges 800 
*Pranami' Sarees, gifts, etc. for bridegroom’s family 2,500 
Family expenses during the period of marriage ceremony 1,600 
Rent of a house for marriage е ^ 800 
Cost of decoration and lighting 1,500 
Paid for cosmetics, flower, cold drinks, etc. 150 
Cost of articles necessary for puja, marriage function, etc. 130 
Honorarium for the priest and his assistant 120 
Cost of fish, sweets, brass plate, etc. for bridegroom's house 250 
Bus hire for attending ‘‘Bowbhat’’ ceremony at 
bridegroom’s place 500 


You are required to prepare a Statement for Receipts and Payments 
after classification and condensation of Receipts and Payments of the marriage. 


[H. S. Examination—1984] 


Solution : 
In the books of Sri Haren Ghatak 
Classification & Condensation 
Receipts 


STATEMENT OF RECEIPTS FROM LOANS 


See aan 


Date Particulars | Amount Date | Particulars Amount 


Rs. Rs. 


Loan taken from 
Provident Fund | 4,500 
Loan taken from Employees" 
co-operative credit Society | 4,000 


е 
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STATEMENT OF RECEIPTS FROM LIFE INSURANOE POLIOY & SONS 


Oe OO E 

Date Particulars | Amount | Date | Particulars Amount 

| Bs. Rs. 

Life Insurance Policy 

matured 8'000 

| Contributions from his sons 8,500 

| 16,500 
== 

Payments 


STATEMENT OF PAYMENTS ON OARTERERS’ CHARGES, INVITATION & 
CONVEYANCE CHARGES AND FAMILY EXPENSES 


i ———————— 
Date Particulars | Amount | Date | Particulars Amount 
Rs. 
Carterers’ Charges 
Printing of Invitation cards 
Conveyance charges 
Family Expenses for marriage 
ceremony 
STATEMENT OF PAYMENTS ON ORNAMENTS, FURNITURE, UTENSILS & OLOTHS 
Date Particulars | Amount | Date | Particulars Amount 
LLL 
| Rs. | Ба, 
Cost of ornaments, furniture 
* utensils etc, | 9,000 | 
Pranami’ sarees, gifts etc. | 2,500 | 
| | 


STATEMENT OF PAYMENTS ON MARRIAGE HOUSE, DECOR sTION, LIGHTING ЕТО. 


Date Particulars | Amount | Date | Particulars Amount 
| Rs. Rs. 
Rent of the marriage house 800 
Cost of decoration & lighting 1,500 
Cosmatics, flower, cold 
drinks etc, 


| =| 
5[184] 


=- -—-— — "- 
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STATEMENT OF PAYMENTS ON MARRIAGE FUNCTION, PUJA ЕТО. 


Date Particulars | Amount Date | Particulars 


RATS МР” ^ | [3 


Cost of articles necessary for 
puja, marriage function ote. 180 | 

Honorarium for 
priest & assistant 120 


250 | 


STATEMENT OF PAYMENTS ON *BOWBHAT' 


Date | Particalara | Amount | Date Particulars | Amount 


Cost of fish, sweots, brass 
plate eto. 
Bus hire for ‘Bowbhat’ 


STATEMENT OF REOEIPT8 & PAYMENTS 


Particulars Amount Particulars Amount 


Payments on carterers Invitation & 
conveyance charges and family expenses 9,600 
Payments on ornament furniture, utensils} 11,500 
Payments on marriage houses 

decoration eto. 2,450 
Payments on marriage function, puja etc. 250 
Payments on ‘Bowbhat’ 150 
Cash in hand 450 


Receipts from Loans 
Receipts from Life Insurance Policy 


Exercises 
(a) Essay-type Answer Questions : 


1. What is an event that may call for its accounting? Give five examples 
for such events. [Specimen Questions of Н. S. Council, 1978] 

Ans. Write from ‘Which event requires Accounting’ (Р. 1.10) 

2. What do you mean by accounting for an Event? What are its main 
features ? [Specimen Questions of H. S. Council, 1978 & 1980] 

Ans. Write from ‘Accounting for an Event’ (Р. 1,10) and ' Features of Accounting for an Event 
(P. 1.11) 

3. What is meant by "accounting for an event"? Explain with two 
examples of such events. [Specimen Questions of H. S. Council, 1980] 

Ans, Write from ‘Accounting for an Event’ (Р. 1.10) 
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4. What is an Event that may require of its accounting? Give a few 
examples of such events. [Specimen Questions of Н. S. Council, 1980] 


Ans. Write from‘ Which event requires Accounting (Р. 1.10) 


5. (a) What are the features of accounting for an event ? 
(b) Explain briefly the necessity of classification and condensation of 
accounts. [H. S. Council Examination, 1981] 
Ans, Write from ‘Accounting for am Event’ (Р, 1.10) ‘Reasons for classification and 
condensation’ (P. 1 25) 


6. What is Cash Statement ? [W. В. Н. 5. Examination, 1980] 
Ans. Write from ‘Cash statement’ (Р. 1.15) 


7. Describe the importance of accounting of an Event. 
Ans. Write trom ‘Objects of classification and condensation’ (P. 1.25) 


8. In a marriage festival there are numerable transactions. What infor- 
mation you get from their recording in a Single Cash Statement? Can you 
suggest better recording and presentation to make the statement more infor- 
mative ? [Specimen Questions of H. S. Council, 1978 & 1982] 

Ans. Write from ‘Family Festival (P. 1.18) 

9. Why it is necessary to classify and condense the different items of 
expenses and incomes into different heads ? ; 

[Specimen Questions of H. S. Council, 1979] 

Ans. Write from ‘Reasons for classification and condensation" (P. 1.25) 

10. What is meant by the term classification and condensation of transac- 
tions? What аге its objects? What principles are followed for classification 
and condensation of transactions ? 

[Specimen Questions of Н. 5. Council, 1983 & 1982] 

Ans. Write from ‘Classificatson and Condensation’ (Р. 2.25) ‘Objects of classification and 
condensation’ (Р, 1.25) 

11, Briefly state the necessity of classification and condensation from cash 
statement, [W. В. Н. S. Council Examination, 1979] 

Ans. Write from ‘Reasons for classification and condensation’ (P. 1,25) 

12. What are the advantages of Separate Statements for Cash Receipts 
and Payments ? [Tripura H. S —1983] 

Ans, Write from ‘Advantages or Necessities of Separate Statements for Cash Receipts and 
Payments’ (Р, 1.25) 

13. (a) What is meant by ‘Condensation’ and ‘Classification’ of transac- 
tions ?- (b) Why they are necessary ? (c) Explain their relation with suitable 
examples. [W. В. Н. S. Examination, 1982] 

Ans. Write from ‘Classification and Condensation’ (Р. 1:24) 


14. Distinguish between Cash Statement and Receipts & Payments 
Statement. 

Ans. Write from ‘Differences botween Cash Statemont and Receipts d Payments Statement 
(Р. 1,85) 
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15. What is the statement in which the Cash Receipts and Cash Payments 
made for different purposes are shown ? [Tripura H. S. Examination, 1979] 
Ans. Write from ‘Cash Statement’ (P. 1.15) 


16. What is the process of finding ont the total expenses after classification 
of Household Marketing for a day and showing them at a time ? 


Ans, Write from ‘classification and condensation’ (P. 1.24) 


(b) Short-type Answer Questions : 


1. Write short notes on : 


(a) Cash Statement [W. B. H. S. Examination, 1982] ; 
(b) Receipts and Payments Statement ; (c) Classification and Condensation ; 
(d) Household marketing. [W. B. H. S. Examination, 1981] 


‘Ans. Write from ‘Cash Statement’ (P. 1.21), ‘Receipts Ф Payments Statement’ (Р, 1.34), 
‘Classification and Condensation’ (Р. 1,24) and ‘Household Marketing for a day’ (P. 1.12) 

2, Answer any two questions: (i) Narrate the objects of the preparation 
of the family budgets. (ii) State the objects of the classification and conden- 
sation. (iii) State the difference between accounts of household marketing for 
a day and family festival expenses. (iv) Explain the advantages of maintaining 
the accounts of our day-to-day expenses. 

[Tripura H. S. Examination, 1979] 

Ans. Write from ‘Household Marketing for a day’ (P. 134) and ‘Family festival (P. 1.13) 


(c) Practical Questions : 
Cash Statement : 


(i) Household marketing for a day : 


1. From the following particulars of a household marketing on 27th 
December, 1983 of S. Chattopadhyay, prepare a Cash Statement : 


Rs. Rs. 
Rice 1000 kilogram(s) @ 2:60 ‚*60 
Wheat 0`500 z (o 1:60 0:80 
Sugar 0250 T @ 800 200 
Potatoes 0:500 B. @ 160 0`80 
Brinjal 0500 $ @ 1°80 0°90 
Orange 4 dozen @ 400 2:00 
Banana 1 dozen @ 6:00 3:00 
Coal 10'000 kilogram(s) @ 040 400 
Sweets 0:250... 15, @ 10°00 2:50 
Fish 0:250 " @ 18:00 450 
Onion 1:000 » @ 150 1°50 
Mustard Ой 0500 M @ 14:00 7:00 
Chilli and other Spices 3°50 


He went to the market with Rs, 36:00, 
Ans. Cash in hand Rs. 0'90 ; Total Expenses Rs, 35°10, 
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2. From the following particulars of a household marketing on 7th 
February, 1984 of S. Ghosh prepare a Cash Statement : 


Rs. Rs. 
Rice 2:000 kilogram(s) @ 260 5:20 
Wheat 1-000 m @ 160 1:60 
Sugar 0500 „ (à 490 2:45 
Potatoes 1:000 5 @ 160 1:60 
Brinjal 0:500 as @ 180 0:90 
Orange 1 dozen @ 4:00 4:00 
Banana 4 dozen @ 600 3:00 
Coal 10:000 kilogram(s) (m 0:30 3:00 
Sweets 0:500 P @ 10°00 5:00 
Fish 0:500 N @ 1800 9:00 
Onion 0:500 is @ 150 0°75 
Mustard Oil 0:500 15 @ 1400 7:00; 
Chilli and other Spices 3:50 


He went to market with Rs. 65.00. 


Ans. Cash in hand, Rs, 18°00; Total Expenses, Вз. 47°00, 


(ii) Family Festival : 
3, The following are the list of payments in connection with birthday 
ceremony of Shivalal Yadav’s son on Ist April, 1984 : 


Cloths and dress Rs. 75:00; Pandal Rs. 250:00; Light and decoration 
Rs, 150:00; Food grain Rs. 150700 ; Vegetables Rs. 78:00 ; Fish and meat etc. 
Rs.270:00; Spices Rs. 8200; Fuel (coal, woods) Rs. 1600 ; Sweets Rs. 95:00 ; 
Curd Rs. 33°00; Cold drinks Rs. 43:00; Flowers Rs. 3:40 ; Dolls Rs. 46:00 ; 
Dalda Rs. 18°00; Photographer's bill Rs. 3200; Travelling expenses Rs. 9:00 ; 
Other payments Rs. 13:00. 


After payments of above expenses cash in hand was Rs. 19:00, Calculate the 
Receipts of the function after preparation of Cash Statement. 


Ans. Total Payments, Rs. 1,263'40 ; Total Receipts, Rs. 1,982'40, 


4, From the following particulars, prepare a Cash Statement of Laxmi Puja 
of Chowdhury family as on 14th October, 1984 : 


Sri S. Chowdhury ( Karta ) transferred to Puja fund Rs, 1,000; Received 
„ from his younger brother Rs. 1,500 ; Received from his son Rs. 1,800. 


Payment for pandal Rs. 280; Purchase of cloths for image Rs. 142; 
Purchase of fruits Rs. 232: Purchase of flowers Rs. 4 ; Purchase of image Rs. 75 ; 
Decoration of pandal Rs. 210 ; Electric charges Rs. 125 ; Honorarium to priests 
Rs. 25; Purchase of various goods for Puja Rs. 175: Payment of taxi and 
rikshaw fare Rs. 45; Payment of lodging and fooding for guests Rs. 1,988; 
Payment of immersion expenses Rs. 570. 


Ans. Caah im hand Rs. 429 ; Total Payments Rs. 3,871, 
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. 5. From the following particulars, classify and condense the Receipts and 
Payments of Funeral ceremony of Haripada Das of Hasnabad : 


1984: May Rs. 
22 Amount withdrawn from 
Bank 2,000 
Cash in hand 1,175 


Purchases of cloths for priests 65 
Purchases of cloths for deceased 

person’s daughters and sons 215 

23 Purchases of cloths for barbers 18 

Purchases of fruits 53 

Purchases of Dashakarma goods 297 


(Ans. Balance in hand, Rs. 987 ; 


6. From the following particulars, prepare a Cash Statement of Mr. 


1984: May 
24 Payments for travelling 
Purchases of flour 
Purchases of rice 
Purchases of vegetables 
Purchases of spices 
Purchases of Flowers 
Honorarium of priests 
Decoration and 
construction of pandal 
Other Payments 


2 


wn 


Banerjee for his daughter’s marriage on 16th June, 1984: 


Receipts 2 
1984 Rs. 
June 1 Fixed Deposit 
certificate matured 14,000 
Payments : 
1984 Rs. 


June 11 Purchased an almirah: 1,670 

Purchased a refrigerator 1,320 

12 Purchased a television 5,780 
Purchased cloths for 

priests and helpers 150 


13 Mustard oil 120 
Various spices 150 
14 Cloth for bride 280 


Cloth for bridegroom 870 
Cloth for family members 
ofthe bridegroom 730 


Purchase of flour 175 
Purchase of dalda 40 
Purchase of potatoes 52 


Receipts : 
1984 
June 4 Loan from provident 
fund 
Payments : 
1984 


June 14 Purchase of ginger 
Purchase of Dal (pulse) 
Purchase of brinjals 

15 Purchase of ornaments : 
Necklace 
Wristlet 
Bracelet 
Other ornaments 
16 Purchase of sweets 
Purchase of curd 
17 Payment of salary of 
cooks 
Payment of salary to 
sweepers 
Other payments 


450 
125 


Total Expenses, Rs, 2,188.) 


P. K. 


3,325 
2,225 
2,165 
520 
440 
120 


101 


35 
270, 


(Ans, Cash in hand Rs 795; Total Payments Rs, 21,205.) 


(iii) Social Functions : 


7. The following are Receipts and Payments of the Shishu Kalyan Samity 
of Srirampur for annual sports held on 26th March, 1984: 
Receipts from General Fund Rs. 4,100; Special Subscriptions Received 
Rs. 650; Donations Received Rs, 580; Government Grant Rs. 300; Purchases 
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of Sports materials Rs. 780; Purchases of Prizes Rs. 1,525; Honorarium to 
Referees Rs. 70; Purchases of tiffin for guests Rs, 520; Purchases of tiffin for 
competitors Rs. 880; Construction of Pandal Rs. 730 ; Electric Charges Rs. 30 ; 
Rent paid Rs. 15; Payment for Theatre Rs. 570; Other Payments Rs. 130. 

Prepare a Cash Statement for Annual Sports and Receipts and Payments 
Statement after classification and condensation. 

(Ans. Cash in hand Rs, 380 ; Total Hapenses Rs, 5,260.) 

8. The following are list of payments in connection with Biswakarma Puja 
of Karmakar Samity of Balurghat 15th Sept. 1984: 

Pandal Rs. 250°00; Light and Decoration Rs. 15000; Cloth and towels 
Rs. 1000; Image of the god Rs. 245:00; Carriage for bringing the image 
Rs. 3000; Banana Rs. 1500 ; Apples Rs. 17:00; Sugarcane Rs. 2:00; Orange 
Rs. 900; Sweets Rs. 2600; Green cocoanuts Rs. 300; Dhoop Rs. 7:50; 
Date palm Rs. 6:50; Honey Rs. 300; Ghee Rs. 720; Honorarium of priest 
Rs. 20:00 ; Immersion Expenses Rs. 70700 ; Articles for ablation Rs. 19:00. 

After payments of above expenses cash in hand was Rs. 45:00. Calculate 


the total receipts of the function, Biswakarma Puja. 
(Ans, Total Receipts Rs, 935720) 


9, The students union of K. D. College of Commerce, Midnapore, started 
their annual social function on 23rd January, 1984. The function also continues 
upto 26th, January, 1984 : 

The collections for the social function fund and applications of the fund are 
given below : 


1984 : Jan. Rs. 1984; Jan. LP 
20 Withdrawn from : 22 Purchase of cricket 
Students’ Union Fund 1,800 materials 450 
Principal's General Fund 4,000 Collection from students 355 
Collections from students 900 Cost of construction of pandal 1,750 
21 Withdrawn from Students’ Travelling expenses 320 
Welfare Fund 3,800 23 Payment for theatre 1,750 
Collections from students 1,200 Fees for artists (local) 420 
Special donation from Fees for artists (special) 1,500 
G. B.'s President 888 Payment for football 
22 Purchase of sports match 420 
materials for football 270 Я 
23 Payments of fees for 25 Payments for 
musical parties 600 valleyball match 210 
Cost of printing of cards — 380 Payment for crickets 
Exhibition expenses match 480 
paid 500 26 Payments for prizes & 
Tiffin expenses paid 205 medals 1,780 
Travelling expenses paid 101 Electric charges 210 
24 Theatre expenses paid 400 Tiffin expenses 60 
Carriage paid 200 Travelling expenses 30 
Tiffin expenses paid 75 


Prepare a Cash Statement. 
(Ans, Cash in hand 122 ; Total Payments Rs. 12,466.) 
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Classification and Condensation and Preparation of Receipts & Payments 
Statements : 
(a) Household Marketing for a day : 


10. - You are to prepare a Cash Statement from the following receipts and 
payments of a household marketing of B. B. Ghosh on 15th March, 1984 and 
classify and condense them in separate Statement : 


Rs. Rs. 
Rice 3:000 kilogram(s) @ 250 7:50 
Wheat 4:000 á @ 160 6`40 
Sugar 0:500 » @ 480 2:40 
Onion 0:200 m @ 250 0:50 
Chilli 0:200 Ч @ 500 1:00 
Eggs i dozen @ 600 3:00 
Fish (Hilsa) 0:500 kilogram(s) @ 22:00 11:00 
Orange 1 dozen @ 200 2:00 
Coal 10000 kilogram(s) @ 050 5:00 
Mustard Oil 0:500 S @ 1400 7:00 
Cocoanut Oil 07200 у @ 16:00 3:20 
Brinjal 0:500 Р (à 1°80 0:90 
Pumpkin 2:000 Л (à 120 2:40 
Kerosene 1-000 litre(s) @ 1°50 1°50 
Green Banana 1 dozen @ 500 5:00 
Other Spices 1:00 


He went to market with Rs. 70°00. 
(Ans. Cash in hand, Rs, 1020 ; Total Expenses, Rs. 59'80.) 
11. From the following particulars of a household marketing of Subbir 
Ali on 15th June, 1984, prepare a Cash Statement and a Statement for Receipts 
and Payments after classification and condensation, He purchased the following 
goods from the market : 


Rs. Rs, 
Rice 10 kilogram(s) @ 2°50 25:00 
Atta 20 5 @ 150 30°00 
Dal (Pulses) 2 Y ( 280 5:60 
Suji 1 Е @ 2:80 2°80 
Sugar 1} » @ 450 6°75 
Brinjal 2 -i @ 150 3:00 
Pumpkin 8 е (à 0:80 6:40 
Potatoes 5 s @ 130 6'50 
Balsam apple i " @ 2:20 1:10 
Orange 2 dozen @ 090 1:80 
Curd 1 kilogram(s) @ 975 9:75 
Snake guard i E @ 080 0:40 
Cucumber 1 З @ 120 1:20 
Green Banana 1 dozen @ 300 3:00 
Banana 2, @ 175 3:50 
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Rs. Rs. 
Coal 40 kilogram(s) (9 0:25 10:00 
Kerosene 2 litres @ 1:30 2:€0 
Woods 4 kilogram(s) @ 050 2:00 
Handkerchief (two) — @ 320 6:40 
Sweets 2 kilogram(s) @ 800 16:00 
Теа + z @ 20:00 10:00 
Fish 1 " @ 14:00 14:00 
Meat 1 З @ 13:00 13:00 
Onion 2 A @ 080 1:60 
Ginger i E @ 400 1:00 
Mustard oil 1 Е @ 700 700 
Cinnamon i 5 @ 20:00 5:00 
Chilli H > @ 1200 1:50 
Other Spices 3:00 


He went to the market with Rs. 220700. 


(Ans. Total Expenses, Rs, 199'90 ; Cash in hand, Rs, 2010.) 


12. You аге to prepare a Cash Statement from the following receipts and 
payments of а household marketing of Pranab Roy on 25th March, 1984 and 
classify and condense them in separate Statement : 


Rs. Rs. 

Rice 6:000 kllogram(s) @ 250 15:00 
Wheat 8:000 A @ 160 12'80 
Sugar 1:000 5 @ 480 4°80 
Onion 0:400 э» @ 250 1:00 
Chilli 0:400 » @ 500 2:00 
Eggs 1 dozen (à 600 6:00 
Fish (Hilsa) 1:000 kilogram(s) @ 22:00 22:00 
Orange 2 dozen @ 200 400 
Соа1 20:000 kilogram(s) @ 50 10:00 
Mustard Oil 1:000 a @ 14:00 14:00 
Cocoanut Oil 0:400 5 @ 16:00 6:40 
Brinjal 1-000 Ж @ 1:80 1:80 
Pumpkin 4:000 5 @ 120 4°80 
Kerosene 2:000 litre(s) @ 150 3:00 
Green Banana 2 dozen @ 500 10:00 
2:00 


Other Spices 
He went to market with Rs. 140*00. 


(Ans. Cash in hand Rs, 2040 ; Total Expenses Rs. 11960.) 
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(6) Family Festival : 


13. Sri Surath Mandi gives the following details of Receipts and Payments 
in conection with his daughter’s Annaprasan : 


1984: Feb. Rs. 
1 Cash in hand 570 
Receipts on account of salary 1,580 
Received from his wife 870 
2 Printing of invitation cards 87 
Purchased of ornaments for 
the child 315 
Purchased the dress for the child 105 
3 Purchased utensils 88 
Advanced to decorators 51 
Advanced to Sanai Players 21 
Travelling Expenses 18 


Advanced to Suruchi Caterer 81 
Advanced to a photographer 10 


1984: Feb. Rs. 
4 purchased flowers 32 
Paid Travelling Expenses 27 
Purchased tea, sugar, biscuits 45 
Purchased betal, cigarettes 19 
Purchased Campa Cola, 
Spencers, etc. 75 
Paid electric charges 38 
5 Paid the bill of Caterer 1,235 
Paid the bill of decorators 405 
Paid hire charges for chairs 
tables etc. 255 
Paid the bill of photographer 48 
Paid miscellaneous expenses 35 


Prepate a Cash Statement and show the Receipts and Payments under 


different heads and also draw a Receipts and Payments Statement. 
(Ans, Cash in hand, Rs. 30; Total Expenses, Rs, 2,990.) 


14. The following are the Receipts and Payments of the marriage ceremony 
of Sri 8. Manna’s elder daughter which was held on June 20, 1984 : 


Reccipts : 

1984 : June Rs. 
1 Cash in hand 2,500 
1 Encashment of Fixed Deposit 

certificate 5,000 


5 Loan from Provident Fund 8,000 
5 Contribution by his younger 


brother 2,000 

6 Contribution by elder son 4,500 
Payments : 

1984 : June Rs. 

8 Cloths for bride 950 

Cloths for bridegroom 350 

Cloths for his parents 120 

Cloths for priests 45 


Cloths for bridegroom's family 225 

9 Dishes, plates, cooking 
utensils 3,800 
Steel Almirah, Boxes etc. 2,500 


11 Gold bangles for bride 4,220 
. Necklace for bride 4,180 
Bracelet for bride 2,520 


Other ornaments for bride 3,275 


Receipts : 
1984 : June Rs. 
8 Contribution by 

younger son 5,000 

10 Advance against Life i 
Insurance Policy 2,000 
10 Loan from his friends 1,200 
10 Loan from his relations 2,300 

Payments : 
1984: June Rs. 
18 Flour 450 
Dalda 150 
19 Pulses 220 
Potatoes 120 
Brinjals 49 
Ginger 51 
Onion 86 
Other vegetable 210 
20 Fish 1,650 
Meat 1,195 
Sundry expenses for 

cooking materials 137 
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Payments : : Payments : 
1984 : June Rs. 1984 : June Rs. 
15 Furniture 2,520 Expenses for marriage 
Soap, hair oil, scent, functions 165 
vermilion and other 21 Remuneration to sweepers 68 
stationery goods 1,250 Remuneration to cooks 182 
18 Mustard oil 280 
Spices 23 


Prepare Analytical Cash Statement and a Final Statement of Receipts and 
Payments. 


(Ans. Total of final Statement of Receipts and Payments Rs, 32500 ; Cash in hand Rs. 
509.) 


15. From the following particulars, prepare a Cash Statement and a 
Statement for Receipts & Payments after classification and condensation of 
receipts and payments of Prasun Banerjee for his daughter’s marriage on 16th 
June, 1984: 

He collected money from the following sources : 

Cash in hand Rs. 1,000; Fixed Deposit Certificate matured Rs. 11,000; 
Received from his elder son Rs. 3,000; Loan against Provident Fund Rs. 4,000 ; 
Received from his younger son Rs. 6,000. 

He purchased the following goods and paid by cash : 

Flour Rs. 25°80; .Dalda Rs. 36°00; Sweets Rs. 85°00; Curd Rs. 60°00; 
Potatoes Rs. 13°00; Ginger Rs. 5:00; Brinjal Rs. 10:00; Dal (Pulses) 
Rs. 10°80; Fish Rs. 280°00 ; Meat Rs. 195:00 ; Mustard oil Rs. 5600; Various 
spices Rs. 50:00 ; Cloth for bride Rs. 280°00; Cloth for bridegroom Rs. 870°00 ; 
Cloths for the family members of bridegroom Rs. 730°00 ; Cloths for priests and 
other helpers Rs. 150°00 ; Steel Almirah Rs. 1,670°00 ; Refrigerator Rs. 1,320°00 ; 
Television Rs. 5,78000; Necklace of bride Rs. 3,32500 ; Wristlet Rs. 2,255'00 ; 
Bracelet Rs. 4,765:00; Other ornaments Rs. 520000; Salary to Cooks 
Rs.480-00; Salary to Sweepers Rs. 50°00 ; Other Payments Rs. 1,270°00. 


(Ans. Cash $n hand, Rs. 708'40 ; Total Expenses, Rs, 24,291:60) 
16. On 22nd October 1984 Durga Puja festival was celebrated in the family 


of Sri Kanak Panda of Contai. Sri Panda received money from the following 
sources : 


Rs. 
Contributed by Sri Kanak Panda 6,300 
Contributed by Mrs. Panda 2,400 
Contributed by his brothers J 3,200 
Contributed by his son & daughters 1,900 

Sri Panda incurred the following payments for the festival : 
Rs. Rs. 

Cost of Image of Durga 2,500 Fooding expenses for 


Cost of Pandal 1,840 guests & invitees — 3,900 
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Rs. Rs. 
Lorry charges for Conveyance charges 310 
bringing the Image 340 Entertainment expenses 200 
Cost of articles of sola for Immersion Expenses 340 
decorating the Image 420 Payment to Jatra party for 
Lighting expenses 120 singing drama *Rabana Badha' 1,200 
Decoration expenses 140 Conveyance charges paid to 
Cost of drummer 280 Jatra Party 940 
Cost of clothes for the priests & Puja 370 Cost of making stage 250 
Sweets. fruits & flowers for Puja 210 Wages of cook & others 160 


From the above particulars prepare a Cash Statement and Statement for 
Receipts & Payments after classification and condensation of transactions. 


(Ans. Cash in hand Rs, 280 ; Total Payments Iis. 13,520) 


17. Christmas Day was celebrated in the family of Eric. J. Bose and the 
following expenses are incurred on that occasion : 


Rs. Rs. 
Printing of Christmas cards 210 Contribution to church fund 12 
Preparation Christmas boxes 640 Gift to beggars at church gate 9 
Decoration of his house 130 Taxi hire for returning home 15 
Construction of Christmas tree 180 Cloths, garments to poors 218 
Dress of Santa Clans Gifts to poor patients in the 
(Chirstmas father) 52 hospitals 310 
Taxi hire for going to church 15 Cakes, sweets etc. 270 
Decoration of Christmas Snacks for guests & relatives 30 
tree in the church 1L Soft drinks, tea for guests & 
Drama expenses 420 relatives 21 
Gifts to carol parties 60 Prizes to the children for 
Cloths and garments to relatives 120 winning the sports 96 
Travelling expenses 18 Miscellaneous payments 48 
Meat, fish, eggs etc. 198 


Potatoes, spices, breads ete. for feast 42 
They created a Christmas Fund Rs. 3,500 for the year. 


From the above particulars, prepare a Cash Statement and Receipts & 
Payment Statement after classification and condensation of payments. 


(Ans. Cash in hand Rs. 375 ; Total Payments Rs, 3,195) 


18. The ‘Maharam’ was celebrated in thefamily of SK. Najarul Rahaman 
and the following are the receipts and payments on that occasion : 


Receipts : Rs. 
Balance of ‘Maharam’ Fund 400 
Contributed by his brothers 1,300 


Contributed by his sons & daughters 1,700 
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Payments : Rs. 
Purchase of cloths for his relatives 920 
Purchase of cloths for his family members 350 
Purchase*of cloths for poors & beggars 180 
Printing of *Maharam' cards 125 
Decoration of his house 95 
Donation to ‘Mosque’ authority 101 
Taxi fare 28 
Purchase of rice, flours, suji etc. 15 
Purchase of vegetables 42 
Purchase of fish, meat etc. 150 
Purchase of spices 60 
Purchase of fruits . 20 
Purchase of soda water 154 
Purchase tea, milk, sugar etc. 5 35 
Purchase of sweets 170 
Payments of conveyance 45 
Bakcies to maid servants 30 


You are to prepare (i) Cash statement, (ii) Separate statements of Receipts 
Payments under different heads and (iii) Final Statement of Receipts & Payments. 
(Ans. Cash in hand Rs. 880 ; Total Payments Rs. 2,520) 


(iii) Social Functions : 
19. Panchanan Ghosh, treasurer of Nabajagaran Sangha of Barasat, submits 


the vouchers and documents of following receipts and payments of Mahalakshmi 
Puja, which was held on 13th October, 1984: 


Receipts from : Receipts from : 

1984 : Oct. Rs. 1984: Oct. Rs. 

4 General fund 300 11 Donation 420 

8 Subscriptions 1,580 12 Other collections 175 

Payments for: . Payments for : 

1984 : Oct. 1984: Oct. 

4 Cloths of goddess 25 10 Final payment to decorator 200 
Cloths of priests 12 12 Lighting (W.B.S.E.B.) 400 
Cloths of secretary of the club 20 Lighting. (Light House) 

Advance to a decorator 150 hire charges for bulb, 

5 Advance for Amplifier 100 tube, tuny etc. 50 
Printing expenses 400 Entertainment expenses 
purchase of rice 25 for guests 60 

6 Purchase of banana 20 13 Honorarium to priests 21 
Purchase of apple, Final payments for Amplifier 20 
orange etc. 30 Other expenses 30 

Purchase of cocoanut 10 Purchase of cloths for 
Purchase of other fruits 70 poors and beggars 132 

1. Purchase of various Chief Minister's Flood 


goods for worship 100 Relief fund 601 
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From the above data prepare a Cash Statement, classify and condense the 
receipts and payments and prepare the Receipts & Payments Statement. 

(Ans, Total payments Rs. 2,476 ; Cloths Rs. 57 ; Decorators Rs. 350; Amplifier Rs. 120 ; 
Fruits and rice Rs, 155; Lighting Rs, 450; Entertainment Expenses Rs, 60; Honorarium to 
priests Rs. #1; Donations and Charity Вз. 733 ; Printing Rs. 400; Other Expenses Fis, 30 ; Total 
Receipts Rs. 2,475 ; General Fund Rs, 300; Subscriptions ‘Rs, 1,580 ; Donations Rs, 420; Other 
Collections Rs, 175.) 

20. From the following receipts and payments of a social function of 
Nabapatra Club, Purulia, you are to prepare an Analytical Cash Statement anda 
condensed Receipts & Payments Statement for approval in the Annual General 
Meeting of the club : 

Subscription received : From members Rs. 6,200 ; From outsiders Rs. 4,800. 

Donation received: From members Rs. 7,120 ; From outsiders Rs. 2,280. 

Expenses paid :` Postering Rs. 120 ; Postage & Telegram Rs. 320 ; Travelling 
expenses Rs. 75 ; Printing & Stationery Rs, 370 ; Entertainment and refreshment 
expenses Rs. 890 ; Hall Rent Rs. 520; Honorarium to music parties Rs. 2,280 ! 
Electric charges Rs. 230 ; Amplifier hire charges Rs. 140 ; Honorarium to artists 
Rs. 15,500; Other expenses Rs. 310. 

(dns. Total of Receipts, Rs. 21,000 ; Cash in hand, Rs. 245.) 

21. The annual cultural function of the Students’ Union of the Contai P. K. 
College was held on 3ist January, 1984. The treasurer of the Students’ Union 
received Rs. 2,500 from the principal of the college as donation. The subscriptions 
from students realised Rs. 575. The following expenses are paid for the function : 


1984 Rs. 
Jan. 26 Advance for hall rent paid 1,000 
27 Payment as printing charges for invitation card 200 
28 Travelling expenses paid for artists 120 
29 Travelling charges (for bus and taxi) 15 
30 Payment for entertainment to artists 255 
30 Payment for hire of amplifier 40. 
30 Balance of hall rent paid 520 
30 Payment for music parties 40 


Youareto prepare an Analytical Cash Statement, classified & condensed 
Statement of the transactions and Condensed Statement of Receipts and Payments 
for approval in Students’ Union meeting. 

(Ans. Total of Receipts, Rs. 3,075 ; Cash án hand, Rs, 825.) 

22. Satadal Cultural Association organised Netaji Jayanti Utsab. The 
following are the receipts and payments in connection of the function on 23rd 
January, 1984 : 

Receipts : 

Transfer from the General Fund Rs. 700 ; Donations from patrons Rs. 1,250 ; 
Special subscriptions from members Rs. 2,780 ; Receipts from the sale of books 
on life of Netaji Rs. 1,480. 

Payments : 

Construction and decoration of pandal Rs. 84000; Hire of stage fittings 
Rs. 320:00 ; Hire of musical instruments Rs. 30000; Microphone shire charges 
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Rs. 450700 ; Payment to artists Rs. 1,450700; Refreshment to artists and guests 
Rs. 275:001 Green-room materials Rs. 38000; Conveyance Rs. 175:00. Other 
expenses Rs. 85:00. 
Prepare a Cash Statement and also a final statement of Receipts & Payments. 
(Ans. Cash in hand, Rs 1,935) 


23. The following are the receipts and payments of the Shishu Kalyan Samity 
of Srirampur for annual sports held on 26th March, 1984 : 

Receipts from general fund Rs. 4,100; Special Subscription received, 
Rs. 650; Donations received Rs. 580; Government grant Rs. 300; Purchases of 
Sports materials Rs. 780 ; Purchases of prizes Rs. 1,525 ; Honorarium to referees 
Rs. 70 ; Purchases of tiffin for guests Rs, 520 ; Purchases of tiffin for competitors 
Rs. 880 ; Construction of pandal Rs. 730; Electric charges Rs. 30; Rent paid 
Rs. 15; Payment for theatre Rs. 570 ; Other Payments Rs. 130. 

Prepare a Cash Statement for Annual Sports and Receipts & Payments 
Statement after classification and condensation. 

(Ans. Oash in hand, Rs, 380; Total Hupenses, Rs. 5,250.) 


24. The following are the receipts and payments of the Bankura Sammilani 
Club for the Annual Social Function which was held on 20th March, 1984 : 

Receipts: Subscriptions from members Rs. 2,220:00; Donation Received 
Rs. 63000; Government grant Rs. 2,25500 ; Bank Interest Rs. 180°00. 

Payments; Payments for travelling Rs. 50°00; Conveyance for guests and 
artists Rs. 30°00 ; Municipal taxes Rs. 21000 ; Sports Expenses Rs. 230*00 ; Sports 
goods purchased Rs. 18000; Prizes purchased Rs. 50000; Entertainment for 
guests Rs. 35000 ; Entertainment for members Rs. 78000 ; Construction of pandal 
Rs. 400:00 ; Decoration of pandal Rs, 380700 ; Electric charges Rs. 50:00 ; Other 
payments Rs. 85°00. 

You are to classify and condense the receipts and payments of Bankura 


Sammilani Club. 
(Ans, Cash in hand Rs, 2,040 ; Total Hupenses, Rs. 3,945.) 


25, The following are the receipts and payments of the Nadia Recreation 
Club for the Annual Social Function which was held on 3rd July, 1984 ; 

Receipts Subscription from members Rs. 11,785:00; Government grant 
Rs. 2,175:00; Donation from well-known persons Rs. 1,588550; Special 
subscriptions from members Rs. 1,43150 ; Bank Interest Rs. 780:00; Interest on 
investment Rs. 920-00. 

Payments: Payments to artists: First artist. Rs. 1,200700; Second artists 
Rs. 750700 ; Third artist Rs. 420:00 ; Other artists Rs. 850:00. 

Conveynace for artists Rs. 270°00; Payments for Travelling Rs. 120:00 
Municipal Taxes Rs. 240:00; Sports Expenses Rs. 560:00; Sports materials 
purchased Rs. 1,850:00; Prize purchased. Rs. 820:00 ; Other Entertainment 
Expenses Rs. 420700; Tiffin to artists Rs, 22550 ; Tiffin to guests Rs, 187:50 ; 
Tiffin to members Rs. 476:00 ; Construction of Pandal Rs. 2,725'00 Decoration 
of Pandal Rs. 67500; Electric Charges Rs. 37250; Payments for Theatre 
Rs. 517:50. 
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Prepare Cash Statement and Statement for Receipts & Payments after 


classification and condensation of Receipts and Payments of the Social Function. 
(Ans, Cash in hand, Rs 6,001 ; Total Payments, Rs, 12,679.) 


26. ‘Tarun Dal’ club staged a drama. The transactions to stage the drama 
are given below : 


1984 : May Rs. 1984: May Rs. 

4 Collection of subscriptions 630 5 Rehearsal expenses 18 

Printing of invitation cards 70 Travelling expenses 23 

Advance paid for a 6 Collection of Subscriptions 180 

stage 51 Travelling expenses 20 

Rehearsal expenses 23 Advance to guest artists 32 

5 Collection from members 520 Printing of programmes 56 

Advance for lighting 11 Rehearsal Expenses ' 21 

Advance for decoration 21 7 Collection from members 170 

7 Rehearsal expenses 32 9 Paid to guest artists 430 

Travelling expenses 13 Paid decoration bill 170 

8 Stage rehearsal expenses 53 Paid make-up expenses 65 

Collection from members 125 Paid travelling expenses 56 
Collection of subscriptions 395 Paid hire charges of orchestra 

9 Paid rent for stage 425 & tape-recorder 150 

Paid lighting bill 120 Miscellaneous expenses 73 


Prepare an analytical Cash Statement. 
(dns, Cash in hand, Rs, 87.) 


(D) Objective Questions : 
1. Fillup the gaps : 


Vestibu Pos Statement is necessary in household accounting. 
(b) Accounting of an event is made after...... and...... 


2. Write each statement correctly : 


(a) Classification and condensation are not possible in ап Analytical Cash 
Statement. 1 

(b) There is no difference between classification and condensation. 

(c) Classification and condensation of transactions are made in Receipts and 
Payments Statement. 

(d) Cash Statement is the final Statement of Receipts and Payments. 

(e) Credit transactions are recorded in Cash Statement. 

Ans (a) Classification and condensation ave possible in an Analytical Cash Statement. 
(b) There are differences between classification and condensation. (c! Classification. and condensation 
of transactions ате made in separate statements. (d) Cash Stitement is not Final Statement of 
Receipts Ф Payments. (e) Cash transactims are recorded in Cash Statements.) 


3. Say whether the following statements are true or false. 
(i) A football match is a social function. 
(ii) Marriage ceremony is an event. 
Gii) Celebration of birth anniversary of Sarat Chandra is a social function. 
(iv) There is no difference between an event and a transaction, 
(v) Marketing for a day is an event. 


[ Ans: True: (ii), (i), (v) ; False : (i), #0) ] 
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CHAPTER Ш 


Accounting for an Event ( contd. ) 


Transaction—distincüon between transaction and Event— Analysis of Tran- 
saction—'Debit' and ‘Credit — Double Entry System—principle—advantages— 
disadvantages; Account — Debit side and Credit side ; Classification of Accounts ; 
Personal, Real and Nominal accounts—Rules for debit – credit—drilling. 


Transaction 


Definition: A few important definitions of a transaction are given below : 
As defined by L. C. Cropper “A persons dealing in money or money's worth 


are termed transaction”. 
A. Fildhouse defined “Transaction consists an exchange or transfer of value 


either in terms of money, goods or service.” 

Spicer and Peglar haye defined “Transactions comprise the exchange of value 
either in forms of money or goods or services, which are measured and expressed 
in term of money”. 

Yorston, Smyth and Brown defined “A transaction is an event involving 
transfer of money or moneys worth, the recognisation of which gives rise to 
records in the books of account.” 

Noble and Niwanger defined “Any happening which brings change in the 


pattern of assets or liabilities or proprietorship of a business concern is a financial 


transaction of it.” 
So, an event which changes the financial condition or position (i. e. change of value 


of assets, liabilities and proprictorship ) of an accounting unit is called a transaction. 

Literally, a transaction is meant by reczipt and payment. But all receipts. 
and payments are not transactions. As for example, Punamchsnd of Dantan 
placed an order to Provat Kumar of Contai to purchase goods worth Rs, 20,000. 
It is nota transaction, beciuse the financial position. of Punamchand or Pravat 
Kumar is not changed. It will be a transaction after the purchase of thesaid goods. 

Again, a transaction may be occurred without receipts and payments, As for 
example, goods costing Rs. 3,000 were lost by fire. ; In this case, the value of stock 
is decreased i. e. the financial condition is changed. So, it is a transaction. 

If an event is not measured in term of money it cannot be termed as a 
transaction. Suppose, a secretary of а’сотрапу is appointed at a monthly salary 
of Rs. 2,500. It is not a transaction on the date of appointment ; but the payment 
of salary Rs. 2,500 at the end of each month is the transaction of the company 
and also tô the secretary. gát 1 

- The transaction of an accounting unit indicates the change in financial con- 
dition of that accounting unit but not the other accounting unit. As for example, 
a portion of a proprietor’s house is damaged by fire. It is a transaction of his 
business, Simply, we can say that the main stipulations of a transaction are (i)- 
change of financial condition and (ii) measurable in terms of money. } К 
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Features of a Transaction: The main features of a transaction are discussed 
below : n А 
(I) Measurable in term of money : {f the amount of an event is measurable 
in term of money, it is called a transaction. The event which cannot be mea- 
sured in term of money, it cannot be termed as a transaction. -As for example, 
Ranen purchased goods for Rs. 1,000 ; it is a transaction, because the value of 
goods is measured in terms of money. Again, the death of an efficient manager 
causes heavy losses of the concern ; but the amount of loss cannot be measured ; 
so itis not a transaction. 

(2) Change of financial condition: Jf the financial condition of a concern 
or a person is changed by an event, it is called a transaction. As, Ahin purchased 
the books for Rs. 500 from Book Fair, 1984. The amount of cash is decreased 
by Rs. 500 and the value of the books is increased by Rs. 500 ; so it is a transac- 
tion. Again, a machine is sold for Rs. 2,800, at the same time, furniture is pur- 
chased for that amount. The total amounts of assets and liabilities are not 
changed ( i. e. neither increase nor decrease ) ; but there are two transactions 
in first transaction, the value of machine is decreased and the amount of cash is 
increased ; and, in second transaction, the value of furniture is increased and the 
amount of cash is decreased by Rs. 2,800. 

Similarly, when depreciation is charged on fixed assets, it is also a transac- 
tion : because the value of fixed assets is decreased and it is also measurable 
in term of money. So, the financial change may be of two types—(i) Quantita- 
tive change and (ii) Qualitative change. 

(i) Quantitative change: The quantitative change means the change of 
quantity of assets and liabilities. As, goods lost by fire amounted to Rs. 4,000. 
So, the stock valued Rs. 4,000 is decreased. 

(ii) Qualitative change: The qualitative change means the change of quality 
of assets and liabilities without change of quantity of assets and liabilities. As for 
example, cash deposited into Bank. In this case, the amount of cash is decreased 
and the amount of Bank is increased. 

(3) Two Sides: Every transaction must have two sides ; one is receiver and 
other is giver i, e. receipts of service and payment for services. 

(4) Transfer of goods or services; A transaction is occurred for transfer of 
goods or services. For example ; a machine is purchased from Jatin for Rs. 1,000. 
Rs. 75 are paid for wages to Rahaman i. е. the transfer of service is made. So, it 
is also a transaction. 

(5) Visible or Invisible : A transaction may occurred for visible or invisible 
causes. For example, Parimal purchased an steel aimirah for Rs. 6,000. The 
effect: of transaction is visible. 2i MC Ne 

Again, the value of the almirah is decreased Rs. 600 per annum. So, deprecia- 
tion is:tó:be charged for Rs. 600 p. а. The effect of the transaction is also invisible. 

zh 6. Completeness: Every- transaction is self-sufficient. For example, on 
ке Decembzr, 1984. Gikoyad purchased goods for Rs 1,000 on credit and he paid 


Rs. 1,0)).0n 2ad December, 1984. There are two transactions—(i) the purchase - 


of goods on credit on lst- December, 1984 is a transaction and (ii) the payment 
of Rs, 1,000 on 2nd December, 1984 in a separate transaction. 
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“7, Aécounting Evidence + “Every transaction must be evidencii by aceto) 


B 


documents /. e. vouchers, cash memoes, notes etc. ` 2 «e vhs 


Relation between Event and Transaction 


A bundle of financial activities or transactions is called an event. So, each. 


transaction relating to a process may be called an event. In a broad sense, the 
whole process may be called an event. *A transaction is an event which involves 
transfer of money or money's worth, the recognisation of which gives rise to 
record in the books of account'. Ifan event has the following features, it may 
be called a transaction : (i) Its measurable in term of money, (ii) It indicates the 
change of financial condition (iii) It transfers the assets or services, and (iv) It has 
two sides. If an event has above four features, it may be called a transaction. If 
any of the above four features of an transaction is not in an event, it cannot be 
called as a transaction. An event which cannot be measured in term of money, 
but it has other three features, may not be called a transaction, For this reason, 
the famous authors of accountancy told. “АП transactions are events but all 
events are not transactions." The above quotation may be explained in the follow- 
ing transactions: (a) Matilal received Rs. 25,000 from life insurance policy, 
(b) He purchased a plot of land for Rs. 16,000, (c) He purchased furniture for 
Rs. 2,000, (d) He spends Rs. 6,000 for his grand daughter's marraige, (e) He 
donates something at the time of his family festival, (f) He is appointed asa 
company secretary for monthly salary of Rs.2,200. The item of (a), (b), (c) 
and (d) of the above events are all transactions, but the events of (e). and (f) are 
nottransactions. There is no amount of money in the case of (e) and there is no 
transfer of assets and services in the case of (f). 


Differences between an Event and a Transaction: The differences between 


event and transaction are given below : 
Pat RGN Rint nen чы —_‚——‚‚———=—=—=ө—ө—ө——— 


Event Transaction . ; 
1; All events may not be tran- | 1, Alltransactions must be évents. 
sactions. í f ei 
2. Allevents are not measurable 2. All transactions are measurable 
in terms of money. in term of money. 
3. It is used in a broad sense. 3. It is used in a narrow sense. - - 
4. All happenings are events, 4. All financial happenings are 


transactions. 


orner 


Classification of Transactions; Firstly, on bēsis of receipts and payments 
of cash, all transactions are divided into two classes : (a); Cash Transactions and 
(b) Non-cash Transactions. - ~~ Р ` 

(a) Cash Transactions : The. transactions which are EN іп uM or by 
cheque are called cash transactions. Аз, Paresh Nik a portrait of Netaji 
for Rs. 25 and paid in cash ог by cheque. 

(b) Non-cash Transactions: The transactions which are rot made in cash or 
by cheque are called non-cash transactions. The transactions are divided into 
two classes: (i) paper transactions and (ii) credit transactions. 


^ Pages нн › Toe vesnstatione which do at indien to реу 1o um 
Маду ө зө rotos зе wey bady, Dag рене in менм for эд}, ore 
dili qus нена cm А, penta не битире) in um эдем coating Bs xn 
Conde Promna ' E T thet the emsoss 


Moles fer ditebwisdóng Coid Tromortisns ant credit Trassactions | The rule 
or биигиме vw нына ond erode transactions are given below | 

Сид Роне 
" Wf the venis "m coed! ot ‘for inh or Фу cheque’ аге inserted with the 


А, peels n wat for cmt Ва, 2000 Ramesh paid wages by cheque Ri. 90. 
E M the mtn of төртө” and ‘pirer’ aed the words 700 erodh’ are not 
c sean ict 
Ак, quid чнч Wa, FI i vdd got Ra. 42%. 
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Роне mm 
“ Иде weeds чо condi ave еме with (М нов An goods 
e hd өк ered Bs, RAI ттд» ove рәм oa credit Wa, 1,900. 
= M the cames of "төннөн," end ри" ave prven and the words "in cook’ ө! 


Ж Thee sti itd à биий) мон of te Anteil General Meeting. 
Ths tu Ара vo ређа (эта ‘or Re 600 
The chi вручені à secretary, we = тоне Wa. 900 s salary per 


bi Tha ctu реечные o oing fes for Re. $90. 
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(1) Received subscriptions 2,100 10 Charged ерине ха 
(2) Paid wages 4% Petchead à tte 
(3) Purchased an almirah LI SER 
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Solution | 
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(i)° Paper Transactions : The transactions which do not indicate to pay to any 
body or to receive from any body, but recorded in accounts for adjustment, are 
called paper transactions, As, goods are damaged in an accident costing Rs, 300. 

(ii) Credit Transaction: The transactions which indicate that the amounts 
are to be paid or to be received from anybody in future, are called credit 
transactions. As, goods are purchased from Lila on credit Rs. 1,000. 

Secondly, on the basis of relation with accounting unit, the transactions are 
divided into two classes: (a) External Transactions or Business Transactions 
and (b) Internal Transactions or Accounting Transactions. 

(b) External Transactions or Business Transactions: The transactions which 
are made for exchange of goods or services in terms money or money’s worth are 
called external transactions. As, Dr. Kamal Banerjee purchased furniture for Rs. 100. 

(b) Internal Transactions or Accounting Transactions: The transactions 
which are inade for adjustment of provision for depreciation, provision for 
doubtful debts, outstanding expenses or incomes, accrued expenses or incomes etc. 
are called Internal Transactions. © As, charge depreciation @ 5% on plant & 
machinery for Rs 1,000. 

Rules for determining Cash Transactions and credit Transactions : The rules 
for determining cash transactions and credit transactions are given below : 

Cash Transactions : 

(i) Ifthe words ‘in cash’ or ‘for cash’ or ‘by cheque’ are inserted with the 
transactions. ; 

As, goods are sold for cash Rs, 2.000 ; Ramesh paid wages by cheque Rs. 90. 

(ii) If the names of ‘receiver’ and ‘giver’ and the words ‘on credit’ are not 
in transactions. 

As, paid wages Rs. 200 ; sold goods Rs. 4,200. 

Credit Transactions : 

(i) If the words ‘on credit’ are inserted with the transactons. As, goods 
are sold on credit Rs. 2,950 ; goods are purchased on credit Rs. 1,970. 

(ii) If the names of ‘receiver’ and ‘giver’ are given and the words ‘in cash’ or 
“for cash’ are not given in transactions. 

As, sold goods to Sourin Rs. 3,000 ; purchased goods from Jonaki for Rs. 980. 

Illustration 1: State, with reasons, which of the following events should be 
recorded as transactions in the books of Pravati Sangha of Bankura : 

(a) The club received subscriptions in cash amounting to Rs. 2,100. 

(b) The club issued a financial statement at the Annual General Meeting. 

(c) The club decided to purchase furniture (ог Rs. 600. 

(d) The club appointed a secretary, who will receive Rs. 500 as salary per 
month. : й 
. (e) The club purchased a ceiling fan for Rs. 500. 
"(f) The club paid audit fees Rs. 500 tò an auditor. 

Solution: ` ‘ee d 

(a) Onxeeeipr of subscriptions, the financial condition of the club is develo- 
ped. So, it isa transaction. 3 

(b) On issue of financial statement, thi ia iti ; 
ey S фт ушы the financial condition of fhe club is 
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(c) The decision to purchase furniture for Rs./€00 is a mental make up and 
does not change any financial condition, So, it isnot a transection, . , 

(d) The appointment of a secretary does not change the financial condi- 
tion of the club. So, it is not a transaction. 

(e) On purchase of a ceiling fan for Rs. 500, the value of equipments is in- 
- creased. So, it is a transaction. 

(f) On payment of audit fees Rs. 500, the amount of cash is decreased. So, 
itis a transaction. 


Illustration 2: Classify, with reasons, the following transactions whether 
they are (a) Cash transactions or Credit transactions, (b) External transactions ot 
Inte rnal transactions : 


Rs. Rs. 
(1) Received subscriptions 2,100 (4) Charged depreciation 300 

(2) Paid wages 420 (5) Purchased a table 
(3) Purchased an almirah on credit 870 
in cash 780 (6) Received donation 285 

Solution : 
Classes of [ransacuons Reasons 
1. (a) Cash Transaction 1. (a) The amount of cash Rs. 2,100 were fecelved 
for subscriptions. 

(b) External Transaction (b) Cash Rs. 2,100 were received from members 
i. e, outsiders. 

2. (a) Cash Transaction 2. (a) The amount of cash Rs. 420 were paid for 
wages. 

(b) External Transaction (b) Cash Rs. 420 were paid to labourers i. e. 
outsiders. 

3. (a) Cash Transaction | 3. (a) Cash Rs. 780 were paid for puri ан ап 
almirah. 

(b) External Transaction (b) The almirah is purchased from a furniture 
suppliers i. e. outsiders. 

4, (a) Non-Cash Transaction | 4. (a) Cash or cheque is not paid for deprecia- 
tion. 

(b) Internal Transaction (b) Depreciation is charged on fixed assets. 
So, any outsider is not related to the 
transaction. 

5. (a) Credit Transaction 5. (a) A table is purchased on credit. So, cash or 
cheque is not paid for the table. 

(b) ExternalTransaction (b) The table is supplied by a furaiture 
suppliers. 


6. (a) Cash Rs. 285 are received for donation. 


e 


. (a) Cash Transaction 


(b) Cash, Rs. 285 for donation is paid by 


(b) External Transaction 
donors i. e. outsiders. 
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(2) Paper Transactions : The transactions which do not indicate to pay to any 
body or to recsive from any body, but recorded in accounts for adjustment, are 
called paper transactions, As, goods are damaged in an accident costing Rs, 300. 

(ii) Credit Transaction : The transactions which indicate that the amounts 
are to be paid or to be received from anybody in future, are called credit 
transactions. As, goods are purchased from Lila on credit Rs. 1,000. 

Secondly, on the basis of relation with accounting unit, the transactions are 
divided into two classes: (a) External Transactions or Business Transactions 
and (b) Internal Transactions or Accounting Transactions. 

(b) External Transactions or Business Transactions: The transactions which 
are made for exchange of goods or services in terms money or money's worth are 
called external transactions. As, Dr. Kamal Banerjee purchased furniture for Rs. 100. 

(b) Internal Transactions or Accounting . Transactions : The transactions 
which are made for adjustment of provision for depreciation, provision for 
doubtful debts, outstanding expenses or incomes, accrued expenses or incomes etc. 
are called Internal Transactions. ' As, charge depreciation @ 59, on plant & 
machinery for Rs 1,000. 

Rules for determining Cash Transactions and credit Transactions : The rules 
for determining cash transactions and credit transactions are given below : 

Cash Transactions : 

(i) If the words ‘in cash’ or ‘for cash’ or ‘by cheque’ are inserted with the 
transactions. е 

As, goods are sold for cash Rs. 2,000; Ramesh paid wages by cheque Rs. 90. 

© (i) Tf the names of ‘receiver’ and ‘giver’ and the words ‘on credit’ are not 
in transactions. 

Аз, paid wages Rs. 200 ; sold goods Rs. 4,200. 

Credit Transactions : 

(i) Ifthe words ‘on credit’ are inserted with the transactons. As, goods 
are sold on credit Rs. 2,950 ; goods are purchased on credit Rs. 1,970. 

(ii) If the names of ‘receiver’ and ‘giver’ are given and the words ‘in cash’ or 
‘for cash’ are not given in transactions. 

‘As, sold goods to Sourin Rs. 3,000 ; purchased goods from Jonaki for Rs. 980. 

Illustration 1: State, with reasons, which of the following events should be 
recorded as transactions in the books of Pravati Sangha of Bankura : 

(a) The club received subscriptions in cash amounting to Rs. 2,100. 

(b) The club issued a financial statement at the Annual General Meeting. 

(c) The club decided to purchase furniture for Rs. 600. 

(d) The club appointed a secretary, who will receive Rs. 500 as salary per 
month. E 

. (e) The club purchased a ceiling fan for Rs. 500. 
“(fy The club paid audit fees Rs. 500 to an auditor. ` 

Solution: ts” Ў 

(a). Оп receipt of subscriptions, the fi 
ped. So, it is a transaction. Е 

(b). On issue of financial statement, the financi 
not changed. So, it isnot a transaction, =~ Ў 


nancial condition of the club is develo- 


al condition of the club is 
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(€) The decision to purchase furniture for Rs.:€00 is а mental make up and 
does not change any financial condition. So, it is not a transection, . „= 

(d) The appointment of a secretary does not change the financial condi- 
tion of the club. So, it is not a transaction. 

(e) On purchase of a ceiling fan for Rs. 500, the value of equipments is in- 
creased. So, it is a transaction. 

(f). On payment of audit fees Rs. 500, the amount of cash is decreased. So, 
it is a transaction. 


Illustration 2: Classify, with reasons, the following transactions whether 
they are (a) Cash transactions or Credit transactions, (b) External transactions or 
Internal transactions : 


Rs. Rs. 
(1) Received subscriptions 2,100 (4) Charged depreciation 300 
(2) Paid wages 420 (5) Purchased a table 
(3) Purchased an almirah on credit 870 
in cash 780 (6) Received donation 285 
Solution : 
ГЕ ЕАБР ЕЕЕ ——————————— 
Classes of [ransacuons Reasons 
1. (a) Cash Transaction 1. (a) The amount of cash Rs. 2,100 were received 
for subscriptions. 
(b) External Transaction (b) Cash Rs. 2,100 were received from members 
i. e, outsiders. 
2. (a) Cash Transaction 2. (a) The amount of cash Rs. 420 were paid for 
wages. 
(b) External Transaction (b) Cash Rs. 420 were paid to labourers i. e. 
outsiders. 
3. (a) Cash Transaction | 3. (a) Cash Rs. 780 were paid for ЗАЙН ай ап 
almirah. 
(b) External Transaction (b) The almirah is purchased from a furniture 
suppliers i. e. outsiders. 
4. (a) Non-Cash Transaction | 4. (a) Cash or cheque is not paid for deprecia- 
tion. 
(b) Internal Transaction (b) Depreciation is charged on fixed assets. 
So, any outsider is not related to the 


transaction. 
5. (a) A table is purchased on credit. So, cash or 
cheque is not paid for the table. 
(b) The table is supplied by а furniture 
suppliers. 
6. (a) Cash Rs. 285 are received for donation. 


5. (a) Credit Transaction 
(b) External Transaction 


6. (a) Cash Transaction 


(b) Cash, Rs. 285 for donation is paid by 


(b) External Transaction 
donors i. e. outsiders. 
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ita ALS ig Analysis of Transaction 


Every transaction has two sides—one is benefit receiver side and other is 
benefit giver side i.e. one party is receiving benefit and one party is giving 
benefit, The benefit receiver party is called debtor party and the benefit giver 
party is called creditor party. In scientific system of accounting i. e. Double 
Entry system, the details of both parties of transactions are to be recorded. “The 
debtor party is to be debited and the creditor party is to’ be credited for 
the details recording of all transactions. Besides this method, all information of 4 
transactions are not to be recorded in the books of account. As for example, 
Paresh purchased a table fan for Rs. 450, It effects two sides—cash is decreased 
by Rs. 450 and the value of table fan is increased by Rs. 450. So, the informa- 
tion relating to cash and table fan are to be recorded. Simply, we can say that 
two sides of the entries are to be recorded for each transaction i. е. one side is 
debited for an amount and other side is to be credited for the same amount. On 
analysis of a transaction, R. N. Carter said, “Буегу debit must have а correspond- 
ing credit and vice versa." 

The two fold aspect of transactions can be explained by the example, On 
March, 1,1984 Srikrishna gave Rs. 500 to Sri Balaram. In this case, Sri Balaram 
in receiving the benefit and Srikrishna, is giving the benefit, So, Sri Balaram is 
the receiver party and Sri Krishna is the giver party. The transaction can be 
recorded in the books of Sri Krishna by debiting Sri Balaram Account and credi- 
ting cash Account. Similarly, it can be recorded in the books of Sri Balaram' by 
debiting Cash Account and crediting Sri Krishna Account. 

The recording of Ledger accounts in the books of Sri Krishna and Sri 
Balaram are given below : 


In the Books of Sri Krishna 


BREE BALARAM ACCOUNT 
Dr. Or. 
———————-——————. —-—— _— 
Date | Partioulars | J.F. | Amount | Date Particulars ЛЕ | Amount 
1984 | Ba | m 
Mar. 1 То Cash Account | 500 
| 
OASH ACCOUNT 
Dr. Or. 
КД О ОКЫ ы in NS ES ee ee 
Date | Particulars G | Amount | Date Particulars |гт. | Amount 
| Bs | 181 (ну: | 
| Mar. 1 | By Sree Balaram | 
Account j, 500 
| 


TRANSAOTION 17 


In the Books of Stée Balaram ^^^ 
| А BREE KRISHNA AUCOUNT 


| Dr. 
Date un me | Date | Particulars | LE. лола 
| | Re. (| 1984 Re. 
j | Mar. 1 By Oash Account 500 
| b: 
OASHZACCOUNT 
Dr. : | i ior, 
Data | Pastlonlars |а.) Amount | Date | Paridem | z| Amount 
1984 | | Be | | Re. 
Mar. 1 | To Bree Krishna Account | 500 
| | | | 
Debit and Credit 


The scientific system of accounting is based on ‘debit’ and сеш, These 
two words are explained below : 

Debit: The word ‘Debit’ comes from Latin word ‘Debitum’ It means 
‘what is due or owed’. But it is used for special meaning in accounting. The 
word ‘debiting’ means to write in left hand side of an account. Again, the account 
. in which the value of a transaction is recorded in the left hand side is called debit 
account. The account which receives benefit is called debtor account. ‘To 
debit’ means ‘to give’. ( 

Credit: The word ‘credit’ comes from Latin word ‘credre’. It means 
‘what is trusted’. But it is used for special meaning in accounting. The. word 
‘crediting’ means to write in right-hand side of an account, Again, the: account 
in which the value ofa transaction is recorded in right-hand side is called debit 
account. The account which gives something is called creditors account. *To 
credit" means ‘to receive’. sey nda 

To explain these two terms, L. C. Cropper said. “Тһе left hand side of a 
Ledger account is known Debit (Dr.) side. The right hand side of the account 
is known as Credit (Cr.) side.” Spicer & Peglar also said that “The account 
which receives value is debited. The account which gives value is credited. Teh 

According to the Theory of Personification of Accounts, every account is 
treated as a person. When a transaction is occurred, an account receives benefit 
and other account gives benefit. The account which receives benefit is called 
‘Debtor’ and the account which gives benefits is called ‘Creditor’. · thy, Ж 
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Entry: The recording of a transaction in the appropriate place and in the 
appropriate account is called Entry. The recording of a transaction in journal is 
also called entry. Again, recordings of transactions in journals are called journal 
entries. The recoruing of one sided aspect of a transaction in an account is also 


called entry. 


Systems of Accounting 


Generally, financial results and financial position of an accounting unit is 
determined by two system of accounting (1) Double Entry System and (2) Single 


Entry System. 
(1) Double Entry System 


Definition: The important definitions given by famous authors are quoted 
below : 

“Double entry book-keeping is a system by which every debit entry is 
balanced by an equal credit entry.”—A. Stcphen 

“Double Entry: The system in book-keeping whereby every transaction 
that has to be recorded, gives rise to two entries, the one a credit and other a 
debit, so that total credits always equal to total debits."—J. L. Hanson. 

“Double Entry Book-keeping recognises that every transaction which can be 
recorded in terms of money involves the receiving of value by one or more 
persons and the giving of equivalent value by another or others.”—Spicer & Pegler. 

So, simply we can say that the system of Book-keeping which is designed to 
record the two fold aspect of a transaction i. е. debit aspect and credit aspect, so 
that total debits equal to total credits is called Double Entry System. 

In Chapter IL, accounting of an event is made by preparing Cash Statement 
and Receipts & Payments Statement after classification and condensation of 
receipts and payments of an event, But the transactions of a business cannot be 
recorded by preparing Cash Statement and Receipts & Payments Statement. 

_. The objects of the accounting can be divided into two classes—(a) stewardship 
object and (b) Managerial object. 

' (a) Stewardship Object: Тһе person who is appointed to maintain а parti- 
cular work or asset is called steward. The proprietors or other related person 
may want few statements of the work or assets at the end of a fixed period of 
time. The steward submits the necessary reports after classification of transac- 
tions, with analysis and explanations in such a manner that proprietors or other 
related persons can understand these easily. 


(b) Managerial object: The person who is appointed to manage a concern 
is called a manager. The manager frames the rules of management at first and 
prepare the budgeted income statement with estimated receipts and payments and 
other important statement to control the future activities of the concern and to 
take necessary steps for future events, 

So, the system of accounting will be in a scientific manner that all related 
persons of the concern can understand it easily. The Double Entry system is 
universally used in accounting as a scientific system. —  — = = Т 0O U 
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At first, the Double Entry system. is written in the book named, System of 
Accounting by Luca Pacioli, a clergyman. It is also proved that the Double Entry 
system is discovered before Luca Pacioli. After the Industrial Revolution, the 
system is widely used by the English at the age of colonial. 

Double Entry Principle: The main principles of Double Entry is: Every 
transaction is to be recorded in two accounts—one is reco. ded in oppo ite side 
of an other account. The debtor party is to be recorded in the debit side and 
the creditor party is to be recorded in the credit side of the related accounts. 
Prof. H. Chakravorty comments on the principle of Double Entry system that 
"The account receiving the benefit should be charged and the Account giving the 
benefit should be discharged in each and every case of transactions without any 
exception." “Whenever any Account receives benefit, it is debited and the 
Account which renders the benefit, is credited." As a re-ult, the full picture of 
each transaction reveals in the books of accounts and the related persons of the 
concern can collect all necessary information. 

Importance or advantages of Double Entry System : The accounting in 
Double Entry system is universely used in modern age. Fieldhouse explained 
the importance in following sentences: “И is a system which is absolutely perfect 
in its arrangement and mathematically accurete in its results.” “This system 
does not arise from the quantity of the work involved, but necessity to perfectly 
record every transaction”. The advantages of recording transactions under 
Double Entry system are given below : : 

(1) Two aspects of a transaction (1. e. debit aspect and credit aspect ) are 
recorded under this system. 

(2) The arithmetical errors, if any, can be detected by preparing a trial 
balance. Because every transaction is debited and credited with two separate 
accounts with equal amounts. So, sum total of debits and sum total of credits 
must be equal. 

(3) Under this system, all nominal accounts are recorded systematically, 
For this reason, Revenue accounts (i.e. Trading and profit & Loss Account or 
Income & Expenditure Account) are prepared to determine financial results 
(4. e. profit or loss and surplus or deficit ). 

(4) Under this system, the financial position of the accounting unit can 
be determined correctly. Because, all assets and liabilities are separately recorded 
and Balance Sheet can be prepared. 

(5) The detail information of purchases and sales of goods are recorded. 
So, total sales, total purchases and value of stock are correctly ascertained, 

(6) The detailed information of debtors and creditors are recorded under 


this system. So, proprietors are enable to take correct measures for realisation of 


assets and payment of liabilities. 

(7) Under this system, errors are correctly detected, For this reason, 
employees are in mental pressure for errors, frauds etc. 

(8) All types of information are available in accounting under this system. 
The organisers or managers сап take necessary steps with these information. 
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(9) ` The progress or downfall of a concern can be determined by detailed 
accounting under this system. The correct measure can be taken for future 
progress of the concern. ! 2 

(10) The system of accounting is universally used and government, Income 
Tax authority, Sales Tax authority etc. recognise the accounting under this 
system. 

(11) The numberless transactions of a large scale industry are systematically 
and correctly recorded under this system. 

Disadvantages of Double Entry System: The disadvantages of accounting 
under Double Entry system may arise. These are discussed below : 

(a) The accounting under this system is critical. The technique of accoun- 
ting under Double Entry System must be known by the book-keeper. 

(b) The accounting under this system is very expensive. Because, two 
‘accounts are recorded for each transaction and accounting is made in two stages 
(i. е. Journal and Ledger ). А 

| (c) The efficient employees can record books under this system, but inefficient 
employees cannot record these transactions. 

(d) Small industries, like grocery, vegetable seller, hawkers- cannot keep 
books under this system. ) 

‘At last, we сап say that the advantages of the Double Entry System аге more 
than their disadvantages. So, it is used in book-keeping universally. 


Single Entry System 


Definition: As defined by Е, L. Kohler “А system of book-keeping in 
which only records of cash and of personal accounts are maintained; it is 
always incomplete double entry varying with circumstances." П is called Single 
Entry System. 

So, an accounting system in which two-fold aspects of all transactions are 
not recorded in books of accounts or an accounting system which is not a complete 
Double Entry-System, is called Single Entry system. 

Under Double Entry System, every transaction is recorded in debit side of 
an account and in credit side of another account. But, under Single Entry 
System, every transaction is not always recorded’ in a side of an account and 
opposite side of another account. 

Under this system, generally following three types of books are recorded : 

(1) Cash Book—Cash receipts and cash payments 

(2) Debtor's Account—from whom cash is to be received 

(3) Creditor's Account—to whom cash is to be paid. 

When above three types of books are maintained under single entry system is 
called Pure Single Entry System. But pure single entry system is followed in only 
few cases. It may vary from concern to concern. 

Generally, transactions relating to personal accounts are recorded in both 
sides of that accounts. The transactions relating to real accounts and nominal 
accounts are only recorded in receipts side and payment side of cash Book.” But 
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real accounts} and nominal accounts are not maintained. For this reason, а 
famous author of Accountancy said “The method which goes by the name of 
Single Entry is nothing but an admixture of Single Entry, Double Entry and No 
Entry." A Fildhouse said “Single Eatry is faulty, incomplete, inaccurate, unscien- 
tiüc and unsystematic style of account keeping." Similarly, M. C, Sukla and 
J.S. Grewal said that “Single Entry System of Book-keeping is really no system 
at all.” К, №. Carter said that it cannot be called as a system of book-keeping. 
It may be called accounting from incomplete records. 

Usual Features of Single Entry System: All accounting unit or concern. do 
not maintain their books in same principle of Siagle Entry System, But the 
following usual features are shown in Single Entry System : 

(а). Under this system, Cash Book is maintained i.e. cash receipts and cash: 
payments, Debtors’ Account for. claims against persons, and creditors Account 
for claims to persons. 

(2). Under this system, maximum transactions are recorded in Cash Book 
So, Cash Book supplies maximum information. 

(3). Under this system, Nominal accounts are not maintained, So, informa- 
tion relating to incomes and expenses is collected from receipts, vouchers, 
invoices etc, х 

(4) Small-scale industries can maintain their books under Single Entry 
System. But large scale industries cannot maintain their books under this’ 
system. According to the Companies Law 1956, all companies аге bound to 
maintain their books under Double Entry System. 

Advantages of Single Entry System : The concern who maintain their. books 
of accounts under Single Entry System, may obtain the following benefits : 

(1) Any person or employee can maintain their books under Single Entry 
System. Because, there no necessity of speialised knowledge for this system. 

(2) Under Single Entry System, minimum number of accounts are to be 
maintained. Generally, Cash Account, Debtors Account and Creditors Account | 
are maintained. 

(3) Accounting expenses are minimum under this system. Because small 
number of employees are engaged in accounting. 

(4) The retail shops ( like hawkers, grocery, tailoring shop etc.) аге 
maintained their books under Single Entry System. 

(5) Secrecy of accounting is to be maintained under this system. Generally, 
proprietors or closely related persons of the proprietors are maintained the books 
accounts. 

(6) At last, we can say that if there are few advantages of accounting under. 
Single Entry System, yet the Double Entry system is acceptable in all concerns, 

Disadvantages or Defects of Single Entry System : If the concerns maintain 
iheir books under Single Entry System, the following disadvantages Or defects 
may arise : E 

(1) The. accounting under Single Entry System is not dependable or Я 
realiable. _ м e 


| 
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+, (2) The oral reports. of employee. and proprietor are the main source.of 
accounting under Single Entry System. Because, Nominal accounts are-not 
maintained under this system. The correct particulars may not.be. written under 
this system, : l 

(3) The arithmetical accuracy of accounting under Single Entry System can 
not be tested by preparing a Trial Balance. Because, both sides of all transac- 
tions are not recorded under this system, 

(4) The details of incomes and expenditures are not recorded under this 
system. So, Incomes & Expenditures Account and Trading and Profit & Loss 
Account are not prepared. 

(5) The details of assets and liabilities are not recorded under this system. 
So, the statement of assets and liabilities ( i. e. Balance Sheet ) is not prepared. 

(6) The necessary information for budgeting and programming is not 
available under this system, 

(7) The necessary information of valuation of assets is not available under 
this system. Because, all details of transactions are not recorded. 

(8) The necessary information of valuation of assets is not available under 
this system. Because, all details of transactions are not recorded, 

(8) The books of accounts which are prepared under Single Entry System; 
are not accepted by Bank, Insurance, Income Tax, Sales Tax Authority etc. 

(9) The chances of frauds, misrepresentation and errors are maximum under 
this system. 

(10) The companies cannot maintain their books under this system. 

At last, it is to be said that the systems are used by the limited concerns. 


Differences between Double Entry System and Single Entry System : The 
differences between Double Entry System and Single Entry System are given 


“below : 


_ ———-— 


Double Entry System Single Entry System 


1. The all details of personal 1. Cash account and personal 
accounts are recorded under this system. 
So, all detailed information are not 
available under this system. 


accounts, Real accounts and Nominal 
accounts are recorded under this system 
and all information of accounting are 
available under this system. i 

2. The accounting under this sys- 
tem is very expensive. Because, maxi- 
mum number of day books and Ledger 
accounts are maintained. 

3. Two aspects of all transactions 
are recorded under this system. For 
this reason, totals of debit balances and 
credit balances are always equal. 


2. The accounting under this sys- 
tem is comparatively less expensive. 
Because, minimum number of day books 
and Ledger accounts are maintained. 

3. Two aspects of all transactions 
are not recorded under this system. For 
this reason, the arithmetical accuracy of 
recording of transactions are not tested 
by preparing a Trial Balance. 


A 


AOCOUNT 


Double Entry System 


4, The efficient accountants or 
book-keepers are necessary for recor- 
ding of transactions. 

5. The mistakes of accounting 
can be detected easily under this 
system. 

6. The comparative study with 
various accounts is possible under this 
system. 

7. Thesecrecy of accounting can 
not be maintained under this system, 
because the accounts are maintained by^ 
many employees. 

8. The procedure of accounting 
under this system is not changeable or 
flexible ; because it is based on scien- 
tific system. 

9, The system is developed 
through evaluation from ancient time. 

10. Under this system, transac- 
tions are recorded in two stages (a) 
Journal and (b) Ledger. 

11. The financial results is deter- 
mined by preparing Income & Expendi- 
ture Account in the case of a non tra- 
ding concern and Trading and Profit & 
Loss Account in the case of a trading 
concern. 

12. The financial position is deter- 
mined by preparing a Balance Sheet of 
an accounting unit. 
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Single Entry System У 
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4, The any employee can record 
all transactions under this system. 


5. The mistakes of accounting can 
not be detected easily under this 
system. 

6. The comparative study with 
various accounts is not possible under 
this possible, 

7. The secrecy of accountancy can 
be maintained under this system ; be- 
cause, the accounts are maintained by 
very few employees or proprietors. 

8. The procedure of accounting 


under this system is flexible or changea- 
ble ; because it is not based on scienti- 
fic system. 

9. The system is old and used by 
maximum accounting unit. 

10. Under this system, transac- 
tions are not recorded in a definite 
method. 

1l. The financial result is not 
determined by preparing any account. 
It may be determined by preparing a 
statement of affairs. 


12. The financial position cannot 
be determined by preparing a Balance 
Sheet. A statement of Affairs may be 
prepared to ascertain the financial posi- 


tion, but it is not reliable. 


——MM————Ó——————7 


Account 


Definition : 


R. М. Carter defined “An account is a Ledger record, in а sum- 


marised form, of all the transactions that have taken place with the particular 


person or thing specified." 


E. L. Kohlar defined “А formal record of a particular type of transaction 
expressed in money or other unit of measurement and kept in a ledger" is called 


an Account. 


So, an account is a statement of transactions expressed in money or other 
unit of measurement and kept in a Ledger to ascertain the relation and position. 
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ГА 
“with the acedunting unit. An account isa summarised statement of transactions - 


relating to person, asset or incomes & expenses. - 

Sides of Account: An account is divided into two parts by drawing а 
straight line horizontally from top to bottom. So, every account has two sides— 
(a) Debit side and (b) Credit side. 

(a) Debit Side: Left-hand side of every account is called debit side of that 
account. Under Double Entry system, debit aspect of every transaction is 
recorded in debit side of a related account. At the end of left-hand side, the 
word ‘Dr.’ is written. 

(b) Credit Side: Right-hand side of every account is called credit side of 
that account. Under Double Entry System, credit aspect of every transaction is 
recorded in credit side of related account. At the end of right hand side of an 
account, the word ‘Cr.’ is written. 

Shapes of Account: An account may be prepared in two ѕһареѕ—(1) T- 
shaped or Skeleton T-Account (2) Standard T-Account. 

(1) T-Shaped Account or Skeleton T-Account : The account is formed like a 
capital letter of *T' i. e. the account is only divided equally into two parts by 
drawing а straight line from top to bottom without drawing any other columns 
like date, particulars, amount etc. A specimen form of a T-shaped account 
is given below : 


(NAME)... cce ACCOUNT 


(2) Standard T-Account: The form of an account is an enlarged sketelon 
T. Account i. e. T-Account with ‘Date’, ‘Particulars’, ‘J. Е”. and ‘Amount columns’ 
of each side. A specimen form of a standard T-Account is given below. 


(NAME)--»--AOCOUNT 


Dr. Or. 
Date Particulars | J d Amount| Date у Particulars | J.F. | Amount 
Rs, | Rs. 


ones 


The columns of debit side and credit side are same types and сиби іп ‘the 
following manner ; 

(1) Date: The date of transactions are record:d in this сайы 

(2: Particulars: The details of each transaction are recorded in this 
column, In debit sida of each account, the name of account, which is to be 
credited, is written after writing.the word ‘To’ at first. In tne credit side of each 
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аёсоши, the name of account. which is to be debited; is written after- writing the. 
word: ‘By’ at first.” 

(3). Journal folio Number (J.F.): Under Double Entry n all 
transactions are recorded іп two stages i.e. at first in journal and later on in 
ledger accounts. The page numbers of journal or day books are recorded in 
this columns when the details of transactions are posted in related accounts in 
Ledger account. 

(4) Amount: The amount of transactions are recorded in this columns. 


Origin of Account 
or 
Classification and Condensation Vs. Account 

Classification of transactions of an event into similar type of receipts and 
payments and determination of total of each class are called classification and 
condensation. 

An account is a statement of formal record of transactions in terms of money 
which is recorded in a journal. 

So, classification and condensation of receipts and payments and accounts are 
interrelated with each other; because, these two statements are summarised 
statement. 

But, the classification and condensation of receipts and payments are not 
accounts. There is no definite rule for classification and condensation of transac- 
tions. Before recording of transactions, debit aspect and credit aspect of transac- 
tions are determined and debit aspect of transactions are recorded in debit side 
of an account and credit aspect of transactions are recorded in credit side of an 
other account. Classification and condensation of transactions are made according 
to need of the users of the information. But ће idea of account is created by 
the classification and condensation, The valuable information of an event is 
available from classification and condensation of transactions like recording of 
transaction in accounts under Double Entry System. So, the learned man of 
accountancy said “The need for classification and condensation of records of 
financial transactions have given rise to the idea of accounts under distinct heads.” 


Account—a Code or language 


The learned men of accountancy called an account is a code or Janguage. 
Man can express his thinkings and opinion through the language and can under- 
stand the wants of another. So, the daily life of human beings is conducted with 
the help of language. If a man cannot und-rstand the language of another, he 
cannot know the wants of another and cannot fulfil his wants and purposes. 
Similarly, an account is the language of a business, by which the related persons. 
òf the business'can know the nature, organisation, administration, managément,, 
éontrol and transactions of a business. Ifa man cannot collect the available in- 
formation from an account і. е. he cannot understand the language of the 
business, he cannot determine the nature, organisation, management and control 
ofthe business. For this reason, Mason, Dividson and Scinder said ''Accouns 
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ting is the language in which most business events are expressed." The owner, 
director, Investor, Bank, employees, Government, lawyer of а business or 
accounting unit use the accounts of the concern аза language, by which they 
can work according to the nature of the concern. 

But one can know a language after acquiring the knowledge of letters, 
wordings, formation of sentences etc, Similariy, one can know the accounts of 
а concern after acquiring the knowledge on terms, phraseology and concepts of 
the accountancy. ^ 

The accountancy has been enriched and developed through evaluation of 
soceity in passage of time. Similarly, the recording of transactions in accounts 
have already been developed according to change of size and nature of an 
accounting unit. At present, maximum accounting units record their books 
under scientific system i. e. Double Entry System. For this reason, the learned 
men of accountancy told “An account is the code or language in which Accoun- 
taney records and supplies information," 


Balancing of Accounts 


Definition: The determination of balances of accounts which are recorded 
in dilferent pages. of Ledger by comparing the totals of both sides of each account 
is called Balancing of Accounts. The ‘Balance’ is a English word. It means a 
scale of a balance, The words "То Balance’ means the determination of weight by 
equalising two sides of a scale of balance, 

Method of Balancing: The method of balancing of accounts is discussed 
below : 

The amount columns of debit side and credit side of an account are to be 
added. This is called casting. 

If the totals of amount columns of beth sides of an account are equal, two 
thin lines or a thick line are to bs drawn under the totals of amount columns of 
both sides, to close the account. 

Ifthe totals of both sides are not equal, the difference between these two totals 
is called Balance. Ifthe total of debit side is more than the total of credit side of 
an account, the difference between them is to be written in the credit side by writing 
‘By Balance carried down (c/d )' in ‘particular’ column to equalise the totals 
of both sides and to close the account by drawing two thin lines or a thick 
line below the totals of both sides. This is called Account closing. Below 
the two thin lines or a thick line of debit side, “То Balance brought down ( b/d)’ 
are to be written and the amount of difference is also recorded in amount 
column, This is called debit balance. 

Similarly, if the total of credit side is more than the total of debit side, the 
difference is to be written in the debit side by writing ‘To Balance carried down 
(cfd )’ in ‘particular column, to equalise the totals of both sides- by drawing two 
thin lines ora thick line below totals of both sides. Again, below the two thin 
lines or a th ck line of credit зій: ‘By Balance brought down (b/d)' are to be written 
and the amount difference is to be recorded in amount column. This is called 
eredit balance. : 
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As for example, it may be said that the total of debit side and credit side of 
Shyam Account in the books of Ram are Rs. 200 and Rs. 160 respectively. The 
defference of amount columns is Rs, 40. The balancing of Shyam Account 
in the books of Ram is shown below : 


In the Books of Ram 
BHYAM ACCOUNT 


Tota] Debit "Total Credit 160 
By Balanco o/d 40 
200 
| To Balance b/d 


So, Shyam will be a debtor for Rs. 40 to Ram, It is shown in the following 
picture : 


Again, from the following information, the balancing of Ram Account in the 
book of Shyam is shown below : 


In the Books of Shyam 
RAM ACCOUNT 
Dr, Ог, 
J.F. | Amount | Dato Partioulars J.F. | Amoant 


Dato Particular 


Total Debit 
S То Balance off 


7[184] 


1.98 


So, Ram will be a creditor for Rs. 40 to Shyam. 


following picture : 


"Terms used in connection with balancing of Accounts : The terms which are 
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Tt is shown in the 


used for balancing of accounts in Ledger are explained below : 


Terms 


Meaning 


c/d 
(carried down) 


2. b/d 

(brought down) 
3.- off 

(carried forward) 
4. b/f 

(brought forward) 
5. c/o 

(carried over) 
6. b/o 


The debit or credit balance of an account which is 


(brought over) 


Closing Balance : 


1. The term is used to write the balance of an 
account at the end of an accounting period above the 
line which is drawn for determination of totals of each 
side. 

2. The term is used to write the balance at the end 
of an accounting period below the line in the same page 
of Ledger Accounts to record the transactions of the 
next accounting period. 

3. The term is used to write the balance or totals of 
both sides of an account which are to be transferred to 
next page of that account or another account. 

4. The term is used to write the balance or totals of 
both sides of an account which are transferred from | 
previous page of that account or another account. 

5. The term is used to write the balance or totals of | 
both sides of an-account which are to be transferred at 
the top of the next page of that account. 

6. The term is used to write the balance or totals of 
both sides of an account which are transferred from 


| 
previous page of that account. | 
| 


determined at the end of an accounting period is called closing balance. If the 
total of debit sides is more than that of credit side of an account, the balance is 


called closing debit balance. Similarly, if the total of credit side is more than 


that of debit side, the balance is called closing credit balance. | 
Opening Balance: The closing balance of an account which is shown in an 
immediately preceeding accounting period is called opening balance. The | 


transactions of the accounting period are to be recorded below the opening 
balances of all accounts. 
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Classification of Accounts 


Accounts, where transactions are recorded, are divided into three classes : 
(1) Personal Accounts, (2) Real Accounts and (3) Nominal Accounts. 

(1) Personal Aecounts: The accounts, where transactions with other firms, 
individuals, our customers and suppliers are recorded in their names, are called 
Personal Accounts. As, Ram Account, Sen & Bose Co. Account etc. 

(2) RealAccounts: The accounts where transactions relating to real things, 
which are owned by a concern, are recorded, are called Real Accounts. As, 
Building Account, Machinery Account etc. 

(3) Nominal Accounts: The accounts where transactions relating to incomes, 
expenses, profits and losses are recorded, are called Nominal Accounts. Or, The 
accounts except personal and real accounts are called Nominal Accounts. As, 
Rent Account, Commission Received Account etc. 

Many learned men of Accountanoy, said that Real Accounts and Nominal 
Accounts are called Impersonal Accounts. The Personal Accounts are divided 
into two types—(a) Debtors Account and (b) Creditors Account. 

(a) The personal accounts from whom the concern or accounting unit is 
entitled to receive money are called Debtors Account. 

(b) The personal accounts to whom money is to be paid by the concern 
or accounting unit is called Creditors Account. 


The classifications of accounts are shown in the following scheme : 


Accounts 


| 
Personal Accounts Impersonal Accounts 


| | | 
Debtors Account Creditors Account Real Accounts Nominal Accounts 


The modern learned men of Accountancy have divided the accounts in two 
types: (i) Permanent Accounts and (ii) Temporary Accounts. 

(i) The accounts relating to assets and liabilities are called Permanent 
Accounts. Because, at the end of the accounting period the balances of these 
accounts are not transferred to another accounts, but these are shown at the 
beginning of the next accounting period. As, Land & Building Account, Plant & 
Machinery Account, Debtors Account, Creditors Account etc, 


(ii) The accounts relating to incomes and expenditure are called Temporary 
Accounts. Because, the balances of these accounts are transferred to Income & 
Expenditure Account or Trading and Profit & Loss «Account at end of each 


accounting period. As, Purchases Account, Sales Account, Wages Account, Rent 


Account ctc. 
Distinction between Personal Account, Real Account and Nominal Account : 
The differences between personal, real and nominal accounts are discussed 


below ; 
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Ee 


Personal Account 


1, The transactions 
relating to persons are 


recorded іп these 
accounts. 
2. The debit ог 


credit balances may be 
arised in these account. 

3. The accounts are 
used to determine the 
debtors and creditors 

of the concern.’ 

4. The accounts are 
not closed at the end of 
the accounting period. 

5. The debit balances 
of personal accounts are 
called debtors and the 
credit balances of perso- 
nal accounts are called 
creditors. 

6. The life time of 
these accounts depends 
upon realisation from 
debtors and payments to 
creditors. 


———————————— 


Advantages of Classification of Accounts : 
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Real Account 


Nominal Account 


1. The transactions 
relating to assets are 
recorded in these 
accounts. 

2. Only debit balan- 
ces are arised in these 
accounts. 

3. The accounts are 
used to determine the 
assets of the concern. 


4. The accounts are 
not closed at the end of 
the accounting period. 

5. The balances of 
real accounts are called 
assets. 


6. The accounts are 
in a concern for a long 
term. 


of accounts are given below : 


1. The transactions 
relating to incomes, expen- 
ses, profit, losses etc. are 
recorded in these accounts. 

2. The debit or credit 
balances may be arised in 
these accounts. 

3. The accounts are 
used to determine incomes 
and expenses of the 
concern. 

4. The accounts are 
closed at the end of the 
accounting period. 

5. The debit balances 
of nominal accounts are 
called expenses and the 
credit balances of nominal 


accounts are called -in- 
comes. 
6. The life time of 


these accounts is only for 
an accounting period. 


The advantages of classification 


(1) The determination of debit aspect and credit aspect of transactions can 
be determined easily after classification of accounts, 

(2) The financial results of the accounting unit (i.e. Income & Expenditure 
or Trading and Profit & Loss account ) can be determined easily. 

(3) The amount of assets, liabilities, incomes and expenses can be ascertained 
easily after classification of accounts. 

(4) The special information can be determined from each type of accounts. 
As, debit balances of personal accounts are debtors, credit balances of personal 


accounts are creditors, the balances of real accounts are assets. 


The debit 


balances of nominal accounts are expenses and credit balances of nominal 


accounts are incomes. 


(5) The nature of balances of accounts can be determined after classification 


of accounts, 


(6) The different classes of transactioas are recorded in different types of 
accounts and they can be found out easily. 
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Rules for Debit and Credit 
The determination of debit and credit of each transaction is an important 
function of Accountancy. After determination of debit and credit aspect of 
transactions, these are recorded in journals and posted into Ledger accounts. 
Thereafter, the financial results and financial position are determined. Generally, 
debit aspect and credit aspect of transactions are determined by the (a) Nature 
of change of account and (b) Change of proprietorship. 


(a) Nature of Change in Accounts: Under this method, all accounts are to 
be classified into three classes, viz. personal, real and nominal. Accounting to the 
effect of transactions on different classes of account, the debit and credit aspects 
of transactions are to be determined. There are discussed below : 


(i) In the Case of Personal Accounts: The person or concern who will 
receive benefit for a transaction, the accounts relating to such persons or concern 
are to be debited and the person or concern who will give benefits, the accounts 
relating to such persons or concerns are to be credited. As, Ram gives Rs, 1,000 to 
Shyam ; here Shyam receives benefit and Ram gives benefit, So, Shyam Account 
is to be debited and Ram Account is to be credited for Rs. 1,000. 


(ii) In the Case of Real Accounts: The assets which come in, i, e. acquired 
by the person or concern, the accounts relating to such assets are to be debited 
and the asset which ‘goes out’, i. e. the value of the assets decreased or lost, the 
accounts relating -to assets are to be credited. As, purchase a machine for 
Rs. 2,000; here the machine ‘comes in’ and cash ‘goes out’. So, Machinery 
Account is to be debited and Cash Account is to be credited for Rs. 2,000. 


(iii) In the Case of Nominal Accounts : The transactions which indicate losses, 
expenses, damages etc., the accounts relating to such losses, expenses, damages 
etc. are to be debited and the transactions which indicate profits, incomes, gains 
etc. ; the accounts relating to such profits, incomes, gains etc. are to be credited. 
As, paid wages Rs. 6,000 and commission received in cash Rs. 2,000. Inthe first 
case, cash paid for wages Rs. 6,000 is an expenses ; so Wages Account is to be 
debited and Cash Account (being an real Account) is to be credited. In the 
second case, cash received for commission Rs. 2,000; So, Cash Account 
(being a real account) is to be debited and Commission Received Account is to be 


credited for Rs, 2,000. 


Illustration 3: From the following transactions of 'Kachi Pata' club of 
Kaliaganja, mention the names of account which are to be debited and which 


to be credited in each case with suitable reasons Я 


Rs. Rs. 
(i) Received subscriptions 2,500 (v) Paid rent 900 
(i) Received loan from Kanai 3,000 (vi) Sold an old furniture 600 
(ii) Paid salaries 1,000 (vii) Purchased stationery 50 


(iv) Purchased books 2,100 (viii) Paid to Saibal 1,000 
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Solution : 
STATEMENT OF DETERMINING OF DEBIT AND CREDIT 


—M——————————M———————————— 


1 Two-fold aspect of Classes of | Efect of : 
kon У | Names of Accounts Accounts | Transactions| Debit/Oredit 
| 

(i) | (1) Cash received Cash Ajo Real Comes in Debit = 
(2) For Subscriptions Subscriptions A/c Nominal Income — Credit 

(н) | (1) Cash Received Oash Ale Real Comes in Debit — 
(2) from Kanai's Loan Kavai’s Loan A/c Personal Receiver = Credit 

(iii) | (1) Balaries paid Salaries A/c Nominal Expenses Debit E 
(2) In cash Cash A/o Real Goes out — Cr:dit 

(iv) a Books received Books A/c Real Comes in Debit =. 
(2) Cash paid Oash A/c Real Goes out — Credit 

(v) | (1) Rent paid Rent А/с Nominal Expenses Debit — 
2) In cash Cash Afc Real Goes out — Credit 

(vi) | (1) Cash received Cash A/c Real Oomesin | Debit _ 
(2) Furniture goes out Furniture A/c Real Goes ont — Credit 

(vii) | (1) Stationery purchased | Stationery A/c Nominal Expenses Debit — 
(2) Cash paid Cash A/c Real Goes out — Credit 

(viii) | (1) Baibal received Saibal A/o Personal Receiver Dobit — 
(2) Cash paid Cash Ajo Real Goes ont — Oredit 


p 


The classification of accounts and determining of debit and credit are shown 
in the following chart : 


Accounts 
Real Personal Nominal 
| | | | 
| | 
Comes in Goes Receiver Giver Losses or Incomes or 
or Acquired out of Benefits of Benefits | Expenses Gains 
Debit Credit Debit Credit Debit Credit 


(b) Change of value of Assets or Liabilities and Proprietorship: It is 
a modern system of determining debit and credit aspects of transactions. Under 
this method, debit aspect and credit aspect of transactions are determined on the 
following rules : 

(i) 1f the value of assets is increased or liabilities and proprietorship are 
decreased for a transaction, the related accounts are to be debited. 

(ii) If the value of assets is decreased or liabilities and proprietorship are 
increased for a transaction, the related accounts are to be credited. 


Аббопк® 1.103 


illustration 4: Determine debit aspect and credit aspect of transactions 
with suitable explanations : ` 


Rs. Rs. 

(i) Received honorarium 1,000 (v) Received advance from K, Dey 600 

(її) Purchased furniture 500 (vi) Received commission 200 
(iii) Sold books for 1200 (vii) Repaid loan to Shyam 1,300 
(iv) Paid wages 300 (viii) Purchase a ceiling fan 400 


Solution : 


STATEMENT OF DETERMINING DEBIT AND OREDIT 


| 
Berial Two-fold aspect of | Names of Debit/ 
No. transactions Accounts Effects of transactions Credit 
| 
à) | 0) Received cash Cash Alo Assets—inorease Debit 
(2) For honorarium Honorarium A/c Liabilities) Proprictorship—increase Credit 
ne 

(ii) (1) Farniture — comes in | Furniture Afo Asget —inorease Debit 
(2) Cash — goes out Cash A/c Asset—decrease Oredit 

(iit) | 0) Cash—received Cash A/c Aeset—increase Debit 
(2) Book—goes out Book A/o ‘Asset—decrease Огей 

(iy) | (D) Wages— paid Wages Alc Liabilities — decrease Debit 
(2) Cash—goes out Cash A/o Asset—decrease Orediti 

(v) (1) Cash - comes in Cash Alc Asset—inorease Debit 
(2) From К. Dey К. Dey Ale Liability — increase Oredit 

(vi) | (D Oash—comes In Cash AJo Asget—increase Debit 
(a) From commission Commission A/c | Liabilities/Proprietorship — increase Credit 

Hip 

(vii) | (1) Shyam received Shyam Loan Alo | Liability—decrease Debit 

(2) Cash—goes out Cash Alc Asset. —decrease Oredit 
с> 

(viii) | (1) Ceiling Fan—comes in| Ceiling Fan Alc Asset —inoreaso Debit 

| (2) Cash— goes out Cash A/c Asset—decrease Oredit 


Solution of Important Illustrations : 


Illustration 5: Record the following transactions in Mir Madan Account in 
the books of Mohanlal and in Mohanlal Account in the books of Mir Madan, 


Rs. 
(1) Mohanlal received cash from Mir Madan 200 
(2) Mohanlal sold furniture to Mir Madan on credit 50 
(3) Mir Madan sold a ceiling fan to Mohanlal on credit 420 


(4) Mir Madan received cash from Mohanlal 390 
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Solution : 
STATEMENT OF DETERMINING OF DEBIT AND CREDIT 


M 


| 3 
-fi t of Classes of | Effect of ч 
p | iren Names of Accounts Accounts | Transactions) Debit/Oredit 
| 

(i) | (1) Cash received Cash A/c Real. Comes in Debit E 
(2) For Subscriptions Subscriptions A/c Nominal Income — Credit 

(ii) | (1) Cash Received Cash Afc Real Comes in Debit — 
(2) from Kanai's Loan Kavai’s Loan A/c Personal Receiver — Credit 

(iit) | (1) Salaries paid Salaries A/c Nominal Expenses Debit x 
(2) In cash Cash A/o Real Goes out — Or:dit 

(iv) а Books received Books A/c Real Comes in Debit МЕ 
(2) Cash paid Cash Alc Real Goes ont == Credit 

(v) | (1) Rent paid Rent A/c Nominal Expenses Debit — 
2) In cash Cash A/c Real Goes out; — Oredit 

(vi) | (1) Cash reccived Cash Alc Real Comes in Debit — 
(2) Furniture goes out Furniture A/c Real Goes out — Credit 

(vii) | (1) Stationery purchased | Stationery A/o Nominal Expenses Debit — 
(2) Cash paid Cash A/c Real Goes ont — Огей 

HH 

(viii) | (1) Saibal received Saibal A/c Personal Receiver Debit — 

(2) Cash paid Oash A/c Real Goes ont — Oredit 


The classification of accounts and determining of debit and credit are shown 
in the following chart : 


Accounts 
| 
Big yide Nominal 
стг e M are а Жү See SERM AIC 
7 | Е 1 

Comes їп Goes Receiver Giver Losses or Incomes or 
or Acquired out of Benefits of Benefits Expenses Gains 

Debit Credit Debit Credit Debit Credit 


(b) Change of value of Assets or Liabilities and Proprietorship: It is 
а modern system of determining debit and credit aspects of transactions. Under 
this method, debit aspect and credit aspect of transactions are determined on the 
following rules : 

(i) If the value of assets is increased or liabilities and proprietorship are 
decreased for a transaction, the related accounts are to be debited. 

(ii) If the value of assets is decreased or liabilities and proprietorship are 
increased for a transaction, the related accounts are to be credited. 
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illustration 4; Determine debit aspect and credit aspect of transactions 
with suitable explanations : ' 

Rs. Rs. 

(i) Received honorarium 1,000 (v) Received advance from K. Dey 600 

(ii) Purchased furniture 500 (vi) Received commission 200 

(iii) Sold books for 1,200 (vii) Repaid loan to Shyam 1,300 

(iv) Paid wages 300 (viii) Purchase a ceiling fan 400 

Solution : 

STATEMENT OF DETERMINING DEBIT AND OREDIT 
a —————_______———— 
Berial Two-fold aspect of Names of Debit/ 
No. transactions Accounts Effects of transactions Огей 

(i) | (1) Received cash Cash Afo Assets—inorease . Debit 
(2) For honorarium Honorarium Ајс | Liabilities/Proprietorship—inorease | Credit 

(ii) | (1) Farniture —comes in Furniture A/c Asset —increase Debit 
(2) Cash— goes out Cash A/c Asset—decrease Oredit 

(iii) | (1) Cash— received Cash A/c Asset —increase Debit 
(2) Book— goes out Book A/c Asset—decrease Oredit 

(iv) | (1) Wages— paid Wages A/c Liabilities — decrease Debit 
(2) Cash—goes out Cash A/o Asset—decrease Oredit 

(у) | (1) Cash - comes in Cash A/c Asset—inorease Debit 
(2) From К. Dey K. Dey Alo Liability— increase Oredit 

(vi) | (1) Cash—comes In Cash Alo Asset. —increase Debit 
(2) From commission Commission A/c | Liabilities/Proprietorship increase | Oredit 

| (vii) | (1) Shyam received Shyam Loan A/o | Liability—decrease Debit 
(2) Cash—goes out Cash Alc Asset—decrease Огей 

| А SN 

(viii) | (1) Ceiling Fan—comes in Ceiling Fan A/c Assel—inoreasa Debit 
(2) Cash— goes out Cash А/с Asse —decrease Огей 
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Solution of Important Illustrations : 


| Illustration 5: Record the following transactions in Mir Madan Account in 
the books of Mohanlal and in Mohanlal Account in the books of Mir Madan. 


| Rs. 
| (1) Mohanlal received cash from Mir Madan 200 
| (2) Mohanlal sold furniture to Mir Madan on credit 50 
| (3) Mir Madan sold a ceiling fan to Mohanlal on credit 420 
| (4) Mir Madan received cash from Mohanlal 390 


Mestration 6: Барша with reasons which of the following are transactions 
ond whieh are sot : 


@ А innisenenan parchaud а building for Rs. 1,00,000 (or his business, 
(0 The said bavinesiman presented а book costing Ri, 50 to his son on the 


aion of bin пш). 
UM) Ma sapped to bis cuuosmr goods worth Rs. 12,000 on receipt of 
Proper orders. CH. S Examiestion—1982 ] 
€ 


б) The минама penbewd à bellding for Re 100000 [a 
А Месине, the sete of the berson bave increased sad the amount 
f canh haa дегене 
00 The мменен presented a book сомы Ra 50 to son on the 
еей Ке ЖЕЛ ҮГҮТҮ 
tremenitant of ba bee cht 
Ain, 4 the sapon i обгина from the boues to parchin the book, 
СЕ be э rtt 
The Dusters: vappled te bk comemers goods worth Ra. 12,000 ов 


the proper ender, i à tration of the елама ; became, the amount 
кем ome the ытым of dettes as iarasi? 
"n2 


(А) Kesayetype Amon Questions 


1. What b а "Trasseetion! is basisen t Мйне with as exa bow кө 
a trabiection h differentty пекао фед wader Dosis and bingie Ear) System, à 
{ Species Questions of И. 5. Conil - Mb А над ) 
de: Wri fern нна (ge 141 |, eagle Borg брен (e Н) nd bonia imm 
Зубна { р. LM \ 
1 “All tramactiom: are event: bet ali events are aot канава "ама 
with illustrations. 
dea Wris from ‘Bisin ioan Bund and Thoasasins i p 00 1 
er, (è) What do you mess by à tramos + 
(b) “Every tramaction met be sa event bet every evi may n ы а 
transaction.” Haplain the statement with example. [ W. B11 Ease — МӨ] 
Amas Wris from "Peanastson |p LAI) ond elation Matern Bend and Ребе ip AD 
3. Define the terme—(e) Debit asd (b) Creda. (W. B. И. 8 Каме — I0] 
Зн. Вене From Deir | р. LAT) d Oe LAT У, 
4. How would you determine debit amd ered мри of a tremmution ! 
Am Woo from "Dosis Haley Byte |p E )- 
$. What do you understand by Double Retry Sytem } 
[W. B. 1-8. xum — m]. 
What afe its recognised advantages ? [CU В Com 191] 
Ama Witte from Dodis Bary бүт ip 148) mt dilesndapn uf Dowty uy 
Byam ( p 1200) 
6 What do you understand by Double Retry Sytem of Bookkeeping} 


What ace its disadvantages ? [W. B. И. 5. Exam (Close XD) 99] 
Amas Wie foem endis Madey ptem? (phat) and ‘Dininin of Dto Moin 
эчне (e 09 >) 


7. Dutingunb between Double Вагу Зума and Single Parry yuan. 
[w. B. H, 8. Hee — 1979] 
das Witte tram A Fere tenet. Dosis Deny Брет аный Beagle Fury Byam р. 1 
& What are the reasons for which Double Каму Syon 5 preferred to 
Single Natry System ? [W. B. И. А. Exam (Chee XD 1986] 
dmi obe inm Aadatan af Bagis Bary Bpson lp. 104) and Abos at Dedi 
Darp броні ip. 028 у 
9 Оид bowers "Ом" aad “Creda” | 
(perience Questions | W BIL Commii — 08] 
CM I X p AN ad Ci 2121 x 
10. "A Weemetion is es even leveling тоби of mene) «t mont 
worth, (be recophinatios. of whid grus ra ва records ia he Perla of эрен." 
NL 
ami ilte bn ү Dou i froenn poH А | 
11. What de you жейин by Dobis Dory Symon of Borken? 
What are ia trompriond ede etiage: t 
won В. Beem (Clow X0—297 а Tigera М.Б. Боно 00700 
Po ee Е вый onge ee ip LM 


T. P 
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Solution : 
In the Books of Mohanlal 
MIR MADAN ACCOUNT 
Dr. Or, 
Date | Partloulars m Amount | Date | Partioulars | . "| Amount 
Rs IT а 
To Furniture Account 0 By Cash Account 200 
„ Oash Account 890 „ Ooiling Fan Account 420 
| 
In the Books of Mir Madan 
MOHANLAL ACCOUNT 
Dr. Or. 
Date Particulars b. F., Amount | Date Particulars J. F.| Amount 
в, R 
То Cash Account 200 By Parnituro Account 50 
„ Coiling Fan Account 420 » Onash Account 390 


Illustration 6 : Explain with reasons which of the following are transactions 
and which are not : 


(i) А businessman purchased a building for Rs. 1,00,000 for his business. 
(ii) Тһе said businessman presented a book costing Rs. 50 to his son on the 
occasion of his birthday. 
(iii) He supplied to his customer goods worth Rs. 12,000 on receipt of 
proper orders. CH. S. Examination—1982 ] 


Solution : 


(i) The businessman purchased a building for Rs. 1,00,000. It is a 
transaction. Because, the assets of the business have increased and the amount 
of cash has decreased. 

(ii) The businessman presented a book costing Rs. 50 to son on the 
occasion of his birthday, is not a transaction of the business. But it will be a 
transaction of his household, 

Again, if the amount is withdrawn from the business to purchase the book, 
it will be а transaction. 

(ii) The business supplied to his customers goods worth Rs. 12,000 on 
receipt of the proper order, is a transaction of the business ; because, the amount 
pt goods has decreased and the amount of debtor has increased. 


E 


"t 
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Brorcises 
(A) Essay-type Answer Questions 


1. What is a ‘Transaction’ in business? Indicate with an example how such 
а transaction is differently recorded under Double and Single Entry System, 
[ Specimen Questions of Н. S. Council —1980 & 1982 ] 
Ans: Write from ‘Transaction’ ( p. 1.81 ), ‘Single Entry System’ (р, 1.90) and ‘Double Entry 
System’ ( p. 1.88 ). 
2. “Ail transactions are events but all events are not transactions." —Díscuss 
with illustrations, 
Ans. Write from ‘Relation between Event and Transaction’ | p. 183 ) 
or,(a) What do you mean by a transaction ? 
(b) "Every transaction must be an event but every event may not be a 
transaction.” Explain the statement with examples. [ W. B. Н. S. Exam.—1982 ] 
Ans: Write from ‘Transaction’ ( p. 1,81) and ‘Relation between Event and Transaction’ (p. 1.53). 
3. Define the terms—(a) Debit and (b) Credit, [W. B. Н. S. Exam—1978] 
Ans: Write from "Рені ( p. 1.87 ) and ‘Credit’ | p. 1,87). 
4. How would you determine debit and credit aspects of a transaction ? 
Ans: Write from ‘Double Entry System! ( p. 1,88 ), 
5. What do you understand by Double Entry System ? 
[W. B. H. S. Exam.—1978] 
What are its recognised advantages ? [C. U. B. Com.—1971] 
Ans: Write from ‘Double Entry. System' ( p. 1.88) and Advantages of Double Entry 
Systom’ ( p. 1.89 ). 
6. What do you understand by Double Entry System of Book-keeping ? 
What are its disadvantages ? [W. B. Н. S. Exam. (Class XI)—1976] 
Ans: Write from ‘Double Entry System’ (р. 1.88) and ‘Disadvantages of Double Entry 
System’ ( p. 1.89 ). 
7. Distinguish between Double Entry System and Single Entry System. 
[W. B. Н, S. Exam,—1979] 
Ans: Write from ‘Differences between Double Entry System and Single Entry System’ (p, 1.92), 
8. What are the reasons for which Double Entry System is preferred to 
Single Entry System ? [W. В. Н. S. Exam. (Class XI)—1961] 
Ans: Write from ‘Disadvantages of Single Entry System’ (p. 1.91) and ‘Advantages of Double 
Entry System’ ( p. 1.90), 
9. Distinguish between ‘Debit’ and ‘Credit’, 
[Specimen Questions : W.B.H.S. Council —1978] 
Ana: Write trom Debit (р, 1.87) and ‘Credit’ (р. 1,87). 
10. “A transaction is an event involving transfer of money or monocy's 
worth, the recognisation of which gives rise to records in the books of account,” 
— Discuss. 
Ans: Weito trom ‘Relation between Event and Transaction (p. 1,54). 
11. What do you understand by Double Entry System of Book-keeping ? 
What are its recognised advantages ? 
[W. B. Н. S. Exam. (Class XI)—1975 & Tripura Н. S. Exam.—1978] 
Ans: Write trom ‘Double Entry System’ (p. 1.88) and Single Entry System’ (р. 1.90), 
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12. Distinguish between Double Entry and Single Entry System. 

[W. B. H. S. Council Exam.—1978] 
Ans; Write from ‘Deference Double Entry System and Single Entry System’ ( p. 1.92 ). 

13. Explain the principles of Double Entry System. Give example of two 
transactions and show how they would be recorded in the Books. 

[Tripura H.S. Exam.—1980] 
Ans; Write from ‘Double Entry System’ ( p. 1.98 ). ; 

14, Explain the advantages of Double Entry System and make a comparative 
study with those of the Single Entry System, 

[Specimen Questions of H.S. Council—1980 & 82] 
Ans: Write from ‘Double Entry System’ (p. 1,88) and ‘Deference between Double Entry System 
and Single Entry System’ ( p. 1.92 ). 

15. “Single Entry System of book-keeping is nothing but a mixture of Single 
Entry, Double Entry and no entry" Do you agree to the statement ? 

[Specimen Questions of H.S. Council—1980-1982] 
Ans, Write from ‘Single Entry System’ ( р. 1.90). 

16. What is meant by Single Entry System of Book-keeping ? Distinguish 
between Single Entry System and Double Entry System. What are the defects or 
(drawbacks) and disadvantages of Single Entry System ? 

[C. U. B. Com.—1965 & 1970] 
Ans, Write from ‘Single Entry System’ ( p. 1.90 ) ‘Difference between Single Entry System and 
Double Entry Uystem’ (p. 1.92) and “Disadvantages or Draw backs of Single Entry System’ (р. 1.91). 
17. Explain the terms ‘Balancing of Account’. [Tripura H.S.—1980] 
Ans. Write from ‘Balancing’ ( p. 1.96). 

18. Distinguish between ‘Casting’ and ‘Balancing’. 

[W. В. Н. S. Exam. (Class XI)—1965] 
Ans, Write from ‘Casting’ (p. 1.96) and ‘Balancing’ (p. 1.96). 

19, “An ‘Account’ is the code or language in which accountancy records and 
supplies information."— Discuss. 

[Specimen Questions of H.S. Council—1978, 1980-1982] 
Ans: Write from ‘Account—a code or language’ (p. 1.95). 

20. “The need for classification and condensation of records of financial 
transactions has given rise to the idea of ‘Accounts’ under distinct heads." 
—Elucidate the Statement. [Specimen Questions of H.S. Council—1978] 

Ans; Write from ‘Origin of Account! ( p. 1.95 ). 
21. What is meant by Single Entry System? What are the disadvantages 
of the Single Entry System ? [W. B. H. S. Examination —1983] 

(4ns. Write from ‘Single Entry System’ ( р, 1.90) ‘Disadvantages or defects of Single Entry 
System’ ( р. 1.91). 
(B) Short-type Answer Questions : 

1. Write short notes on: 

(a) Double Entry System, (b) Single Entry System, (c) Debit and Credit, 
(d) Balancing of Accounts, (e) Opening Balance, (f) Closing Balance. 

[W. B. H. S. Examination—1981 & 1982] 

(Ans. Write from (a) ‘Double Entry System’ (р. 1.88), (b) ‘Single Entry System’ (p. 1.90), 

(c) ‘Debit’ (p. 1.87), and ‘Credit’ (p. 1.87), (d) ‘Balancing of Account (p. 1.96), (е) ‘Opening Balanee" 
(р. 1.97) and (f) ‘Closing Balance’ (p. 1.97). 


Y 
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(C) Practical Questions : 
І. State, with reasons, which of the following events should be regarded as 
transactions in the books of Kalyan Sangha of Rayganja : 
(i) The club collects subscriptions Rs. 3,000*. 
(ii) The club decided to purchase furniture for Rs. 1,200. 
(iii) The members of the club elected a president for the financial year, 
1984-85. 
(iv) The club paid salaries Rs. 2,400 to its staff. 
(v) The club approves the budget for 1984-85. 
(vi) The club paid audit fees Rs. 100/-, 
Ans: Transctions (i), (iv) & (vi) | 
2. The events of the Khulna Club for the month of August, 1984 were given 
below ; state with reasons which of the following events should be regarded as 
transactions in the books of the club : 
(i) Passed a monthly budget for Rs. 4,200 ; 
(ii) Purchase an office almirah for Rs. 980 ; 
(iii) Paid rent Rs. 600 ; 
(iv) Approved a tender to purchase a ceiling fan for Rs. 580 ; 
(v) Appointed a secretary at a monthly salary of Rs. 650 ; 
(vi) Sold an old almirah for Rs. 200 ; 
(vii) Received a Govt. grant Rs. 1,200. 
Ans: Transactions (ii). (iii), (vi) & (vii! | 
3. State, with reasons, which of the following transactions are credit 
transactions and cash transactions : 
(i) Purchased an air conditioning machine in cash Rs. 4,000 ; 
(ii) Purchased a ceiling fan on credit Rs. 380 ; 
(iii) Purchased a plot of land from D. C. Kar in cash Rs. 2,000 ; 
(iv) Sold an old furniture for cash Rs. 600 ; 
(v) Paid wages Rs. 750 ; 
(vi) Received a cheque for commission Rs, 250 ; 
(vii) Sold old newspapers to Md. Ali for Rs. 22 ; 
(viii) Purchased two blakboards from Wood & Craft for Rs. 1,200. 
Ans: Cash Transactions (i), (iii), (iv), (v), (vi) ; Credit Transactions : (ii). (vil), (viti) | 
4. Classify the following accounts into personal, real and nominal accounts : 


Ram А/с; Machinery A/c ; Salaries A/c ; 
Rent A/c ; Commission Received A/c ; Building A/c ; 
Ayub & Co. A/c ; Advertisement A/c ; Furniture A/c ; 
Wages A/c ; Stock A/c ; Sales A/c. 


5. From the following transactions of Yubak Sangha of Burdwan, mention 
the names of account which are to be debited and credited in each case : 


Rs. Rs. 
(i) Received subscriptions 9,000 (v) Purchased furniture 1,400 
(ii) Paid house rent 1,200 (vi) Purchased stationery goods 800 
(iii) Received loan from Manu 2,300 (vii) Sold books in cash 300 


(iv) Paid salaries 1,500 (viii) Paid cleaning expenses 100 
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6, From the following transactions of Jogaraj Sinha, read carefully and 
mention the names of the accounts which are to be debited and credited in 


each сазе: 


Rs. Rs. 

(i) Received salary for the (у) Paid house rent to a 
month of December, 1984 1,230 landlord 400 
(ii) Paid grocer’s bill 210 (vi) Received interest 210 
(iii) Purchased food-grains 150 (vii) Paid for ration 30 
(iv) Purchased a machine 380 (viii) Paid for fish, meat etc. 42 


7. State, with reasons, which of the following events should be recorded as 

transactions in the books of Sebadal Club of Bangaon : 
(i) Received subscriptions Rs. 720. 
(i) Appointed a secretary for monthly salary Rs, 400. 

(iii) Paid a travelling bill Rs. 150, 

(iv) Decided to purchase a ceiling fan Rs. 470, 

(v) Paid house rent Rs. 200. 

(vi) Purchased furniture Rs. 350. 

8. State, with reasons, which of the following events should be recorded as 
transactions in the books of Contai Krishi Beter Chakra : 

(a) Subscriptions received Rs. 7,800. 

(b) The club appointed an auditor to varify the total expenses of Rs. 11,840. 

(c) The finance committee of the club permitted to purchase an almirah 
for Rs. 1,500, 

(d) The club ordered to the cashier to pay Rs. 400 to a contractor. 

(e) The club purchased furniture for Rs. 700. 

(f) The club paid rent Rs. 150. 

9. Study the following transactions of M. Ghosh and mention the names of 
the accounts which are to be debited and which are to be credited : 

(a) Received Rs. 175 from Amal. 

(b) Paid rent Rs. 200 to Sabita. 

(c) Purchased goods on credit worth Rs. 400 from Bimal. 

(d) Commission received Rs. 100. 

(e) Paid Rs. 1,750 to X. Y. Co. on account. 

Also enter these transactions in appropriate accounts in the books of 
M. Ghosh. 

10. Study the following transactions of Tarun Sangha, and mention the 
names of the accounts which are to be debited and which are to be credited : 


Rs. Rs. 
(a) Received Govt. grant 5,000 (e) Paid wages 300 
(b) Received Subscriptions 2,400 (f) Purchase postage stamps 35 
(c) Received entrance fees 1,500 (g) Paid house rent 280 
(d) Purchased a Television 4,800 (h) Purchased books 320 


Enter these transactions in appropriate accounts. 


A 
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(D) Objective Questions : 


1. State which of the following alternatives is correct Cash Account is used 
to record (i) Credit transactions, (ii) Cash transactions, (iii) Both Cash and 
Credit transactions. [Questions Bank—New Delhi] 

Ans. Cash transactions, 

2. Answer is one term 

(a) How many accounts are used to record a transaction ? 
(b) What type of transaction is recorded in a Cash Book ? 
(c) What type of transaction is recorded in the books of account ? 
Ans. (a) Two; (b) Cash; (c) Financial. 

3. Write each statement correctly 

(a) Two sides of a transaction are recorded in the Single Entry System. 
(b) Ledger is the Primary Books of accounts. 
(c) All events are financial transactions. 


Ans. (a) One side of transactions s recorded in the Single Entry System, (b) Ledger és 
the Final Books of accownts, (с) All events are not financial transactions. 


CHAPTER IV 


Accounting for a Household 


Accounting for a Household—Features—Importance—Cash Account— 


Verification of Cash Balance—Receipts & Payments Account, 
е ———————_ 


Family or Household 


Definition: A self-sufficient group of persons those who are assembled by 
birth, marriage or any other cases, is called a family or household. The servants 
of a family are also called the member of a family. 

The mankind may be divided into few families. Generally, when two or 
more persons assemble and live together is called a family. In broader sense, 
a person may be Icalled a family by the modern writer of Accountancy. The 
financial condition of a country depends upon the financial condition of the 
families. 

Features of a Family: The common features of a family are discussed 
below : 

(i) Going concern with separate entity : ltis a going concern with separate 
entity. The accounting function of a family is maintained on the assumption that 
the members of the family are separate from the family. 

(ii) Sources of Incomes : The incomes of the members of the family are the 
sources of the incomes of a family. Generally, house property, service securities, 
Bank deposits, business, profession etc. are also the sources of income. 

(ili) Nature of Payments : The nature of payments of a family are in various 
types. Generally, the payments are made for the following items : food-grain, 
cloths, house rent, education, entertainment, treatment etc. 

(iv) Service Motive: The main object of a family is to provide service to 
the members of a family. The members do not pay anything for the service. 

(v) Non-profit-seeking concern: There is no profit motive for rendering 
service to the members of the family. Even the family is maintained with incomes 
of the members, but it is a non-profit-seeking concern. 


Accounting for a Household 


Definition: The recording of transactions of a family, classification and 
summering of such transactions, preparation of Receipts & Payments Account 
and determination of financial results and position is called Accounting for a 
Household or Household Accounting. 

Generally, maximum transactions are made in cash. For this reason, Cash 
Account is essential to record the daily cash transactions. The cash transctions 
are classified and condensed for a period of time and prepare a Receipts & 
Payments Account, At the end of each accounting period, the financial result 
and position are to be ascertained. 
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Features of Household Accounting: The main features of a household 
accounting are discussed below : 

(a) Accounting of a non-profit seeking concern: A family is treated as a 
non-profit-seeking going concern. Need for accounting of a family is essential . in 
the complicated economic system. 

(b) Non-compulsion in Accounting ; The accounting of a household is not 
compulsory like other units of accounting. But the household accounting is 
maintained for adjustment of unlimited wants with limited resources. 

(c) Accounting Period : Generally, the accounting period of a family is 
fixed after one month, six month or one year. 

(d) Absence of Profit Motive: A family is formed to render free service to 
the members. So, there is no question of profit or loss of a family. But, the 
determination of surplus or deficit is essential in household accounting. 

(e) Basis of Accounting : The maximum transactions of a family are made 
in cash. Generally, a Cash Book and a Ledger are required to record the 
transactions of a family, So, the accounting for a household is maintained under 
Cash Basis. If the accounting is maintained under Accrual Basis, the adjustment 
entries are to be made in Journal Proper. 

Importance of a Household Accounting: The importance of a household 
accounting is gradually increasing in modern complicated accounting system. The 
importance of a household accounting are given below : 

(1) Financial condition: The financial condition of a family can be 
determined if the household accounting is properly made. Generally, the 
determination of financial condition is necessary at the time of taking loans from 
Banks and other institutions. 

(2) Income Tax Act: Under Income Tax Act, the accounting of a household 
is essential in many countries. Since, 1976-1977, the maintenance of accounting is 
necessary for a doctor, lawyer, engineer, architect, chartered accountant etc. of 
our country. 

(3) Family Management: The efficient management of a family depends 
upon the detailed accounting of a family. 

(4) Family Budget: The management of a family depends on a correctly 
prepared family budget. Again, the preparation of family budget needs the 
household accounting. 

(5) Control of Wastage : The assets and consumable goods of a family may 
be wasted. The wastage of assets and goods may be controlled through the proper 
accounting of a household. 

(6) Family Dispute: At present, the family disputes are a common feature 
ofa family, If family accounting is properly maintained, the family dispute may 
be minimised. 

(7) Preparation of National Planning : On preparation of a national 
planning, the financial condition of the country is to be ascertained. It is possible 
if family accounts of the country are properly maintained. 
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Household Accounting under Double Entry System 


The simple process of accounting for a household is discussed in Home 
Science ; but the accounting process is not based on scientific method. Because, 
the process of accounting in Home Science is based on Single Entry System. 
At present, household accounting in America, Canada, Australia and other 
developed countries is made under Double Entry System. The transactions of 
household are to be recorded under Double Entry System for the following 
reasons : 

(i) То ascertain correct Financial Position: Under Double Entry System, 
two sides of each transaction are to be recorded. So, the correct financial position 
can be ascertained if all transactions are recorded under Double Entry System. 

(i) To manage efficiently : The management of a family depends on the 
correctly determined accounting information. The correct accounting information 
is available if all transactions are recorded under Double Entry System. 

(iii) То prepare a Family Budget : The preparation of family budget is 
essential for efficient management. The family budget can be prepared with the 
help of correctly prepared financial statements, which is possible if all transactions 
are recorded under Double Entry System. 

(iv) To abide by the Regulations of Act: The family Balance Sheet, i. e. the 
statement of assets and liabilities is to be submitted to the Income Tax Authority 
by the persons, whose income exceeds Rs. 15,000 in an assessment year according 
to the report of Direct Taxes (Inquiry) Committee, 1977. The Balance Sheet can 
be prepared correctly with the help of Double Entry System. 

(V) To ascertain the nature of National Economy: The family accounting is 
necessary to ascertain the nature of national economy and development. The 
financial conditions of families are to be determined to analyse the economic 
“picture of the country. If the transactions are recorded under Double Entry 
System, the true economic picture may be determined. 

So, the all accounting information can not be obtained, if the transactions are 
recorded under Single Entry System. For this reason, the Writers of Accountancy 
said that “It is meaningless to maintain family accounts except on double 

ntry System.” 


Family Budget 


Definition: A list of estimated receipts and estimated payments of a family 
for a particular accounting period is called family budget. 

If any family festival is occurred, a separate budget may be prepared for this 
purpose. The standard of living of a family can be known by a correct and fair 
family budget. With the help of the family budget, control of expenditure can be 
made and saving can be increased, 

Sources of Household Fund: The sources of household funds may be 
collected from various sources. The major sources of household fund are 
given below : 

(1) In the case of an employee ; salary or wage, bonus, allowances, pension, 
commission etc. 
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(2) In the case of a professional person ; income from profession, 

(3) In the case of a farmer ; income from agriculture. 

(4) In the case of a businessman ; income from business. 

; (5) In the case of a money lender or investor ; income from investment or 
interest on Bank deposits. 

i Applications of Household Funds : The household funds may be applied for 
various payments. The various heads of payments are discussed below : 
(i) Fooding Expenses, (ii) Clothing Expenses, (iii) Educational Expenses ; 
(iv) Medical Expenses, (v) House Rent, (vi) Entertainment Expenses, (vii) 
Electricity charges, (viii) Postage & Telegram Expenses, (ix) Telephone Expenses, 
(x) Maintenance Expenses of motor car, motor cycles etc., (xi) Travelling 
Expenses, (xii) Expenses for Newspapers & Periodicals, (xiii) Expenses for 
Municipal Tax, Fire Insurance Premium and Repair charges, (xiv) Life Insurance 
or General Insurance premium, etc. 

Household Assets: The estates which are owned by a family are called 
Household Assets. A Karta of afamily may purchase or acquire various types of 
assets to maintain the family requirements. Generally, the following assets may be 
purchased or acquired by a family : 

(i) House property, (ii) Furniture, (iii) Utensils (iv) Ornaments, (у) 
Investments, (vi) Claim against persons, (vii) Bank Deposits, (viii) Cash in 
hand, (ix) Payment of expenditure in advance, etc. 

Household Liabilities: The amount which is to be paid by a family at the 
end of an accounting period is called Household Liabilities. The household 
liabilities аге represented by the external liabilities.. The examples of external 
liabilities of a family are given below : 

(i) House Building Loan, (ii) Loan from Provident fund, (iii) Claims to 
persons, (iv) Outstanding Expenses, etc. 

Household Funds: The household funds, i.e., internal liabilities are discussed 
below : 0 

(a) Accumulated Fund: The amount which is represented by difference 
between total assets and external liabilities of a family is called Accumulated 
Fund of the family. If the amounts of other funds are given, these will also be 
deducted from the total assets. 

(b) Funds for Creation of Assets: A part of family income may be deposited 
in Banks of invested in securities for creation of assets. The deposit or investment 
isan asset and the fund is a liabilities, As for example, House Building Fund, 
Ornament Purchase Fund, etc. 

(c) Fund for Capital Income : The capital income of a family may be 
recorded in a separate fund. As, Amount received from Provident Fund, Gratuity, 
Life Insurance Policy, etc. 


Books of Accounts for a Household Accounting 
The maximum transactions of a household are made in cash. А few transac- 
tions may be made on credit. Generally, transactions. of family are recorded in 
the following three books : 
8[184] 
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(1) Journal: All transactions are recorded in Journal chronologically in 
order to date just after their occurrence. The details of transactions are posted 
in Cash Account and Ledger Accounts from Journal. 

(2) Cash Account : The details of all cash transactions are posted in Cash 
Account from Journal. 

(3) Ledger Accounts: The details of two sides (i. e. debit, and credit) and 
one side of cash transactions except cash are recorded in Ledger Accounts. 

Procedure of Household Accounting: In the case of Household Accounting, 
all transactions are recorded in Journal under Double Entry System. The details 
of transactions are posted in Ledger accounts after a period of time. At the end 
of each accounting period, the Receipts & Payments Account or Trial Balance is 
to be prepared with help of Ledger accounts balances and Income & Expenditure 


Account anda Balance Sheet is to be prepared to ascertain financial results 


and financial position. 


Distinction between Household Accounting and Business Accounting: The 
differences between household accounting and business accounting are given 


below : 


———————Ó——————— 


Household Accounting 


Business Accountancy 


1. Itisan accounting of a non-profit- 
seeking concern. 

2. Generally, the Receipts & Pay- 
ments Account is prepared at the end 
of each accounting period. 

3. The difference between assets of a 
family and external liabilities is trans- 
ferred to the family funds. 

4. It is not compulsory 
countries. 

5. The maximum transactions of a 
family are made in cash. So, the 
household accounting is made in cash 
basis. 

6. The financial results and position 
are to be ascertained after preparation of 
the Income & Expenditure Account and 
Balance Sheet. 

7. Ifthe expenses are more than the 
incomes, the difference is called deficit 
and if the incomes are more than the 
expenses, the difference is called surplus. 


їп all 


1. Itisan accounting of a profit- 
seeking concern, 

2. The Receipts & Payments 
Account is not prepared at the end of 
each accounting period. 

3. The difference between assets 
and external liabilities of a business 
is transferred to the Capital Account. 

4. Itis compulsory in all countries. 


5. The transactions of a business 
are made in cash and on credit. So, 
the business accounting is made in 
accrual basis. 

6. The financial result and position 
are (о be ascertained after preparation 
ofthe Trading Account, Profit & Loss 
Account and Balance Sheet. 

7. If the expenses are more than 
the incomes, the difference is called loss 
and ifthe incomes are more than the 
expenses, the difference is called profit. 
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Similarities between Household Accounting and Business Accounting: The 
similarities between household accounting and business accounting are discussed 


below : 


Household Accounting Business Accounting 


l. Aseparate entity of a family is 
recognised in the case of a household 
accounting. 

2. Allaccounting information of a 
family are available if all transactions 
are recorded under Double Entry 
System. 

3. A family is a long-term going 
concern, The Journal, Cash Book and 
Ledger accounts are to be recorded in 
accounting of the transactions. 

4. A Balance Sheet is to be prepared 
to ascertain the financial position of a 
family. 


1. A separate entity of a family is 
recognised in the case of a business 
accounting. 

2. All Accounting information of a 
business are available if all transactions 
аге recorded under Double Entry 
System. 

3. A business is а long-term going 
concern. The Journals, Cash Book and 
Ledgeraccounts are to be recorded in 
accounting of the transactions. 

4. A Balance Sheet is to be prepared 
to ascertain the financial position of a 


business. 


———————————— MÀ 


Cash Account 


Definition: The account in which cash receipts and cash payments ( i. e. 
cash transactions ) are recorded chronologically in order to date is called Cash 


Account. 


All cash receipts are recorded in the receipts side (7. e. debit side ) and all 


cash payments are recorded in payments side (i. e. credit side) of the cash 
Account. The balancing of cash account is made just like a balancing of a 
Ledger account. The balance of Cash Account can never be a credit ; but it may 
be zero or debit balance. Because, payments can be made until there is a cash 
in hand, 

Procedure for writing Cash Account: All cash receipts are recorded in the 
debit side of the cash account. So, the debit side is called receipts side, All 
payments are recorded in credit side of that account ; so it is called payments 
side. The rulling of the Cash Account is given below : 


CABH ACCOUNT 


Particulars A 1 Amount 


(2) (5) 


Particulars 
(2) 
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The procedure of recording of above columns of Cash Book is discussed 
below : 


(1) Date: The date of cash transactions are recorded in this column. 
If the transactions are to be recorded in the debit side of a Cash Account, 
the dates of transactions are to be recorded in ‘Date’ column of the debit 
side. Similarly, if the transactions are to be recorded in credit side, the 
dates of transactions are also to be recorded in *Date' column of the credit 
side. 


(2) Particulars: The sources (i.e. person, incomes or sale of assets) 
from which the amounts of cash are received, the names of such sources are 
recorded after writing the word 'To' at first in this column of the debit side. 
Similarly, the heads of payments (i. e. persons, expenses or purchase of assets ) 
for which the amounts of cash are paid, the names of payments are to be 
written in the credit side after writing the word *By' at first in this column of 
the credit side. 


(3) Voucher Number (i. e., V. N.): The documentary evidence of cash 
transactions, i. e. cash memo, cash receipts, bill etc. is called cash voucher, These 
are numbered serially. When a cash transaction is recorded either in debit side 
or credit side of cash account, the voucher number of a related transaction is to 
be recorded in V. N. columns. 


(4) Journal Folio Number (i. e., J. Е.) : When Cash Account is prepared, all 
transactions are recorded in Journal Proper, i.e. General Journal. The folio 
number of Journal Proper is to be written in ‘J. Е’ column with related 
transactions. z 


(5) Amount: The amounts of transactions are written in these columns-with 
related transactions. 


Illustration 1: From the following particulars prepare a cash account ; 


1985 Rs. 1985 Rs. 
Jan. 1 Cash in hand 3,200 Jan. 10 Received Subscriptions 140 

2 Purchased a cricket 11 Sale of old furniture 82 

set t 700 

3 Received from Bhola 1,300 12 Sale of old newspapers 18 

4 Paid to Kalo 1,400 13 Received loan from Puri 230 

5 Bought furniture 780 14 Repaid loan to Bhaja 180 

6 Paidtravelling Expenses 120 15 Paid newspaper bill 45 


7] Paid house rent 140 16 Paid gardener’s salary 125 


Solution : 
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IN THE BOOK OF:HARIDAS PAL 


JOURNAL (Folio—01) 


Date Particulars |». | Amount | Amount 


Вз, Rs, 


Cricket Set A/o Dr. 700 
To Oash A/c 55 700 
Being cash paid for purchase of a cricket set 


Cash A/c Dr. 1,800 
To Bhola A/c 55 1,300 
Being cash received from Bhola 


Kalo A/o Dr. 1,400 
To Cash Afc 56 1,400 
Being cash раја to Kalo 


Furniture A/o Dr. 780 
To Cash A/c 55 780 
Being cash paid for purchase of furniture 


Travelling Expenses A/o Dr. "m 140 


To Cash A/c 
Being cash paid for travelling expenses 


120 


House Rent A/c Dr. 140 
To Cash A/c 55 140 
Being cash paid for house rent 


10 


Cash A/o Dr. 140 
To Sunil A/c 55 140 
Being cash received from Sunil 


11 


ОавЬ AJo Dr. 82 
To Furniture A/c 55 89 
Being cash received for sale of old furniture 


12 


Cash A/c Dr. 18 
To Newspapers A/c 55 18 
Being cash received from sale of old newspapers 


18 


Cash A/c Dr. 230 
To Puri's Loan Afc 55 930 
Being cash received from Puri as loan 


Bhaja’s Loan A/o Dr. 180 
To Cash A/c 55 180 
Being cash paid for repayment of loan 


Newspaper A/c Dr. 45 
To Cash A/c 55 45 
Being cash paid for newspaper bill S 


16 


Gardener's Balary А/с Dr. 135 
To Cash A/c š 55 125 
Being cash paid as gardener's salary: 


————————— 
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CASH ACCOUNT (Folio— 55) 


To Balance b/d 


accounts, 


Or. 
Particulars | Y | Y. | Amount 
| Rs. 
By Crick ot set | OL 190 
Kalo от | 1400 
7 Furniture | 01 180 
Travelling | 
Expenses | 01 190 
" House Rent | 01 140 
" Loan to Bhaja | 01 180 
" Newspapers 01 45 
* Gardener's Balary 01 195 
" Balance o/d 1,480 
4,970 
РЕСЕ 


Information to Learners 
Т, Е. & J, F. No. aro to be recorded at the time of posting from Journal to other Ledger 


Cash Balance 


Definition: The balance of Cash Account on a particular date after compris- 
ing the sum totals of debit side and credit side is called Cash Balance. The sum total 


of debit side is generally more than the sum total of credit side. 


Generally, Cash 


Account shows a debit balance of zero balance, but it never shows credit balance. 


Differences between Cash Statement and Cash Account 
А statement in which cash receipts and cash payments are recorded in order 
to date of occurrence is called Cash Statement. 
An account in which cash transactions are recorded chronologically in order 


to date is called Cash Account. 


The differences between Cash Statement and Cash Account are given below : 


Cash Statement 


1. The transactions of an events (i. e. 
household, family festival, social func- 
tion) are recorded in Cash Statement. 

~ 2. Allcash receipts are recorded in 
left-hand side and all cash payments 
are recorded in right-hand side of the 
Cash Statement. 

3. All cash transactions of short- 
term non-profit-secking units are recor- 
ded in the Cash Statement. 

4. Main difference between Cash 
Statement and Cash Account is in the 
procedure of recording. 


Cash Account 


1. The transactions of a going 


concern (i. e. household, club, society 
etc.) are recorded in Cash Account. 

2. All cash receipts are recorded in 
debit side and all cash payments are 
recorded in credit side of the Cash 
Account. 

3. All cash transactions of long- 
term profit-secking units are recorded in 
Cash Account. 

4. The Cash Account is the deve- 
loped form of a Cash Statement. 


ses 


Wo "ТИЛУ у 


| /— — AOQOUNTING FoR A HOUSEHOLD 1119 
Verification of Cash Balance 
: Definition: Тһе verification of balance of cash Account with the amount of 


cash in Cash Box on a particular date is called verification of Cash Balance. 

At the end of each event, Cash Account may be balanced, verified and 
checked with the amount of Cash Box. Then various types of coins and 
notes are serialized according to their standard. As for example, 100-Rupece 
Currency notes, 50-Rupee Currency notes, 20-Rupee Currency notes etc. are 
grouped separately, Similarly, 50-paise, 25-paise, 10-paise, 5-paise coins are grouped 
separately. The total amount of cash of each class is to be determined and sum 
total of currency notes and coins is to be determined. Ifany cheque is received 
but not cashed or deposited or endorsed it will be shown with the cash. Similarly, 
Revenue stamps are purchased but not used, the value of Revenue Stamps is also 
to be included with the amount of cash. In this way, a statement may be 
prepared to ascertain the amount of cash in hand which is called Statement of 
Cash in hand... 

If the balance of Cash Account does not agree with the amount of cash in 
hand, the causes of difference are to be found out. For this reason, the learned 
men of Accountancy told that “The balance of Cash Account gives us the actual 
amount of Cash we have in hand at any time”; but “The actual amount of cash 
in hand can never be accurately determined without actual counting of cash in 


the Cash Box." 


Cash-over or Cash-short 


Generally, the Cash Account of each concern is balanced at the end of every 
working day after recording all cash transactions. If all cash transactions are 
properly and correctly recorded in the Cash Account and the amount of cash „ 
box is properly counted, no difference will arise with the balance of Cash Account 
and the amount of cash box. But, in certain cases, there may be a difference 
between the balance of Cash Account and the amount of cash box, which cannot 
be corrected by taking any suitable measures is called Cash Excess or Cash 
Short. Then it is also assumed that there is no mistake in counting or recording 
of the cash transactions or fraud. 

Causes of Cash-over or Cash-short : The causes of cash-over or cash-short 
are discussed below : 

(a) The cashier, in mistake, may receive more or less cash from payers or 
pay more or less cash to payees than the actual amount. 

(b) In any case, a cashier may receive cash more than or less than the actual 
amount due from payers, similarly, a cashier may pay more than or less than the 
actual amount due to payers. 

(с) If the recording of Cash Account is maintained in a machine, but a 
small part of dues is reduced as per instruction of the organisation, 

The amount of ишо or cash-short, if any, is to be adjusted every day in 
Cash Account, 

If the amount of е ог cash-over is very "T. in amount, it may be 
adjusted after a period of time (as, weck, month, etc.). 
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Illustration 2: The abstract of the cash transactions of Vibekananda Ghosh 
on 31st December, 1984 is given below : 


Rs. 
Cash in hand at the opening of the day 400:00 
Cash collected during the day 2,520:75 
Cash payments made during the day 2,315:65 
Actual cash in hand at the close of the day 605:09 


You are to prepare a statement to ascertain the cash excess or short оп 3lst 
December. 1984, ` 


Solution : 
OASH STATEMENT TO ASOERTAIN CASH EXCESS OR SHORT 
ON 818T DECEMBER, 1984 
mu nic —————————) 


Rs. Rs. 
Opening Cash in hand on 31st December, 1984 400'00 
Add Cash collection during the day 2,520°75 
———ÀÀ 2,920°75 
Less Cash paid during the day 2,815'65 
Olosing Cash in hand on 31st December, 1984 605"10 
Less Actual Cash in hand at the close of the day 605 09 
Cash Short for the day 0'01 


Illustration 3: The abstract of the cash transactions of Makhan Lal оп 31 
August, 1985 is given below : 


Rs. 
Cash in hand at the opening of the day 157.25 
Cash payment made during the day 223`75 
Cash collection made during ће day 103:27 
Actual cash in hand at the end of the day 36°79 


You are to prepare a statement to ascertain the cash excess or short on 31st 
August, 1985. 


Solution : 
CASH STATEMENT OF ASCERTAIN CASH EXOESS OR SHORT 
ON 318T AUGUST, 1985 


Rs Rs 
Opening Cash in hand on 31st August, 1985 157°25 
Add Cash collected during the year 103'27 
FIRES 26052 
Less Cash paid during the year 298'75 
Olosing Cash in hand at the end of the day 36°77 
Less Actual Cash in hand at the close of the day 36°79 


Cash excess for the day 0°02 
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Illustration 4: From the following information prepare a statement of cash 
in hand of the cashier of the Premdas Bhujaniwala as on 31st December, 1984 : 


Currency Note/Coins Number | Currency Note/Coins Number 
100-rupee Currency Notes 6 | 50-paise Coins 7 
50- „ » » E p 5 
2- „ » » 2610: 2, S; 20 
10- „ » » Pli NS 5 
2- ,, » 3 а 4 
үх » Note LS э. any 4 

l- , Coin 3 


A cheque received for donation Rs, 150 and Bank Draft received for Govt. 
grant Rs. 750, but there were not deposited in Bank account, Postal order were 
purchased to pay Govt. fees, but not sent Rs. 25 and 2 pieces of 20-paise Revenue 
Stamps were in hand. 


Solution : Premdas Bhujaniwala 
STATEMENT OF CASH IN HAND АВ ON 318T DECEMBER, 1984 


Particulars Amount Amount 
a HL 
Bs. Rs. 
100-rupee Currency Notes 100x 6 600'00 
50- „ » » 50x 7 850:00 
204 » „ 20x 26 590'00 
10- , " » 10х51 510'00 
3- „ » „ 2x 7 14'00 
1- , a Note 1х 1 1°00 
50-paise Coins 050х 7 8°50 
25- , » 0'25x b 125 
10- , 3 0'10x 20 2'00 
5- , а 0'05х 5 0'25 
8- „ 5 003x 4 019 
2- , H 0'02x 4 008 
1- , бош 0 01x 8 0:08 
2,002:23 
Cheque and Bank Drafts 1504-750 900'00 
Postal Order and Revenue Stamps 25°00+-0'40 95°40 
Total Cash in hand 9,927°68 


The amount of cash may be determined by preparing separate statements of 
the above question in the following way : 


STATEMENT OF CURRENCY NOTES 
„—————————————————— 


Particulars Amount Amount 
i ЕА E 65 5 S м Her 4 ш 
Rs. Rs. 

100-tupeé Currency Notes 100x 6 600 00 

50- „ » » 50x 7 350'00 

20- , » » 20 x 26 520'00 

10- „ » » 10x51 510'00 

22, » » 2x 7 14'00 

l- „ " Note 1x 1'00 

| 1,995°00 
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STATEMENT OF COINB 


kw 


Particulars Amount Amount 
iiss ae LF 
Bs. Rs 
50-raise Coins 050x 7 | 8°50 
25- " x 025x 5 1'26 
10- " А! 0°10 x 20 2°00 
5- " ic 0'05х 5 0'25 
8- ^ E 0'03х 4 012 
2- " s 0:02x 4 0'08 
1- " Coin 0'01х 3 0'03 
К 728 
Se 


STATEMENT OF CHEQUES, BANK DRAFT, POSTAL ORDER, ETO. 


Particulars Amount 


Ra, 
Oheques 150'00 
Bank Draft „ 750'00 
Postal order 25°00 
Revenue stamp 040 

925'40 


BTATEMENT OF CASH IN HAND 


— Pa тыры SY EE ДАЙЫН НИ 


Particulars Amount 

Rs, 
Currency Notes 1,995'00 
Coins т 28 
Cheque, Bank Draft, Postal Order eto. 92540 
9,927:68 


аа тарас со зо АА I a a ННН 


Final Account of Receipts and Payments or Receipts & Payments Account 


Definition: As defined by Spicer and Peglar “A Receipts & Payments 
Account is a summarised Cash Book (Cash and Bank) for a given period.” 

R. N, Carter has defined that “This (Receipts & Payments Account) is simply 
а summary of the Cash transactions, as in the Cash Book, analysed and classified 
under suitable headings ; including the opening and closing balances." 
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So,a Receipts and Payments Account is a condensed summary of Cash 
Book in which opening balances of Cash & Bank, the summary of all classes of 
Receipts and the summary of all classes of payments and closing balances of Cash 
& Bank Accounts are included for an accounting period. 

Simply we can say that it is a summarised account of all cash transactions of 
an accounting period. It does not include any outstanding incomes and out- 
standing expenses of the accounting period. 

Features of Receipts & Payments Account: The features of а Receipts & 
Payments Account are given below : 

(1) The cash transactions are made in cash and/or by cheques. They are 
classified in suitable headings and the total amount of each class is recorded in the 
Receipts & Payments Account. So, it is a summarised Cash Book. 

(2) The items which are recorded in debit side of a Cash вор are also 
recorded in debit side of the Receipts & Payments. 

Similarly, the items of the credit side of a Cash Book are also recorded in the 
credit side of the Receipts & Payments Account. 

(3) All receipts and payments, whether they are capital or revenue nature, 
are included in the Receipts & Payments Account. 

(4) The balance of the Receipts & Payments!Account generally shows debit 
balance. If there is a Bank Overdraft, it may show credit balance. 

(5) It is an account which has two sides—debit and credit. But, the Double 
Entry System cannot be properly explained in the recording of the Receipts and 
Payments Account. 

(6) The sum totals of debit balances and credit balances are determined by 
this account. 

(7) The opening balances and all cash receipts in debit side and all cash 
payments in credit side and closing balances are always equal. 

Advantages of a Receipts & Payments Account : The advantages of a Receipts 
& Payments Account are discussed below : 

(1) The summary of all classes of transactions can be known from the 
account. 

(2) The arithmetical accuracy of recording of cash. transactions can be 
examined and the Income & Expenditure Account is prepared with the help of 
this account. 

(3) The valuable information can be prepared from this account. 

(4) The preparation of cash budget can be made with the help of this 
account. 

(5) The comparative study can be made with the various types of receipts 
and payments. 

Limitations of Receipts & Payments Account: The Receipts & Payments 
Account have also many limitations which are discussed below : 

(i) All detailed financial information are not available from the account. 
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(i) It includes the balances of previous accounting period. 

(iii) It includes the outstanding incomes and expenses of the previous 
accounting period, if the outstanding incomes are received and the outstanding 
expenses are paid in the accounting period. 

(iv) It also includes the expenses and incomes for the next accounting 
period if these are made in advance in the accounting period. 

(v) The actual figures of the incomes and expenses of an accounting period 
may not be shown in this account. It is possible if all expenses and incomes 
incurred for the accounting period are made in cash. 

(vi) The all items of financial position of an accounting unit cannot be 
ascertained from this account except the balances of cash and bank. 


(vii) The details of payments and receipts cannot be shown in this account. 


Illustration 5: From the following ledger balances of Mr. Haladhar Patal 
for the month of January, 1985, prepare a Receipts & Payments Account : 
Cash in hand as on Ist January, 1985, Rs. 1,600. 


Rs. Rs. 
Interest received 500 Municipal Taxes paid 300 
Fooding expenses paid 850 Travelling Expenses paid 150 
Salary received 1,750 Medical Expenses paid 90 
Stationery purchased 190 ^ Educational Expenses paid 570 
Insurance premium paid 230 House rent received 1,500 
Ornaments purchased 520 Dresses & Cloths purchased 400 
Dividend received 450 Miscellaneous Expenses paid 170 


Solution : 
In the books of Mr. Haladhar Patal 


RECEIPTS & PAYMENTS ACCOUNT FOR THE MONTH OF JANUARY, 1985 


Dr. Or. 
Receipts Amount Payments Amount 
To Bal: ъа y ui 
'о Balance ав оп 11.1985 1,600 | By Fooding Expenses id 

m е received 500 T Btationery ч A 190 
? CE Rond " 1,750 | " Insurance Premium 230 
^ ШУ lend receive 450 " Ornaments purchased 520 
‘ouse rent received 1,500 | " Municipal Taxes 300 
" Travelling Expences 150 
” Medical Expenses 90 
n Educational Expenses 570 
* Dresses and cloths purchased 400 
Miscellaneous Expenses 1TO 
" Balance c/d 9,830 
5,800 5,800 

То Balance b/d 1,910 і 
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Solutions of Important Illustrations : 


Illustration 6: From the following particulars prepare a cash account of 
Md. Ayub Khan: 


1985 Rs. 1985 Rs. 
Jan. 1 Cash in hand : 420 Jan. 16 Paid house rent 900 
2 Received Salary 4,300 18 Received from agriculture 2, pn 

4 Paid for vegetable 340 20 Paid electric bill 120 
5 Paid for Newspapers 75 22 Paid telephone bill 80 
7 Paid for rations 180 25 Purchased cosmetic goods T 
8 Paid for tiffin 210 26 Paid donations 101 
10 Paid for fooding expenses 1,400 27 Paid medical expenses 210 
11 Paid for travelling expenses 120 28 Paid educational expenses 360 
12 Purchased cloths 950 31 Purchased books 420 

15 Paid grocery bill 580 


Solution ; 
In the books of Md. Ayub Khan 


CASH AOCOUNT 
Dr. Cr. 
Date Particulars A Amount | Date Particulars d Amount 
1985 Rs. 1985 Rs, 
Jan, 1 | To Balance b/d 420 | Jan. 4 | By Vegetable 840 
2| » Salary 4,300 5 " Newspaper bill 75 
18 | , Agricultural Income 2,600 d " Rations 180 
8 ” Tiffin 210 
10 ” Fooding expenses 1,400 
11 " Travelling expenses 190 
12 " Oloths 950 
15 " Grocery bill 580 
16 " House Rent 900 
20 ” Electric bill 120 
22 ” Telephone bill 80 
| 25 ” Cosmetio goods 480 
26 ” Donations 101 
97 ” Medical expenses 210 
21 " Educational expenses | 360 
31 ” Books 490 
31 ” Balance c/d 794 
7,320 7,820 
ee 
Feb, 1 | То Balance b/d 794 
| 


Illustration 7: From the following particulars, prepare a Cash Account of 
Kirti Azad for the month of December, 1984 : 


1984 Rs. 1984 Rs. 
Dec. 1 Cash in hand 350 Рес. 22 Paid son's tution fee 75 
Salary received 2,000 23 Paid for weekly ration 45 
Paid to son for 25 Purchased an almirah 500 
household marketing 300 26 Received dividend 700 
2 House rent paid 300 27 Deposited cash into bank 300 
4 Paid grocer's bill 100 28 Paid for weekly ration 55 
7 Paid for weekly ration 50 29 Paid for maid servant's 
13 Paid for milk card 80 salary 60 
15 Paid for weekly ration 52 31 Household marketing ex- 
17 Paid for grocer's bill 340 penses paid by son Rs. 290 


and balance refunned. 


Journalise these transactions, post them in Ledger Accounts and prepare a 
Receipts & Payments Account. 
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Solution : In the Books of Kirti Azad 
JOURNAL ( Folle-02) 


Dr. Cr. 


| ux, | Amount Amount 


Dee. 1 To Valance b/d 


"m 


^ | " Bon 
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Solution : In the Books of Kirti Azad 
JOURNAL ( Folio-01) 
Dr, Cr. 
Date Particulars L.F. | Amount Amount 
198% Rs. Rs. 
Deo. 1 Cash A/e 13 2,000 
To Salary Received Afc Dr. 2 2,000 
Being cash received for salary 
1 Son (for Household expenses) Alc Dr. 4 800 
To Cash A/c 13 300 
Being cash paid for household expenses 
2 House Rent A/c Dr, 5 300 
To Cash A/o 13 300 
Being cash paid 
4 Grocer’s bill АЈ Dr. 6 100 
To Cash Afc 18 100 
Being cash paid 
[i Ration (Weekly) A/c Dr. T 50 
To Cash A/o : 18 50 
Being cash paid 
18 Milk Card A/c Dr. 8 80 
To Oash A/o 18 80 
Being cash paid 
15 ` Weekly Ration Afc Dr. T Bam! 
To Cash Alc 18 59 
Being Cash A/o 
11 Grocer Bill A/o Dr | .6 $40 | | 
To Cash A/o 18 340 
Being cash paid 
92 Bon's Education fees A/c Dr. 9 15 : 
To Oash A/c 13 75 | 
Being cash paid 
23 Weekly Ration A/c jr Dr. 7 45 | 
То Cash A/o 18 45 
Being cash paid | 
25 | Almirah Ajo VU ae ср, |2 10 : 
To Cash A/c 13 500 500 | 
Being cash paid 
96 | Gash Ale Dr. | 18 T 
To Dividend Received A/o 8 700 
Being cash received 
97 Bank A/c Dr. | 11 
To Cash A/o 13 m 800 
Being cash deposited into bank 
28 Weekly Ration A/c Dr. 7 
To Cash A/c 18 55 55 f 
Being cash paid | 
99 "Maid Servant's Salary A/c Dr. | 12 | 
To Cash A/c 13 60 60 
Being cash paid 1 
31 Cash A/o Dr. | 13 | 
To Son’s (for Household expenses) A/c 4 10 10 : 
Being cash received from his son after payment 
of Household expenses Rs, 290 | 
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CASH ACCOUNT ( Folio-13 ) 
Dr. Or, 
Date Particulars | z Amount} Date Particulars ok Amount 
1984 | Вз. 1984 Вз. 
Dec. 1 | To Balance b/d 350'00| Dec. 1 | By Son 01 | 200'00 
” Balary , 01 | 2,000 00 2| " House Rent 01 800°00 
26 | " Dividend 01 700°00 4 | " Grocer's bill 01 100'00 
31| ” Son 01 10°00 7| ” Weekly Ration 01 50'00 
| 13 | " Milk card 01 8000 
| 15 | " Weekly Ration 01 52'00 
17 | " Grocer's bill 01 240°00 
| | 92 | ” Son’s tution fee 01 15°00 
| | 28 | " Weekly Ration 01 45'00 
25 | " Almirah 01 500'00 
| 27 | " Bank 01 300700 
| 28 | " Weekly Ration 01 55°00 
| | | 79 | " Maid Servant’s Salary | 01 60°00 
| пае 31 | " Balance c/d 803'00 
3,060'00 3,060*00 
1985 parent = 
Jnn. 1 | To Balance b/d 803:00 
SALARY REOEIVED ACCOUNT ( Folic-2 ) 
Dr. Or, 
Date Partloulars n Amount Date Particulars n | Amonnt 
1984 | Rs, 1984 Bs, 
Dec, 31 | To Balance o/d 2,000'00 | Deo, 1 | By Cash 01 | 2,000'00 
2,000,00 9,000:00 
етан 1984 | 
Jan, 1 | By Balance b/d 2,000'00 
DIVIDEND ACCOUNT ( Folio-3 ) 
Dr. «| On 
Eee ee ee ЕЛА Ес АЕ 
Date Particulars “A Amount | Date Particulars ur Amount 
1984 Вз. 1984 Вз. 
Dec, 81 | To Balance o/d 700'00 | Dec. 26 | By Cash 01 | 700'00 
| ———— LOS dc ARI 
| 700°00 700'00 
=| 1985 == 
Jan. 1 | By Balance b/d 700'CO 
SON’S ACCOUNT ( FOR HOUSEHOLD EXPENSES ) ( Folio-4 ) 
Dr. Or. 
Date Particulars gs Amount | Date Particulars T Amount 
1984 Rs. 1984 Rs, 
Dec. 1 | To Cash 01 | 300°00 | Dec. 31 | By Cash 10'00 
Dec. 31 | , Balance c/d 290'00 
80000 800°00 
1985 —— I————— 
Jan. 1 | To Balance b/d 290°00 
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HOUSE RENT ACCOUNT ( Folio-5 ) 


Dr, Cr, 

Dato | Particulars | $5 | Amount | Date | Particulars | T Amount 
i ЫЗ " 

1984 Rs. 1984 Rs. 

Dec. 2 | To Cash 01 | 30000 | Dec’ 31 | By Balance o/d 300'00 
300'00 800°00 

1985 L4 aM 
Jan, 1 | To Balance b/d 300'00 | 


GROOER’S BILL ACCOUNT ( Folio-6 ) 


Dr. Or. 
eee 
Date | Particulars [E | amens Date | Particulars E | amonat 
1984 Rs 1984 Rs. 
Dec. 4 | To Cash 01 | 10000 | Dec. 31 | By Balance c/d 440'00 
17| , Cash 01 | 34000 
440'00 440'00 
1985 E 
Jan, 1 | To Balance b/d 440'00 


WEEKLY RATION ACCOUNT ( Folio-? ) 


Dr. Or. 
Date | Particulars d Amount | Date Particulars 2 Amount 
1981 y Rs. 1981 Rs 
Dec. 7 | To Cash 01 50°00 | Dec. 31 | By Balance c/d 202'00 
15 | , Cash 01 52'00 
98 | , Cash 01 | 45°00 
98 | „ Cash 01 | 5500 
| 202'00 202:00 
1985 — eR 
Jan, 1 | To Balance b/d 202'00 


MILK CARD ACCOUNT ( Folio-8 ) 


Date Particulars E m Date | Particulars | d | Amount 


в. | 1984. Rs, 
Dec, 18 | To Cash 01 80°00 | Dec. 31 | By Balance c/d 80'00 
80°00 80°00 


1985 
Jan, 1| To Batance b/d 
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SON’S TUITION FEE ACCOUNT ( Folio-9 ) 
Dr. 
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Date | Particulars | Ah | Amount | Date | Particulars | 5 Amount 
1984 | | Bs. 1984 | Bs. 
Deo, 92 | To Cash 01| 75°00 | Dec. 81 | By Balance c/d 75°00 

lose Perens 
| | T500 | 1500 

1985 | = | р 

Jan, 1 | To Balance b/d 75°00 | 
ALMIRAH ACCOUNT ( Folio-10 ) 

Dr. Or. 
Date | Particulars | r Amount | Date | Particulars | d | Amount 
1984 Вз, 1984 | Rs. 
Dec. 25 | To Cash 01 | 50000 | Dec, 81 | By Balance c/d 500'00 

500'00 | 500'00 
Jan. 1 | To Balance b/d | 500'00 | 
BANK АСОООМТ ( Folio-11 ) 
Dr. Or. 
Date | Particulars | 2 | Amount Date | . Particulars | M | Amount 
1984 1984 Rs. 
Dec. 97 | To Cash 01| 30000 | Dec. 31 | By Balance o/d 800'00 
| 
| 800'00 
1985 ——— 
Jan, 1 | To Balance b/d | 
MAID SERVANT’S SALARY ACCOUNT ( Folio-12 ) 
Dr. Or. 
Date | Particulars | oft Amount | Date Particulars 5 | Amount 
1984 | Bs. 1984 
Deo. 29 | To' Cash o1 | 6000 | Deo, 81 | By Balance c/a 
60°00 
1985 s TRER 
Jan. 1 | To Balance b'd | 6000 
| 


911285] 
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REOEIPTS & PAYMENTS ACCOUNT 


Dr. E: Cr. 
I ——ÀMMÀ ———MTS 
Particulars Amount Particulars Amount 
Bs, 

То Balance b/d · By Son (for Household expenses) A/c 290 

(as on 1, 12, 84) » House Rent Ajo 300 

- , Salary Received A/o » Grocer's bill Ајс — 440 

^! ^ „ Dividend A/o » Weekly Ration bill A/c 902 

= » Milk Card A/c 80 

» Bon's Tuition fee A/c 75 

» Almirah Ајс 500. 

» Maid Servant’s Salary A/o 60 

» Balance c/d 
Bank 300 
Cash 803 

1,103 

| 9,050 
To Balance b/d TEE 

Cash | 
Bank 


Information to Learners 


An Income & Expenditure Account is to be prepared to ascertain the 
financial results and a Balance Sheet to be prepared to ascertain the financial 
condition. The household Income & Expenditure Account and Balance 
sheet are shown in the Chapter IX. 


Exercises 


(A) Essay-type Answer Questions : 

_ 1. What do you mean by Household Accounting? Why is it necessary ? 

What are its features ? [W. B. H. S. Examination—1982] 
Ans, : Write from ‘Household Accounting’ (р. 1.110) ‘Features of Household Accounting’ (р. 1.110) 
2. Distinguish between Household Accounting and Business Accounting. 

: [W. B. H. S. Examination—1983] 
Write trom ‘Differences between Household Accounting and Business Accounting ( p. 1,114) 
3. What do you mean by Household Accounting? What are the different 

aspects of Household Accounting ? [W. B. H. S. Examination—1979] 

Ans. : Write from ‘Household Accounting" (р. 1.110) ‘Features of Household Accounting’ (p. 1.110) 
4. “It is meaningless to maintain family accounts except on double entry 
_ basis.” Do you agree ? Give reasons. 
[Specimen Questions of H. S. Council—1978] 
Ans: Write from ‘Household Accounting under Double Entry System’ ( p. 1.112 ) 
5. What are the objects of preparing family budgets ? 


Ans, : 


[ Tripura H. S.—1979 ] 
Ans: Write from ‘Family Budget’ ( p. 1.112). Л 


6. · What is the Final Account of Receipts & Payments ? 


[ Tripura Н. S.—1981 ] 
Ans: Write from ‘Final Account of Receipts & Payments Account ( p. 1.122 ). 
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7. Distinguish between Cash Statement and Cash Account. 

Ans: Write from ‘Difference between Cash Statement and Cash Account ( p. 1.118 ). 

8. What do you mean by verification of cash balance? How do you verify 
the cash balance of a concern ? 

Ans: Write from ‘Verification of Cash Balance’ ( p. 1,119). 

9. “The balance of the Cash Account gives the actual amount of cash we 
should have in hand at any time." "The actual amount of cash in hand, can 
never be accurately determined without actual counting of cash in the cash box." 
Reconcile these two Statements. 

[ Specimen Questions of H. S. Council—1978, 1980 ] 

Ans: Write from ‘Verification of Cash Balance ( р. 1.119). 

10. What do you mean by Final Account of Receipts and Payments. Describe 
the importance of Final Account of Receipts and Payments. 

Ans: Write from ‘Receipts € Payments Account’ (p. 1.122) ‘Advantages of Receipts & Payments 
Account’ ( p. 1.123 ). 

11. Describe the features and limitations of Receipts and Payments Account. 


Ans, Write from ‘Features of Receipts & Payments Account! ( p. 1.123 ) and Limitations of 
Receipts & Payments Account ( p. 1.123) 


(B) Short-type Answer Questions : 


1. Write short notes on : 
(а) Cash Surplus, (b) Cash Short, (c) Cash Balance, (d) Verification of 
Cash Balance. 


Ans; Write from (a) Cash Surplus (p. 1.119), Ф) ‘Cash Short’ (р. 1.119), (с) 'Oagh Balance’ 
(p. 1118), (à) ‘Verification of Cash Balance’ ( р. 1.119 ) 


(C) Practical Questions : 
1. Enter the following transactions in the Cash Account of Gouranga 


Kirtania and extract the balance : 7 

1984 Ёз. 1984 Rs. 
Aug. 1 Cash in hand 120 Aug. 4 Daily purchase 28 
Received salary 1,225 Paid laundry bill 16 
Grocery purchased 130 |. 5 Paid for monthly ration 310 
*) Daily purchased 35 Paid electric bill 23 
Donated to Kalighat 1 5 Paid milk bill 75 
Purchased hosiery 30 Paid for theatre tickets 24 
Paid gas bill 15 Purchased cloths 58 
3 Paid to Dr. Ghosh 25 Paid son’s college fee 35 
News paper bill paid 16 6 Daily purchase 22 
Paid travelling expenses . 3 Purchased cosmetics 42 

Subscription to Received examiner's 
Subhas Club 18 remuneration 150 
Paid house rent 280 


(Ans. Cash in hand, Ез. 299) 
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2. Siddhartha Ray is a student of Shibpur Engineering College of West 
Bengal. Enter the following transactions in his Cash Account : 


1984 Rs. 1984 Rs. 
Jan. 1 Cash in hand 50 Jan. 9 Paid travelling charges Л: 
2 Received from his home 450 10 Purchased a book 35 
3 Paid hostel bill 180 11 Purchased a pen 16 
4 Paid club bill 10 12 Purchased exercise books 15 
5 Paid tiffin bill 35 13 Purchased a shirt 58 
6 Purchased postage 12 14 Purchased movie ticket 3 
7 Paid laundry bill 25 15 Paid bus fare 6 
8 Paid hair-cutting charges 3 16 Purchased medicines 14 


(Ans. Cash in hand, Rs. 81) 


3. From the following particulars of В. К. Basu prepare his Cash A/c : 


1984 Rs. 1984 Rs, 
Jan. 1 Cash in hand 150 Jan. 6 Paid for cash purchase 
2 Cash sales of furniture 30 of clothes 60 
3 Received from S. P. Roy 580 Paid rent 15 
4 Paid to P. K. Lahiri for Cash sales of furniture 120 
credit purchase of food- 7 Received from 
grains 230 A. Amarnath against 
5 Received interest on Credit sale of spices 150 
investment 180 Paid for purchase 
6 Paid'carriages 30 of furniture 50 
Paid wages т 10 


(Ans. Cash in hand, Rs. 815) 


4. Prepare a Cash Account in the books of Sri A. К. Banerjee from the 
following transactions : 


1984 Rs. 1984 Rs. 
July 1 Cash in hand 300 July 19 Paid house rent 500 
3 Received salary 2,200 22 Received dividend 300 
6 Purchased utensils 600 26 Received loan 840 
10 Purchased furniture 400 28 Purchased garments 180 
12 Sold old utensils 500 29 Purchased foodgrains 60 
15 Paid salaries 500 31 Paid into bank 1.000 


(Ans, Cash in hand, Ив, 900) 


5. From the following information prepare a Cash Account of Sri Kali 
Banerjee : 


1984 Rs. 1984 Rs. 
Aug. 1 Balance in hand 570 Aug. 16 Paid Insurance Premium 133 
2 Received salary 1,180 17 Paid fuel etc. 81 
6 Paid for ration 230 22 Paid for loan 251 
9 Paid house rent 320 26 Received interest 181 
10 Paid electric bill 25 28 Paid tuition fees 65 


^^. M Paid for grocery 255 31 Paid petrol bill 33 
сев (Апа. г Cash in hand, Rs, 538) 
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6. From the following information prepare a Cash Account in the Books of 
Mrs. Suchitra Sen : 


1984 Rs. 1984 Rs. 
Sept. 1 Cash in hand 4,315 Sept. 18 Paid for milk 150 
2 Paid for daily 20 Paid electric bill 75 
marketing to a servant 1,870 23 Purchased T. V. Set 5,700 
4 Received from house 24 Paid Corporation Tax 300 
rent 4,000 28 Paid tuition fee for 

6 Paid: petrol bill 2,300 children 250 
10 Paid for ration 450 22 Paid driver’s salary 380 

15 Received from film 30 Paid repair ў 
contractee 9,300 charges 435 


(Ans. : Cash in hand, Вв, 5,795) 


7, The following are the particulars of cash in hand of Sri Kabir Nandi at 
the close.of 31st December, 1983 : 


Kinds of notes & coins Number Kinds of notes & coins Number 

100-rupee'note 17 I-rupee coin 15 
50. ., Р 20 50-paise „ 20 
20- , Н 8 We iit te i 140 
10- , at 60 то AZON 
CHEN » 80 =e E 60 
2- , A 15 i epe MSS 7 
l- , : 35 


Cheques received but not deposited amounted to Rs. 850 and 10 pieces of 
20-paise revenue-stamps are in hand on the date. 
You are to ascertain the closing cash balance of Sri Kabir Nandi at the close: 
of 31st December, 1983. 
(Ans. Cash in hand, Re, 4,853'14) 
8. The abstract of the cash transactions of Taraknath Mistanna Bhandar 


as on 25th December, 1983 is given below: 


Rs. 

Cash in hand at the opening of the day 325'00 
Cash payment for the day 6,421:18 
Cash collection for the day 8,229:53 
2,133°31 


Actual cash in hand at the close of the day 


You are to prepare a statement to ascertain Cash Excess or Short as on 25th - 


December, 1983. 
(Ans, Cash Short, 4 P) 
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9. The abstract of cash transactions of A. B. Ali as on Ist January, 1984, 
is given below : 


Rs. 
Cash in hand at the opening of the day 215:00 
Cash collection made for the day 1,324:19 
Cash payments during the day 1,028:76 
Cash in hand at the closing of the day 51045 


Prepare a statement to ascertain Cash Excess or Short as on Ist January, 


1984. 
(Ans, Cash Excess, Rs, 0'02) 


10. From the following particulars, prepare Receipts and Payments Account 
for January of the family of Mr. Datta: 


Rs. Rs. 

Cash in hand 1.1.1979 200 Loan to Mr. Das 50 
Salary for the month 950 Loan from М, Saha 100 
Purchases: Cloth б 150 Fish and meat 275 
Foodgrains 320 Spices ; 82 

Vegetable 255 Furniture 37 


[ Tripura H. S.—1979 ] 
(Ans. Cash in hand, Rs. 81 ; Total of Receipts € Payments Account, Rs. 1,950) 


11. From the following particulars of Sri Sanatan Goswami, prepare a 
Receipts and Payments Account for the month ended 31st March, 1984 : 


Rs. Rs. 
Salary reccived 2,000 Postage & Telegram bill paid 140 
House Rent received 1,000 74% Govt. Bond purchased 500 
Fooding expenses 600 Dividend received 1,200 
Medical expenses 200 ^ Educational expenses 420 
Purchase of stationery 300 Purchases of cosmetics 170 
Gifts and donations paid 200 Purchases of furniture 340 


Cash-hand as on Ist April, 1983 300 Paid electric bill 45 
d (Ans. Cash Balance Rs. 1,585) 


12. From the following particulars prepare a Receipts & Payments Account 
of Sri Mulachand Lakhotia for the month ended 31st August, 1984 : 


Rs. Rs. 
Cash in hand as on 1.8.1984 350 Purchase of furniture 375 
Agricultural Income received 1400 Medical expenses paid 120 
Salary received 2,500 ^ Educational expenses paid 230 
Purchase of cloths { 820 Purchase of ceiling fan 480 
Purchase of foodgrains 380 Purchase of stationery goods 272 
Purchase of vegetable 130 Paid for spices 130 
Purchase of fish, meat etc. 215 


(Ans. Cash Balance Rs, 1,038 ) 
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13. Journalise the following transactions of Mrs. Moon Moon Sen, post them 
in ledger accounts and prepare a Receipts & Payments Account for the month 
ended 31st December, 1983: 


1983 Rs. 1983 Rs. 

Dec, 1 Cash in hand А 780 Dec, 16 Paid educational expenses 680 

3 Received agricultural 17 Purchase furniture 120 

income 400 19 Paid for weekly ration * 45 

4 Paid for ration 50 21 Paid grocer’s bill 125 

i 5 Paid house rent 480 24 Paid Medical expenses ` 175 

| 6 Received salary 1,950 26 Paid for milk card — 112 

| 10 Purchased furniture 275 27 Paid for ration 48 
| 12 Paid for ration 65 30 Received agricultural 

; 14 Paid grocer’s bill 735 income 920 

31 Sold an old furniture 90 


(Ans. Cash in hand Rs, 1,230) 
(D) Practical Questions : 


Correct the following statements : 
a) Cash Account is a Journal. 
b) Receipts & Payments Account is a true copy of Cash Account, 
) There is no difference between Cash Statement and Cash Account. 
d) Different types of balances may be shown in a Cash Account. 
e) The opening and closing balances of Cash and Bank are not included ir in 
a Receipts & Payments Account. i 


(9 


1. 
( 
( 
( 
( 
( 


Ans.: (a) Cash Account is a ledger account. 

(b) Receipts & Payments Account is а summarised Cash Book, 

(c) There are many differences between Cash, Account and Cash Statement, 

(d) Only debit balance is shown in a Cash Account. 

(e) The opening balances of Cash and Bank are included in Receipts & Payments Account. ` 


CHAPTER V 


Accounting for Clubs, Societies and Institutions [ Non-profit-seeking units ] 
, —Contd. 


Accounting unit—Nature of Non-profit-seeking concerns—differences 
from business—Concept of Continuity—Periodical Accounting—Capital and 
Revenue Concept—Assets and Liabilities. 

_———————— 


Accounting Unit 


Definition: As defined by E. L. Kohlar, an accounting unit is “а business 
enterprise or other economic unit or any sub-division thereof for which a 
system of accounts is maintained." 

So, an accounting unit is a profit-seeking or non-profit-seeking economic unit or 
any sub-division of such unit in which accounts are maintained for each transaction. 

Every event may be considered as an accounting unit for maintenance of 
accounts. According to the nature of events, the accounting units are classified 
into two groups: (1) Non-profit-seeking units and (2) Profit-seeking units. 


(1) Non-profit-seeking units : The concern in which the transactions are 
made without any profit-motive, i.e. the main object of the concern is not to earn 
profit, is called Non-profit-seeking unit ; as, schools, colleges, hospitals, library 
etc, These are formed to render service to the general public or members. 
Household is also a non-profit-seeking unit. 

According to their longevity, the non-profit-seeking units are to be divided 
into two groups (a) Short-term Non-profit-seeking units and (b) Long term Non- 
profit-seeking units. 

(a) Short-term Non-profit-seeking units : The non-profit-seeking units which 
are formed fora short period of time, i.e. financial activities are continued for a 
short period of time, are called short-term Non-profit-seeking units ; as, family 
festivals, social functions etc. 


(b) Long-term Non-profit-seeking units : The non-profit-seeking units which 
are formed for a long period of time, are called Long-term Non-profit-seeking 
units ; as clubs, schools, societies etc. 


(2) Profit-seeking Units : The concerns which are formed to earn profit, i.e. 
the main object of the concern is to earn profit, is called profit-seeking units ; as, 
hawkers, venturers, sole proprietorship business, partnership business, company 
etc. 

According to their longevities, the profit-seeking units are divided into two 
classes: (a) Short-term-profit-seeking units and (b) Long-term-profit-seeking 
units, 


(a) Short-term Profit-seeking units: The profit-seeking units which are 
formed for a short period of time, i.e. the financial activities of these concerns are 
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continued for a short period of time, are called short-term profit-seeking units ; 
as, hawkering business, venture, etc. 

(b) Long-term Profit-seeking units: The profit-seeking units which are 
formed for a long period of time, i.e. the financial activities of these concerns are 
continued for a long period of time, are called long-term profit-seeking units ; as, 
sole proprietorship business, partnership, company etc. 

The sub-divisions of the accounting units are shown in the following 
diagram : j 


Accounting Units 


Non-profit-seeking units profit-seeking units 


Short-term ` Long-term Short-term hte 
[ As, household marketing [ As, family, [ As, hawkering, [ As, Sole Proprie- 
for a day, family festival, clubs, socie- venture etc. ] torship, Partnership, 
social functions?etc. ] ties etc. ] Company etc. ] 


Nature of Clubs, Societies, Institutions ( Non-profit-seeking units ) 


The nature of clubs, societies and non-profit-seeking institutions are various 
types, but these are profit-seeking units. The brief descriptions of these institu- 
tions are given below : » 


(а) Club: A non-profit-seeking unit which is formed by a group of people 
of a village, para, society etc. to enjoy like, sports, game, festival, is called a club. 
This is a non-profit-seeking going concern; as, Mohan Bagan Club, East Bengal 
Club, Subhas Club etc. It is organised by a board, consisting of a president, vice- 
president, secretary, treasurers etc. Generally, the posts are honorary. The 
members of the board meet time to time to formulate the policy of the club and 
prepare a planning for the accounting period. 


(b) Society: The concern is formed to accomplish the particular object of 
a group of people is called society or association ; as, Rice Mills Association, 
Weavers’ Association etc, The society or association is organised by a elected or 
nominated body, consisting of a president, a vice-president, a treasurer, secretary 
etc. The members of the body meet time to time to formulate the policy and 
prepare planning for the administration. 


(c) Non-profit-seeking Institution: A concern which is formed to render 
service to a group of people or general public, is called a non-profit-seeking institu- 
tion; as, school, college, hospital etc. The institution is organised by a body 
which is formed according to the law of the country and constitution of the 
institution. Generally, a president, a vice-president, a secretary are elected or 
nominated by the members of the body. The members of the body тесі time 


.to time to formulate the policy of the concern and approve the budget of the 


institution. 
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Nature of Transactions and Accounting procedure of clubs, societies and non- 
profit-seeking Institutions : The maximum transactions of the concerns are made 
for service rendering work and office administration. So, the nature of these 
transactions are revenue, But, these can purchase few fixed assets of the organisa. 
tion. Generally, thefunds of the concerns are:collected from the following sources : 

(i) Contributions from members ; (ii) Donations ; 

(iii) Grant from government ; (iv) Interest on securities ; 

(v) Dividend and interest on Investment ; (vi) Sale of magazine, periodicals 
etc. ; (vii) Miscellaneous Receipts. 

Generally, a concern pay the following expenditure for the running and 
maintenance of the concern: (i) Rent, (i) Purchase of Newspapers, (iil) 
Printing and stationery, (iv) Travelling and conveyance, (v) Purchase of sports 
materials, (vi) Purchase of books, (vii) Purchase of Investment, (viii) Purchase 
of other assets, (xiv) Salaries and wages: (x) Gift and donations, (xi) Electric 
charges, (xii) Telephone charges, (xii) Repairs and maintenance, (xiv) Meeting 
expenses, (xv) Honorariun to Secretary, President etc. (xxi) Miscellaneous 
payments, etc. 

At the end of the accounting period, the following assets are to be shown in 
the Books of the concern ; 

(i) Books, (ii) Investment, (iii) Furniture, (iv) Office equipment, 
(у) Building, (vi) Cash in hand and cash at Bank, (vii) Stock of medicine, 
(viii) Stock of other materials etc. 

The following funds may be formed for the club, society and non-profit- 
seeking concerns: (i) Capital*fund, (ii) General fund, (iii) Building fund, 
(iv) Funds for replacement of assets etc. 


Distinctions between Non-profit-seeking and Profit-seeking concerns: The 
differences between non-profit-seeking concerns and profit-seeking concerns are 
given below : 


Non-profit-seeking concerns 


1. The main object of the concern is 


to render the service. 

2. The owners of the concerns can 

not be identified. Because it is formed 

by a group of persons of a soceity. 

3. At the end of the accounting period, 

summary of all cash transactions are 
| recorded in the Receipts & Payments 

Account. 

4. The net worth (i.e. assets — liabilities) 

of the concern is transferred to the 

Capital Fund or General Fund. 

5. An Income & Expenditure Account 

is to be prepared to ascertain the finan- 

cial result of the concern. 


——————————————————————— 


Profit-seeking concerns 


1, The main object of the concern is 


to earn profit. 

2, The owners of these concerns can 
be identified easily. Because, these 
are forrhed by the limited persons. 

3. Atthe end of the accounting period, 
the summary of all transactions are 
recorded in a Trial Balance. 

4. The net worth ( i.e. assets — liabili« 
ties) of the concern is transferred to 
the Capital Account. 

5. Manufacturing Account, Trading 
Account, Profit & Loss Account are to 
be prepared to ascertain the financial 
results of the concern. 
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Non-profit-seeking concerns 


Profit-seeking concerns 


6. The excess of incomes over expen- 
diture is called surplus and the excess 
of expenditure over incomes is called 
Deficit. 

7. The surplus or deficit of the concern 
is transferred to the Capital Fund or 


6. The excess: of incomes over expen- 
diture is called profit and the excess 


expenditure over incomes is called 
Loss, 
7. In the case of a sole proprietorship 


business, net profit is transferred to the 


General Fund. Capital Account. In the case of a part- 
nership and company form of business, 
the net profit is transferred to the Profit 
& Loss Appropriation Account. 

8. Generally, the financial result of the 
concern is to be determined at least in 
two stages—(a) Trading Account for 
gross profit, (b) Profit & Loss Account 


for net profit. 


8. The financial result of the concern 
is to be determined in one stage i.e. by 
preparing an Income & Expenditure 
Account. 


ee 


Concept of Continuity 


Definition: The concept by which financial results of each long-term 
accounting unit is determined on the basis that the accounting unit, will continue 
for a indefinite period of time at the end of each accounting period, is called 
concept of continuity. 

The long-term accounting unit is continued for a long period of time. But the 
financial result cannot be determined at the end of life of the accounting unit. 
Again, the determination of financial result is necessary for an aid to management, 
The financial result of the concern is to be determined on the assumption that 
the concern will continue for a long period of time until it is closed, 

But, there is no continuity of the transactions of an event. The accounting 
of an event is made at the end of each event, i.e after a day, a week ora month, 
In the case of a góing concern, the necessary accounting is made at the end of 
each accounting period, i.e. after six months or one year. But, it may be said that 
the continuity of transactions depends upon the chronological occurrence of 
events of an accounting units. Because, the life the man is dynamic and continued 
for a period of time. So, the financial activities of the man are also dynamic and 
continued. So, the need for preparation of final accounts is arised under the 
concept of continuity. 


Accounting Period 


Definition: An accounting period is a period of time, after the end of that 
period, the financial results and financial position are to be determined during the 
life time of the accounting unit. 

The period of time is determined by the users of the information and related 
persons of the concern. The date on which accounting period is ended, is called 
accounting date. Generally, maximum accounting units close their books at the end 
ofa year ; but they can close their books at the end of six months or three months. 
When the accounting units close their books at the end ofa year, it is called 
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accounting year. The accounting convention by which all accounts are closed to 
determine the financial results and financial position is called Accounting Period 
Convention. Under this concept, average incomes and expenses are to be deter- 
mined even though the expenses and incomes may vary from month to month. 

The length of period must be equal for each accounting unit. As for 
example, an accounting unit closes into books of account at end of six months, 
it will close the books always at the end of each six months, Similarly, if an 
accounting unit closes its books at the end of one year, it will close the books 
always at the end of one year. This is called Concept of Consistency. 


Periodical Accounting 

Definition: The accounting by which the financial results (i.e, Profit/Loss 
or Surplus/Deficit) and financial position (i.e. Assets and Liabilities) of a going 
concern are determined after a period time (ie. after six months or one year) is 
called periodical accounting. 

The accounting of an event is made at the end of that event. An event may 
continue for few months, but its financial results will be determined at the end of 
few month. But in the case of going concern, the financial results and financial 
position cannot be determined at the end of the concern, Again, we cannot 
record the transactions for a long time without knowing the financial results and 
financial position. Because, the financial result is the yard-stick to determine the 
efficiency of the management and the financial position indicates the deepness of 
the base of an accounting unit, After determination of financial results and 
positions the necessary meaSures can be taken for the development of the concern. 

Under the concept of continuity, it is assumed that the concern will ‘continue 
for a indefinite period of time. But the financial results and financial position are 
to be determined after a period of time (i.e. after one month or six month). The 
period of time is called accounting period. 

Under the periodical accounting, all transactions are recorded in the books of 
accounts assuming that the concern has separate entity from the owners or orga- 
nisers. The amount payable to owner or owners and outsiders are also called 
liabilities. 

In periodical accounting, all transactions are recorded in two stages—at first 
these are recorded in journals or day books and later on posted in Ledger 
accounts. All cash and credit transactions are to be recorded in the books of 
accounts. The credit transactions are passed through the journals or day books 
and cash transactions are passed through the Cash Book. The summarised 
information of all cash and eredit transactions are posted in Ledger accounts to 

etermine the financial results and: financial position. The details of all transac- 
ions are posted in Debtors Ledger, Creditors Ledger and General Ledger from 

h Book and Day Books. 

Differences between Periodical Accounting and Accounting for an Event : The 
accounting by which financial results and financial position are determined after 
a pre-determined period of time during the life of the accounting unit is called 
periodical accounting. І 

The accounting by which financial result is determined at the end of an event 
is called accounting for an event. 
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The differences between periodical accounting and accounting for an event 


are given below : 


Periodical Accounting 


_————<-—-— 


1. There isa fixed accounting period, 
e.g. after one year or six months. The 
the concern are determined at the end 
of the accounting period. . 

2. The periodical accounting is made 
in two basis—(a) Cash basis and (2) 
Accrual basis. 

3. The concept of continuity of tran- 
sactions is accepted іп periodical 
accounting. 

4. The existence of assets and liabi- 
lities is recognised under periodical 
accounting ; because, it is based on 
concept of continuity. 


5. All receipts and payments are 


divided into two groups—capital nature 
and revenue nature. With the help of 


revenue transactions, the " financial 
results of the concern are to be deter- 
mined and with the help of capital 
transactions, financial positions are to 
be determined. 


6. The valuations of assets and 


liabilities are necessary at the end. of 


cach accounting period. 


7. The financial results and financial 
positions are made in the following 
three stages—(i) Receipts & Payments 
Account or Trial Balance, (ii) Income & 
Expenditure Account or Manufac- 
turing Account, Trading Account, Profit 
& Loss Account and (iii) Balance 
Sheet. 


8. A Trial Balance is prepared to 
ascertain the arithmetical accuracy o! 
the recording and posting of all 
transactions. 

9. In periodical accounting, cash 
transactions, credit transactions and 
paper transactions are to be recorded 
and posted in the books of accounts, 


10. The periodical accounting is 
applicable in both profit-secking and 
non-profit-seeking accounting units. 


1]. The valuation of closing stock is 
essential in the case of a periodical 
accounting. 


financial results and financial position of 


Accounting for an Event 


ei ia ag 

1. There is no fixed-accounting - 
period. The financial result of an event 
is determined at the end of the event. 


2. The accounting for an event is 
made in cash basis. 


3. The concept of continuity of 
transactions is not accepted in accoun- 
ting for an event. 


4. The existence of assets and liabi- 
lities is not recognised in accounting 
for an event; because, it is not 
continued. А 


5. All receipts and payments are 
in revenue nature, with help of these, 
the financial results of the event are 
determined. 


' 6. The question of valuation of 
assets and liabilities does not arise; 
because, there is no existence of assets 
and liabilities. 


7. The financial results are made 
in the following three stages—(i) Cash 
Statement, (ii) Separate Statements of 
Receipts & Payments and (iii) Final 
Statement of Receipts & Payments. 


8. A Trial Balance cannot be pre- 
pared to examine the arithmetical accu- 
racy of the recording and posting of all 
transactions. 

9, In accounting for an event, only 
cash transactions are to be recorded and 
posted in different statements. 


10. The accounting for àn event is 
only applicable in case of an event. 


11. The question of valuation of clo- 
sing stock does not arise, because ; there 
is no closing stock at the end 
event, 


Labo 
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Capital and Revenue Concept 


Definition: The concept by which all transactions are divided into capital 
nature and revenue nature according to their durability of effects or results is 
called Capital and Revenue concept. 

The results or effects of all transactions are not same. The durability of 
effects or results of few transactions is for a long time and others for a short- 
time. According to their durability, these are divided into two groups—(l) 
Capital Transactions and (2) Revenue Transactions. 

(1) Capital Transactions: The transactions, the durability of effects or 
results of which are continued for a long period of time or render service for a 
long period of time, are called capital transactions ; as, purchase of assets, loan 
taken etc. 

(2) Revenue Transactions: The transactions, the durability of results or 
effects of which are only for an accounting period, are called Revenue transactions, 
as ; wages paid, rent paid, commission received etc. The experts in accounting 
‘say that these are expired transactions. 

According to the nature of transactions, these are divided into two groups— 
(a) Receipts and (b) Payments. 

(а) Receipts: The transactions, by which receipts of cash, cheque, assets 
etc. are made from others, are called Receipts ; as, sales, loan taken etc. 

(b) Payments: The transactions by which payment of cash, cheque, 
assets etc. are made from others are called payments ; as, purchase of goods, 
wages paid, repayment of loan etc. 

Again all receipts are divided into two classes—(i) Capital Receipts and 
(ii) Revenue Receipts. 

(i) Capital Receipts: Тһе receipts, durability of results or effects of which 
are to be continued for a long period of time, i.e. more than one accounting 
period or which may not be occurred frequently during an accounting period, are 
called capital receipts ; as, loan taken, investment of capital etc. 

(ii) Revenue Receipts: The receipts, durability of results and effects of 
which are continued only for an accounting period and which may be occurred at 
least one or more times in an accounting period, are called revenue receipts ; as, 
rent received, interest received, commission received etc. 

Similarly, all payments are divided into two classes: (i) Capital Payments 
and (ii) Revenue Payments. 

(i) Capital Payments: The payments, durability of results and effects of 
which are continued for a long period of time and which are made for purchase of 
assets, i.e. results and effects of transactions are not expired during an accounting 
period, are called Capital Payments. The modern learnded men of Accountancy 
told that these are unexpired payments ; as, purchase of Land & Building, Plant 
and Machinery etc. 

_ (ii) Revenue Payments : The payments, durability of results and effects of 
which are ended in an accounting period are called Revenue Payments. The 
organisational and administrative expenses are called revenue payments, The 
results and effects of these transactions are ended in an accounting period, for 
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this reason, it is called expired payments ; as, payments of rent, advertisement, 
interest etc. 


The above classification of transactions is shown in the following diagram : 


Transactions 
[. Bud | 
Receipts Payments 
Capital Receipts Revenue Receipts Capital Payments Revenue Payments 
or or or or 
Liabilities Incomes Assets Expenses 


The payments of a concern may be classified into four types apart from 
above division of payments ; 

(a) Deferred Revenue Expenditure : The revenue payments which are to be 
paid more at a time in an accounting period and results or effects of which are 
continued more than one accounting period, are called Deferred Revenue expendi- 
ture. The payments are looked like capital payments, but do not create any fixed 
assets ; as, preliminary expenses, research and development expenses etc. 

(b) Capitalised Expenditure: The раутейїз which are primarily looked 
like revenue payments, but originally these are capital nature or the payments are 
made for increase of productivity and utility of assets, are called Capitalised 
Expenditure ; as, Installation expenses of plant and machinery, repair charges of 
fixed assets, alteration expenses of old assets etc. 

(c) Recurring Expenditure : The payments, which are paid more than one 
time for a particular purpose during an accounting period are called recurring 
expenditure ; as, payments of wages, salaries etc. 

(d) Non-recurring Expenditure: The payments which are not paid more 
than one time or which are paid one time fora particular purpose are called 


Non-recurring expenses; as, preliminary expenses of a concern, Installation 
expenses of a plant etc. 


Principles for determining Capital Expenditure and Revenue Expenditure > 
There is no definite principle for determining capital and revenue expenditure. 
A particular type of expenditure may be behaved like a capital. expenditure as 
well as revenue expenditure, according to their nature of payments. As for 
example, productive wages are called revenue expenditure, but wages paid for 
installation of plant and machinery are capital expenditure. Simply, few princi- 
ples of determining capital and revenue expenditure are discussed below : 

1. №. Pickles said that “If the purpose of the expenditure is to maintain the 
business, it is a revenue, if it is to improve the business, it is а capita." As for 
example, payment for construction expenses of a building is for development of 
utility of the consumers : so it is a capital expenditure. . The repairing expenses 
paid for the building are revenue expenditure. Е 

2. The payments for purchase of fixed assets are Capital expenditure. The 
payments for maintenance of fixed assets and depreciation for passage of time of 
fixed assets are revenue expenditure. 
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3. The payments for purchase and installation of fixed assets are capital 1 
expenditure. The running and maintenance expenses paid for the fixed assets are 
revenue expenditure. 


4. The payments made to bring effectiveness of old and. useless fixed assets 
ate revenue expenditure. As for example, payment of development expenses 
Rs. 3,000 for a machine which was purchased for Rs, 6,000. But the purchase of 
fixed assets is capital nature. 

5. The payments made for addition with old assets are capital expenditure ; 
as, payments made for extension of a building. But minor addition with an old 
asset is a revenue expenses. 


6. A loss for sale of scrap or useless fixed assets is a revenue expenditure. 
If the amount of expenditure is heavy, it will be treated as a deferred revenue 
expenditure. 

At last, we can say that capital expenditure and revenue expenditure depend 
upon the nature and volume of payments. 

Necessities for Classification of Transactions into Capital and Revenue 
Nature: In the case. of a going concern, all receipts are to be divided into 
capital receipts and revenue receipts ; similarly, all payments are to be divided 
into capital payments and revenue payments, before preparation of final accounts 
and Balance Sheet. Because, final accounts are prepared with the revenue 
receipts and payments and Balance Sheet is prepared with capital receipts and 
capital payments. 

The durability of effects and results of those receipts is ended in an accoun- 
ting period, in which receipts are made, are called incomes, i.e. revenue receipts 
are called income. Prof. H. Chakravorty said that “Income is realised accretion 
of assets.” To ascertain the financial results, the incomes are shown in the credit 
side of an Income & Expenditure Account in the case of a non-trading concern 
and Trading and Profit & Loss Account in the case of a trading concern. The 
durability of effects and results of those receipts is not ended in an accounting 
period, in which payments are made, are called liabilities, i.e. capital receipts are 
called liabilities. To ascertain the financial position, these are shown in the liabi- 
lities side of a Balance Sheet. 

The durability of effects and results of those payments is ended in an accoun- 
ting period in which these are paid, are called expenses, i.e. revenue payments are 
called expenses. To ascertain the financial results, these are shown in the debit 
side of the Income & Expenditure Account in the case of a non-trading concern 
and a Trading and Profit & Loss Account in case of a trading concern. The 

' durability of effects and results of those payments js not ended in a accoun- 
ting period, in which those are paid, are called assets, i.e. capital receipts are 
called liabilities. To ascertain the financial position, these are shown in the 
liabilities side of the Balance Sheet. : À 

Simply, we can say that “All receipts аге not incomes and all payments are 
not expenses.” So, in case of a going concern, all receipts are divided into capital 
receipts and revenue receipts and all payments are divided into capital payments and 

revenue payments bfore preparation of final accounts under concept of continuity. 
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Differences between Capital Payments (or Capital Expenditure) and Revenue 
Payments (or Revenue Expenditure) : The results and effects of those transactions 
are continued for more than an accounting period are called capital payments or 


capital 


expenditure. 


The results and effects of those transactions are not 


continued more than an accounting period i.e. ended in an accounting period, are 


called revenue payments or 


revenue expenditure. 


The differences between 


capital expenditure and revenue expenditure are given below : 


———————————— 


Items of 
differences 


Capital Expenditure 


Revenue Expenditure 


l. Reality 
2. Durability 
3. Rotation 


4. Perishability 


5. Object 
6. Consump- 
tion 
7. Future 
Profit 
8. Name 


9. Places in 
final accounts 
and Balance 
Sheet 


10. Transfer to 
another 
account 


11. Influence on 
accounting 
period 


-_— ———————є———— 


10 [185] 


1. Generally, the existence 
of capital payments can be 
examined, 

2. The durability of effects 
and results of capital expen- 
diture is continued, for a long 
time, 

3. Generally, the rotation 
of capital expenditure is not 
made frequently, 


4. The utility of capital 


expenditure is gradually 
decreased. 
5. The capital expendi- 


ture is made for development 
of the concern. 


6. The items received for 
capital expenditure are not 
consumed directly. 

7. Thecapital expenditure 
is made for future profit, the 
utility and productivity of the 
concern are increased by the 
expenditure. 


8. The capital expenditure 
is called an asset. 


9. The capital expenditure 
is shown in the ‘assets side’ of 
the Balance Sheet, 


10. The balances of capital 
expenditure are not transferred 
to the Income & Expenditure 
or Trading and Profit & Loss 
Account. 


1l. Theinfluence of capital 
expenditure is made for few 
accounting period. 


Xr 

l. Generally, the exis- 
tence of revenue payments 
cannot be examined. 


2. The durability of 
effects and results of. revenue 
expenditure is continued for 
a short time. 


. 3. Generally, the rota- 
tion of revenue expenditure 
is made frequently during an 
accounting period. 


4. The utility of revenue 
expenditure is exhausted in 
an accounting period. 


5. Revenue expenditure 
is paid for running and main- 
tenance of the concern. 

6. The items received for 
revenue expenditure are con- 
sumed directly. 


7. The revenue xpendi- 
ture is made for profit of the 
current accounting period, 
the utility and productivity 
of the concern are not in- 
creased by the expenditure. 

8. The revenue expendi- 
ture is called an expense. 

9. The revenue expendi- 
ture is shown in the debit 
side of an Income & Expendi- 
ture Account or Trading and 
Profit & Loss Account. — — 

10. The balances of reve- - 


nue expenditure are trans- ——— 


ferred to the Income & Ex- 
penditure Account or Trading 


and Profit & Loss Account, — - 


1l. The influence of reve- 
nue expenditure is made for 
the accounting period on 
which they are incurred, 
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Differences between capital receipts (or Liabilities) and Revenue Receipts 


(or Income) : 


The effects and results of those receipts are continued for more 


than one accounting period and the receipts are not made frequently during an 
accounting period are called capital receipts. 


«The effects and results of those 


receipts are ended in the accounting period 


on which these are received, are called revenue receipts. 


The differences between capital receipts and revenue receipts are given below : 
Revenue Receipts 


Capital Receipts 


1. The sources of capital receipts 
can be identified easily. 

2. The effects and results of capital 
receipts are continued for a long time. 


3. The capital receipts do not rotate 
frequently. 

4. The effects or utilities of capital 
receipts are gradually decreased. 


5. The capital receipts are made for 
the construction and development of 
the concern. 

6. The capital receipts are incurred 
to increase revenue receipts. 

7. The capital receipts are called 
liabilities. 

8. Thecapital receipts are shown in 

_ a Balance Sheet, 


iy / 


Receipts 


All, capital receipts and revenue 
are called receipts. 


hag 1 \ 
1 2. All receipts are made in cash. 


3. The details of receipts are recor- 
"n ded. debit side of Cash Account or 
ES i. 


$ & Payments Account. 

Ж RT 

j- 77 The receipts can be made for 
" more than one accounting periods. 


5. Receipts cannot be unrealised. 


6. The assets are increased for the 
receipts and liabilities are decreased for 
the same. 


pe 


~ Differences between Receipts and Incomes: 
eeipts. The revenue receipts are са 
; and incomes are discussed below : 


lled incomes. 


1. The sources of revenue receipts 
cannot be identified easily. 

2. The effects and results of reve- 
nuc receipts are ended in an accounting 
period. 

3. The revenue payments 
frequently. 7 

4. The effects or utilities of capital 
receipts are ended in an accounting 
period. 

5, The revenue receipts are made 
for determination of income. 


rotate 


L2 The revenue receipts are not 
incurred to increase capital receipts. 

7. The revenue receipts are called 
incomes. 
..8 The revenue receipts are shown 
in the Income & Expenditure Account 
in the case of a non-trading concern 
and Trading and Profit & Loss Account 
in the case of a trading concern. 


The receipts of cash are called 
The differences between 


Incomes 


1. The revenue receipts and possi- 
bility of revenue receipts are called 
income. 

2. All incomes may be received in 
cash or receivable in near future. 

3. The details of incomes are recor- 
ded in credit side of Income & Expen- 
diture Account or Trading and Profit 
& Loss Account. 

4. The incomes are related to à 
particular accounting period. 
5, Accrued income 

unrealised. 


6. Net asset or net worth of the 
concern is increased for incomes. 


may be 
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Differences between Payments and Expenses: All cash payments are called 
payments and revenue receipts are called expenses. The differences between 


payments and expenses are given below : 


Payments 


Expenses 


1, All capital payments and revenue 1. Only revenue payments are called 


payments are called payments, 

2. Allpayments are made in cash or 
in terms of cash. 

3. The payments may be related for 
few accounting period. 

4, The payments are made for pur- 
chases of assets or expenses, 

5. The details of payments are recorded 
in credit side of Cash Book or Receipts 
& Payments Account, 


6. The assets are decreased or liabili- 


ties are increased for payments, 


Capital Income : 
of a concern are called capital income. 


expensses. 
2. All expenses may be paid in cash 
or acerued due, 

3. The expenses are related for an 
accounting period. 

4. The expenses are made for incomes 
or profit. 

5. The details of expenses are recorded 
in debit side of an Income & Expenditure 
Account or Trading and Profit & Loss 
Account, | 


6. The passages of acquiring assets 
or rendering services are improved for 


payments of expenses. 


The incomes which are not earned from the normal activities 
Generally, the incomes are made for sale 


of assets or repayment liabilities. The incomes are not transferred to the Income & 


Expenditure о 


r Trading and Profit & Loss Account ; ‘but it is transferred to Capital 


Reserve Account. It may arise on revaluation of assets and liabilities. 


Differences between Capital Receipts and Capital Incomes : The receipts 
which are effected for few accounting period are called capital receipts and the 


incomes arise for revaluation of assets and liabilities are called capital incomes, 
The differences between capital receipts and capital incomes are given below : 


Capital Receipts 


Capital-Incomes 


primary-stage of a concern. 

2. The receipts are shown under 
different heads. 

3. Generally, the receipts are made 
from outsiders of the concern, 


4. The receipts may create internal 4. Th 


liabilities as well as external liabilities. 


5. If any external liability arises from | 5. 


1, ~ Generally, the receipts are made on | 1. 


Generally, the incomes are received 
on going-stages of a concern, | 


1047. 


d 
E. 


‘ 


2. The incomes are shown under the ~ 


head capital incomes or capital reserve, 


3. The incomes are received from. 
| internal sources of a concern, Р 


c incomes only create internal 
liabilities of a concern. 


-siders of the concern. 


capital receipt, it will be repayable to | out : 


outsiders of the concern. à 
ng transactions into Capital and Revenue : 2 
(i) Carriage for bringing the furniture , 


Illustration 1: Classify the followi 


(i) Purchase of furniture Rs. 200 ; 


Rs. 20; (ii) Salaries paid to staff Rs. 1,000; (iv) Annual depreciation on 


The incomes are not repayable to 
F 


Hm ms 4 P-3 FESTUM, ^ = м. d 
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. furniture Rs, 125 ; (v) Repairs 
Rs. 2,000 ; (vii) Wages paid 
paid to a landlord Rs. 80. 


to furniture Rs. 75 ; (vi) Purchase of machinery 
for installation of machinery Rs. 200 ; (viii) Rent 


Solution : 

(i) Purchase of furniture Rs. 200—Capital Payment. 

(ii) Carriage for bringing the furniture Rs. 20—Capital Payment. 

(iii) Salaries to staff Rs. 1,000—Revenue Payment. 

(iv) Annual depreciation on furniture Rs. 125—Revenue Expenses. | 

(v) Repairs to furniture Rs. 75—Revenue Payment. | 

(vi) Purchase of machinery Rs. 2,000—Capital Payment. | 
(vii) Wages paid for installation of machinery Rs. 400—Capital Payment. 
(viii) Rent paid to a landlord Rs. 80—Revenue Payment. 
Classify the following transactions into Capital and Revenue : 

(i) Purchase of a club building Rs. 25,000; (ii) Subscription received 

Rs. 9,000 ; (iii) Entrance Fees received Rs. 2,000 (at the time of admission 
only); (iv) Wages paid Rs. 450 ; (v) Salaries paid Rs. 1,300 ; (vi) Sold an 
old furniture Rs. 230; (vii) Received annual Govt. grant Rs. 2,700 ; (viii) 
Purchased a ceiling fan Rs. 520; (ix) Purchased postage апа stationery 
Rs. 42: (x) Received interest on investment Rs. 150. 


Illustration 2 : 


Solution : n 
(i) Purchase of a club building Rs. 25,000— Capital Payment. 
(ii) “Subscriptions received Rs. 9,000—Revenue Receipt. 
(iii) Entrance fees received Rs. 2,000 ( at the time of 
wh admission only )—Capital Receipts. 
(iv) Wages paid Rs. 450—Revenue Payment. 
(v) Salaries paid Rs. 1,300—Revenue Payment. 
"nz (vi) Sold an old furniture Rs. 230— Capital Receipt. 
(vii) Received annual Govt. grant Rs. 2700—Revenue Receipt. 
(viii) Purchased a ceiling fan Rs. 520— Capital Payment. 
(ix) Purchased postage and stationery Rs. 42—Revenue Payment. 
(x) Received interest on investment Rs. 150—Revenue Receipt. 


ASSETS 

Definition: The items which owned or claims on services of an accounting 
unit or concern atthe end of an accounting period are called assets. The goods 
or claims on services which are used to run and maintain the accounting unit are 
called assets. 

If any asset of another person or a concern are kept with an accounting unit 
ora concern, these cannot be called as the assets of the concern. The assets 
always show debit balances. In Economics, money or rights on services in term of 
money are called assets. 

Features of Assets: The features of assets of a concern are given below : 

(a) An asset is measurable in term of money. 

(b) An asset is owned by the concern or an accounting unit. 
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(c) An asset can be used for running and maintenance of the concern or it 
can be invested in outside. 

(d) An asset always shows debit balance. 

(e) An asset is the right of service of an accounting unit. 


LIABILITY 

Definition: А liability is a debit which is liable to repay by a person or 
concern to another person or concern. A liability of a concern means the amount 
which is to be paid to its creditors or money-lenders. In Economics, a liability 
isthe sources of resources or claim/right on assets. As stated by Proof. С. D. 
Roy “... liabilities may be said to be promices. Such promises are indirectly in 
favour of specific persons for money, goods or specific human services.” A liabi- 
lity always shows a credit balance. 

Features of Liabilities: The features of a liability of a concern are discussed 
below : 

(a) The related person or concern is liable to repay the liability. 

(b) A liability always shows a credit balance. 

(c) A liability indicates the claim or right on assets. 

(d) The liabilities may be divided two types: (i) Internal (i.e. owners), 
(ii) Outsiders (i.e. creditors). 

(е) The liabilities are the debts or loans of a concern or person, 

Classification of Assets: The assets of a concern may be classified into two 
classes; (i) Fixed'Assets and (ii) Current Assets. 

(i) Fixed Assets; The assets which are in the concern for a long time and 
render service to continue the concern are called fixed assets. As, Land & Building, 
Plant & Machinery, Furniture & Fixture etc. 

(ii) Current Assets: The assets which are used to pay the liabilities directly 
and circulated frequently during am accounting period are called current assets, 
As, stock, debtors, cash, Bank etc. 

Classification of Liabilities: The liabilities of a concern may be classified 
into two classes; (i) Fixed Liabilities and (ii) Current Liabilities. 

(i) Fixed Liabilities: The liabilities generally which cannot be repaid 
during the life time of the concern, i.e. they are fixed during an accounting period 
are called fixed liabilities. As, Capital fund, or Capital. 

(ii) Current Liabilities: The liabilities which can be paid оп demand or 
within a short period of time, are called current liabilities. As, short-term loan, 
creditors, etc. 


N.B: The classification of assets and liabilities is discussed in detail 


in Chapter XXIV. 


Solution of Important Problems : 
Illustration 3: Classify the following transactions into capital and revenue : 
(i) Purchase of a plot of land Rs. 4,500. 
(ii) Paid registration fees for the land deed Rs. 600, 
(iii) Paid wages Rs. 420. 
(iv) Rent paid to landlord Rs. 600. 
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(v) Annual depreciation on plant Rs. 2,000. 
(vi) Sold an old furniture Rs. 300. 
(vii) Paid repair to à machinery Rs. 4,000. 
. (viii) Entrance fees received Rs. 1,000. 
(ix) Subscriptions received from members Rs. 10,000. 
(x) Paid carriage outward Rs. 300. 


Solution : 
(i) Capital (vi) Capital 
(ii) Capital (vii): Revenue 
(iii) Revenue (viii) Revenue 
(iv) Revenue (ix) Revenue . 
(у) Revenue (x) Revenue 


Exercises 


(A) Essay-type Answer Questions : 

1. What is an accounting unit ? Describe the various classes of accounting 
units. 

Ans.: Write from ‘Accounting unit? V p. 1.186 ). 

2. Describe nature of club, society and institutions (Non-profit seeking). 

n Ans: Write from “Nature of-clubs, societies and Institution, non-profit-seeking unit’ ( p. 1.37). 

4. Distinguish between non-profit-sesking and profit-seeking concerns. 

Ans.: Write from ‘Differences between. Non-profit-secking and Profit-se: king concerns’ (р. 1,138). 
4, What do you understand by the doctrine of continuity and periodical 
accounting ? [ Specimen Questions of H. S. Council—1981-82 ] 

Ans: Write from ‘Concept of continuity (p. 1.139) and ‘Periodical Accounting’ (р. 1,140). 

5, What is Periodical ‘Accounting ? How does it differ from the Accounting 

_{ог an Event? Give your answer with reference to Households, clubs or societies. 
[ Specimen Questions of H. S. Council, 1980, W. B. H. S. Council Exam., 1981 ] 
Ans. Write from ‘Periodical Accounting’ ( P. 1,140 ) and ‘Differences between Periodical 

Accounting and Accounting for an Event’ ( p. 1.140 ). 

6. How do you distinguish between ‘Capital Expenditure and Revenue 
Expenditure’ ? Why this distinction is necessary ? 

[ Specimen Questions of Н. 8. Council, 1978 ] 

Ans.: Write from ‘Differences between Capital Expenditure and Revenue Empenditure’ 
( p. 1.145 ) and * Nocessity of Classification of Transactions into Capital and Revenue’ (p. 1.144 ). 

7. How do you distinguish between (i) a Receipt and ап Income, (i) а 
Payment and an Expenditure and (iii) Capital Receipt and Capital Income ? 

| [ Specimen Questions of Н. S. Council, 1980 ] 

Ans; Write from ‘Differences between Receipts and Incomes’ ( р. 1.146 ), ‘Difference between 

pane’ e Hupenses ( P. 1.147 ) and ‘Differences between Capital Receipts and Revenue Receipts! 
p. 1,146 ). 

g. What do you understand by Capital and Revenue concept ? 

Ans: Write trom ‘Capital and Revenue Concept’ ( р. 1.142). 

9. Explain briefly the principles for determining capital expenditure and 
Revenue Expenditure. What is meant by a going concern? What is periodical 
accounting ? [ Н. S. External Examination, 1982 ] 

Ans.: Write from “Principles of determination Capital and Revenue Eupenditure’ ( р. 1,143 n 
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10. What do you mean by ‘Assets’ and ‘Liabilities’. Illustrate your answer. 
[ Specimen Questions of Н. 5. Cowncil—1980] . 
Ans.: Write from (a) ‘Assets’ ( p. 1.148), (0) Liabilities’ ( р. 1.149). А 


(В) Short-type Answer Questions : 


1. Whatis'meant by the following : D 
(i) Recurring Expenditure ? Gii) Capitalised Expenditure. ? r 
(ii) Non-recurring Expenditure? (iv) Deffered Revenue Expenditure. ? 
[ Specimen Questions of Н. S. Council—1983] 
Ans.: Write from (i) ‘Recurring Eapenditure' (р. 1143 ), (ii) "Non-recurring Tixpenditure' 
(р. 1143), (tii) "Capitalised Bupenditure’ (p. 1.143) (v) *Differed Revenue Ezpenditure" (p. 1443. - 
2. Write short notes on: (i) Accounting Unit, (ii) Accounting Period, 
(iii) ‘Periodical Accounting. [ W. B. Н. S. Examination—1982 ] 4 
Ans, Write from (i) “Accounting unit’ (p. 1.136 ), (ii) Accounting Period (р. 1.139 ), (ii) з 
Periodical Accounting ( р. 1.140 ) 


(C) Practical Questions : 


1. Classify the following Transactions into Capital and Revenue : 2 
(a) Purchase of Furniture Rs. 350; E 
(b) Carriage for bringing the Furniture Rs, 80 ; 
(c) Wages paid to Darwan Rs. 500 ; 
(d) Depreciation on Furniture Rs, 100 ; 
(e) Repair to Furniture Rs. 20 ; 
(f) Purchase of a tubewell Rs. 1,000 ; 
(g) Wages:paid for installation of the tubewell Rs. 50 ; 
(h) Rent paid to a landlord Rs. 20. " 
Ans. (a) Capital, (b) Capital, (c) Revenue, (d) Revenue. (e). Revenue, (f) Capital, £ 
(0) Capital, (h) Revenue. 
2. Classify the following Transactions inte Capital and Revenue : p 
(a) Purchase of a society building Rs. 40,000 ; 
(b) Donation received (for building purpose) Rs. 30,000 ; 
(с) Subscriptions received Rs. 6,000; 
(d) Entrance fees received Rs. 800 ; 
(e) Wages paid Rs. 920 ; 
(f) Salaries paid Rs. 1,200 ; 
(g) Sale of old furniture Rs. 500; : ^. 
(h) Purchased a machine Rs. 1,900 ; Ў g 
(i) Purchased postage and stationery Rs. 12; 
(j) Received interest on investment Rs. 200. 
Ans. (a) Capital, (b) Capital, (c) Revenue, (d) Revenue, (e) Revenue, (f) Revenue, _ 
(g) Revenue, (h) Capital Revenus, (i) Capital, (j) Revenue, (k) Revenue. ay 


(D) Objective Questions : 

1. Correct the following if considered wrong : 
(a) Building A/c i$ a liability. 

(b) Investment A/c is an asset. 
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(c) Claims against a party represent our liability. 
(d) Bank overdraft is an asset. 
(е) Salary is an asset. 
(f) Interest is a liability. 
(g) Furniture isan expense. 
[ Specimen Questions of Н. S. Council, 1981 & 1982 ] 
Ans, (a) Building Alc із an asset; (b) Correct; (c! Claims against a party represent 
our asset ; (d) Bank overdraft is a liability ; (€) Salary is an expense ; (f) Interest is an expense ; 
(g) Furniture is an asset. 
2. Fill up the blanks : . 
(i) Purchase of furniture is a — payment. 
(ii) Carriage inward is a — payment, » 
(iii) Sale of an old machine is a — receipt. 
(iv) Payment of wages is a — payment. 
(v) Purchase of a ceiling fan is a — payment. 
(vi) Receipt of commission is a — receipt. 
(vii) Receipt of salary is a — receipt. 
(viii) Wages paid for installation of a plant is a — payment. 
Ans, (i) Capital, (ii) Revenue, (iii) Capital, (iv) Revenue, (v) Capital, (vi) Revenue, 
(vii) Revenue, (viii) Captial. 
5. Correct the following if found necessary : 
(i) Furniture A/c is Nominal. 
(ii) Building A/c is Personal. 
(iii) Bank A/c is Nominal. 
(iv) Investment А/с is Personal. 
(v) Salary A/c is Personal. 
(vi) Purchase Return A/c is Real. 
(vii) Income Tax A/c is Nominal. 
[Specimen Questions of H. S. Council—1984] 
[ Ans. (i) Furniture Ale is Real; WW) Building Ајо is Real; (iii) Bank Alc is Personal ; 
(iv) Investment Alc is Real; (v) Salary Alc is Nominal; (vi) Purchase Return Alc is Nominal ; 
(vii) Income Таа Alo із Personallor Nominal. ) 


CHAPTER VI 


Accounting for Clubs, Societies and Institutions ( Non-profit-seeking units ) $ 


Cash Book ; Journal—its uses for recording original Entry ; Ledger— 
General Ledger— Personal Ledger— Posting from Journal and Cash Book. 


Cash Book 


Definition: The book in which all cash transactions are recorded chrono- 
logically in order to date with brief descriptions ( i.e. narrations ) just after 
occurrence of these transactions is called Cash Book. 

The Cash Book is a day book or journal, Because all cash transactions are 
recorded in Cash Book chronologically in order to date just after occurrence ~ 
with narration. Again, it may be treated as an account ; because, the transac- 
tions are recorded in one side ( i.e. debit or credit side ) of a Cash Book and it 
is a permanent and final place of recording of cash transactions. The detail of 
Cash Account has already been discussed іп Chapter ПІ, The Cash Book is 
the enlarged form of a Cash Account. 


Objects of a Cash Book : The objects of preparation of a Cash Book are 
discussed below : 


Firstly; ‘Cash’ is an important asset of every concern. The amounts of 
total cash receipts, total cash payments and cash in hand can be determined from 
the Cash Book and the: important book is to be kept as a final and permanent 
book, 

Secondly : Maximum transactions are made їп cash during an accounting 
period. Ifthese transactions are recorded in journals and later on posted in 
ledger accounts, the maximum time and labour аге necessary for this reason. 3 

: 
| 
| 
1 
] 


If all cash transactions are recorded in Cash Book, the time and expenses for 
recording and posting of transactions may be saved. 

Thirdly : Тһе control of cash transactions can be made by the Cash Book, 
Generally, at the end of every working day, the Cash Book is balanced and the 
cash in hand and at Bank are to be determined. 


Fourthly : The positiop of cash in hand and at Bank can be known and 
cash budget can be prepared with help of the Cash Book. 2s 


Rulling of a Cash Book : The ruling of a cash Book is same as a Ledger 
account and its left-hand side is called debit side and right-hand side is called 
credit side, But one column for ‘Receipts Voucher Number’ ( i.e. R. V. №. ) is to 
be inserted beside the ‘Ledger Folio’ (i.e. L. Е. ) column in the debit side and a 
column for ‘Payments Voucher Number’ (i.e. P, V, М. ) is also to be inserted beside 
the ‘Ledger Folio’ ( i.e. L, Е. ) column in the credit side of the Cash Book. The 
specimen rulling of a Cash Book is given below; 
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1d 
| N.B.: The detailed discussion of Cash Book is given in Chapter XI | 


The Cash Book and 


| Rs. 
| | 
| 


Differences between : Cash {Book and Cash Account: 
Cash Account are not same books; but the same purposes are also to be served 
by the books. The differences between Cash Book and cash Account are 


4 given below : 

j ; ~ . Cash Book —cot OUR 
а хахлы 

)) . А Cash Book may be treated asa 


1. The cash Account is a part of 
Ledger accounts. 


B 


edger account; yet it is a separate 


2. The Cash Account is à Ledger 
se all cash transac- | Account ; because, all cash transactions 
are recorded in General Journal and 
posted in the Cash Account. 


rded | 3. There is no necessary of recordi 
of ‘Narration’ is a Cash Account. 


Journal ; becau 
|. tions are recorded primarily and finally 
© ina Cash Book. 
AS a Ш cash transactions are reco 
primarily in а Cash Book. So the recor- 
ding of ‘Narration’ is necessary in a 
Cash Book. 

- The Ledger Folio Number is recor- | 4. The Journal Folio Number is recor- 
ү дей in Ledger Folio Column’ of a cash | ded in ‘Journal Folio column’ of Cash 
“Book. The ‘L. Е.’ columns are inserted | Account. ‘J. F. columms аге inserted 


E: in Cash Book. in Cash Account. 


Clubs, Societies and Non-profit- 
of amount columns of a Cash 
(a) Single-column 
lumn Cash Book, 
In the case ofa 


А, 


ng 


Different types of Cash Books used in 


. seeking Institutions : According to numbers 
d into following five types: 


Book, these may be divide 
‘Cash Book, (b) Double-column Cash Book, (c) Triple-co 
(d) Petty Cash Book and (e) Multi-column Cash Book. 
nm ‘non-profit-seeking concern, generally, (i) Single-column Cash Book and (ii) 
© Multi-column Cash Book are used to record the cash transactions. The details 
5 ‘of other three types of Cash Book as also discussed in Chapter XI. 
The details of Single-column Cash Book and Multi-column Cash Book are ; 


discussed below. 


AM 19 
Ns boy 5 ; 
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Single-column Cash Book ^к 
? Definition: The Cash Book in which single amount column is inserted to _ | 
] record the cash transactions is called Single-column Cash Book. 7 
If any cheque received but not deposited into Bank ог not endorsed to other Wate 
persons, is to be recorded in the debit side. Similarly on deposit or NS d oncl 
of the cheques, the details are to be recorded in the credit side. 


Illustration 1; From the following particulrs of Netaji Athletic Club, prepare 


| a Cash Book : w 
1985 Rs. | 1985 T INA 
July 1 Cash in hand 1,200 July 15 Purchased books 840 

2 Received subscriptions 2,500 I8 Received Govt. grant — 1,800 
8 Paid wages 700 22 Purchased stationery 85 
10 Paid house rent 980 25 Sold an old furniture 105 
12 Received donations 1,300 30 Paid electric bill 28 
Solution : Netaji Athletic Club 
Dr. OABH BOOK Or. 
Date Particulars М | m Amount | Date Particulars 
1985 Rs, | 1985 
July 1 | To Balance b/d 1,200 July 8 | By Wages 
9| " Subscriptions 2,500 Being cash paid 
Being cash 10 | " House Rent 
received Being cash paid 
12.| " Donations 1,900 15 | " Books 
Being cash Being books 
received purchased in cash 
18 | " Govt, grant 1,800 92 | " Stationery 
Being cash Boing stationery 
recelvod , purchased 
95 | " Furniture 105 зо | " Blectric bill 
Being old farni- Boing cash paid 
turo sold in cash 81 | " Balance c/d 
6,905 6,905 
Aug. 1 | To Balance b/à 4,272 
[ 
ү Illustration 2: Prepare a Cash Book from the following transactions of 
Satsangha Sevashram of Bagula : 
1985 Rs. 1985 Rs. 
Jan, 1 Cash in hand 6,200 Jan. 18 Paid for medical expenses 1,300 . 
3 Honorarium received 12,000 19 Paid cheque for donations ; 
6 Purchased furniture 3,200 for fooding expense — 
7 Paid wages 580 21 Received for sales of A" 
10 Received a cheque for books 3,400 
house rent 3,600 22 paid electric bill 250 
12 Paid entertainment 25 Paid telephone bill 450 
| expenses 2,300 28 Paid salaries 180 - 
14 Deposited the cheque for 30 Received dividend in cash — 870 — 
house rent into Bank — 31 Cash deposited into БАЕ 1,300 
16 Received a cheque for 
donations 4,250 
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Solution : Satsangha Sevashram 
В GASH BOOK 
Dr. Cr. 
|v. | D. 
Date Particulars Date Particulars N. |F. Amount 
1985 | Bs. 1985 Rs. 
Jan. 1 | To Balance b/d 6,200 | Jan. 6 | By Furniture 8,200 
` 8| " Honorarium Being furniture 
Received 12,000 purchased in cash 
Being cash received -q| ” Wages | 580 
— .10| " House Rent ' Being cash paid 
Received 3,600 19 | " Entertainment 
Being cheque Expenses 9,300 
received Being cash paid 
16 | " Donations 4,250 14| " Bank 3,600 
Being cheque Being cheque 
received deposited into Bank 
91 | " Books 3,400 18 | " Medical Expenses 1,800 
Being cash received) Being cash paid | 
for sale of books 19 | " Fooding Expenses 4,250 
30 | " Dividend 870 Being cheque of 
Being cash received| donations paid 
d 99 | " Electric bill 950 
Being cash paid 
25 | " Telephone bill 460 
Being cash paid 
98 | " Salaries 180 
| Boing cash paid 
81 | " Bank 1,800 
Being cash 
| deposited into Bank) 
81 | "Balance c/d 12,910 
le 80,320 80,820 
Fob, 1 | To Balance b/d 12,910 
Multi-columnar Cash Book 
^ Definition: The Cash Book in which four or more amount columns are 


inserted in the debit side and credit side to record the details of cash transactions 
- is called Multi-column Cash Book. 

A few amount columns are to be inserted beside the total amount column in 
receipts side and also in payments side to record the similar type of transactions 
in separate column, After a period of time, total amount of each column is to 
be ascertained and posted in respective Ledger accounts. The procedure of 
recording the Cash Book is similar to Multi-columnar Cash Statement. But the 
various types of transactions cannot be recorded properly in this book. 

Generally, the various types of transactions are occurred in profit-seeking 
concerns. So, the Multi-columnar Cash Book can not be properly used to record 
the business transactions. But the transactions of a non-profit-seeking concern 
are in same nature and small in number. So, the Multi-columnar Cash Book 

can be properly used in the case a non-profit-seeking concern. 


Advantages : 
(i) The cash transactions can be recorded easily and labour and expenses 
of recording and posting of the transactions are to be minimised. 
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(ii) Тһе total amount of similar type of transactions can be known aftera 
period of time when the details of transactions are to be posted in related Ledger 
accounts. s 

(iii) The verification of arithmetical accuracy can be made with the gross 
total amount and the total amount of each column of the Cash Book. 

Disadvantages : : S 

(i) If the various types of transactions are occurred in accounting unit, 
these cannot be recorded in the Cash Book, 

(ii) If the transactions are to be classified in various Broups for detailed 
analyses, these cannot be done with help of this book. і 

Procedure of writing Multi-column Cash Book: The Multi-column Cash 
Book is also divided into two sides (i.e. in debit side and credit side). The 
details of cash receipts and cash payments are to be recorded in gross total 
column and the same types of transactions are also to be recorded in the analy- 
tical columns. If there are few receipts and payments in small amounts, these 
are to be recorded in *Sundry Receipts/ Miscellaneous Receipts Column’ in debit 
side and in ‘Sundry Payments/ Miscellaneous Payments Column’ in credit side - 
of the Cash Book respectively. 


Illustration 3: From the following transactions of the United Associations 
of Gobardanga prepare a Multi-column Cash Book : = 


1984 Rs. 1984 Rs. 
Dec. 1 Cash in hand 2,400 Dec. 18 Purchased Stationery 450 ў 
2 Received subscriptions 1,480 20 Received interest 750 
3 Paid for printing 570 22 Purchase postage stamps 870 
5 Received donations 980 ‚ 24 Paid telephone bill 475 
8 Paid wages 350 25 Paid rent Я 370 
10 Paid taxes 180 26 Received dividend 950 
13 Received donations 470 27 Paid for printing : 120 
14 Paid salaries 250 29 Received subscriptions 390 
15 Paid house rent 110 30 Paid travelling expenses 95 
17 Sold old newspapers, 
periodicals etc. 75 
[ The solution of above illustration is shown in the page No. 1.158 ) 
JOURNAL 


Definition: The book in which the details of transactions are recorded 

chronologically in order to date just after occurrence of these transactions is called 
Journal, > : 
The Journal is to be recorded just after occurrence of the transactions ; for 
this reason, it is called a Book of Original Entry or Books of First Entry ог Book 
of Prime Entry. The books help to record and to post the details of transactions in 
Ledger accounts finally ; for this reason, these are also called Subsidiary Books. 

Under Double Entry Systsm, every transaction is recorded in two accounts— 
one in debit side and other in credit side. The details of all transactions may 
not be recorded in two accounts just their occurrence. Again, if these are to be 
recorded in two accounts directly, the errors may be occurred in Ledger accounts, 
maximum time is necessary to record the details of transactions and maximum 
number of clerks and accountants are to be appointed. So the Journal is a 
important book for every accounting unit, 1 ‘ 
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: . . Information to Learners gees 
The details of journal have further discussed in Chapter Х. 5 


SUMTER RIA: калайтынын гышын eM зу у edi 

Features of Journal of Clubs, Societies and Non-profit-seekigg Institutions : 
All cash transactions of a non-profit-seeking units are recorded in a Cash Book 
and all non-cash transations are to be recorded in a separate day book i.e. General 
Journal or Journal proper. But in the case of a profit-seeking concerns, all“ 
non-cash transactions are to be recorded in various types of day books viz. Sales 
Day Book, Purchases Day Book, Sales Return Book, Purchases Return Book etc. 
In the case of a non-profit-seeking concerns, the number of non-cash transactions 
are very few. So, these are to be recorded in a day book i.e. Journal Proper. 


Rulling of Journal Proper: The rullings of General Journal or Journal 
Proper are given below : 


JOURNAL 
а 
Amount 
Date Particulars LF. (a) 
e A а УА CUR 
(a) ® © | pau | беш" 
Bs, Вв. 


| 
| 


Rules for Journalising the Transactions: The above columns of a Journal 
Proper are to be recorded to journalise the transactions in the following manner : 

(a) Date: The dates of transactions are to be recorded chronologically 
in that column. 

(b) Particulars: The debit aspect and credit aspect of transactions are to 
be recorded in that column. At first, the name of debit account is to be recorded 


and the word *Dr' is to be recorded from a little distance ofthat account. The - 


name of credit account is to be recorded below the name of debit account, giving 
a little space and writing the word ‘To’ at first. A short description (i.e. Narration) 
of the transactions is to be recorded below the names of debit account and credit 
account. To verify the importance of narration, Castle and Owens said that “A 
Journal entry is not complete without narration". 

(c) Ledger Folio Number i.e. L. F.: The folio number of Ledger accounts 
where particulars of debit account and credit account are to be posted, are 
to be recorded in this column. 

(d) Amount: The amount of a transaction is to be recorded in debit 
amount column and credit amount column in straight lines of both accounts, 

Features of Journal: The features of a Journal are discussed below : 

(i) The transactions are to be recorded at first in Journal. So, it is ealled a 
Primary Book. 

(ii) The transactions are to be recorded chronologically in order to date. 
So, it is called a Primary Book. 

(iii) The details of transactions аге to be‘recorded in Journal chronologically 
in order to date. So, it is called.a day book. 

(iv) The transactions are to be recorded after analyses of debit aspect and 
credit aspect of each transaction. AS 
casily. So, it may be called a subsidiary book. i 

(v) The brief description (i.e. narration) is to be recorded below the names 


of accounts in?Journal. 


Asa result, the Ledger posting can be made ..- 


> "Р; * 
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Uses and Necessity or Advantages of Journal: The uses and necessity or 
+ advantages of Journal are discussed below : 

(i) There is no possibility of omission in recording the transactions ; because, 
all transactions are to be recorded in Journal just after their occurrence. 

(ii) The chances of errors or mistakes are to be minimised in recording the 
transactions in Journal and posting them in Ledger accounts on a suitable date. 

(iii) Under Double Entry System, every transactions is to be recorded in: 
the debit side of an account and in the credit side of another account. In 
journalising, the debit aspect and credit aspect of each transaction are to be 
analysised. So, the posting of transactions in Ledger accounts can be made easily 
and with any mistakes. 

(iv) The amounts and the number of transactions can be known on day to 
day from a Journal. 

(v) The transactions are to be recorded in Journal with ‘narration’ but | 
posted in Ledger accounts without ‘narration’. The volume of Ledger accounts 
becomes small and portable. 

- (vi) The transactions are recorded in a Journal chronologically in order to 
date and the details of transactions can be known with the help of. Ledger Folio 
` Number (i.e. L. Е.) in Journal. 

(vii) The advantages of division of work can be received and particular work 
can be completed within a specific period of time after the division of Journal. ` 


Illustration 4: Journalise the following transactions of Calcutta Morning 
F Club: 7 


E 1985 Rs. 
B. Feb. 1 Purchased one electric fan from Philip & Co. 
К on credit 1,500 
Feb. 10 Sold to К. Bose, a member, 2 bottles of soda 
» water on credit 25 
- Feb. 15 Purchased one dining table from Khoda Box 
Ltd. on credit 1,200 
Solution : In the Books of Calcutta Morning Club 
JOURNAL Dr. Cr. 
_ Date Particulars L.F, | Amount Amount 
1985 | Rs. Rs. 
Feb, 1 ` Fan Account N Dr. | 1600 
To Philip & Oo. Account 1,500 
Being one fan purchased on credit from 
| Philip & бо. 
Feb, 10 K, Bose Account Dr. 25 
To Soda Water Account 95 
Boing the sale of 2 bottles of soda water to 
K., Bose on credit. 
Feb, 15 Farniture Account Dr. 1,200 
To Khoda Box Account 1,200 
Being one dining table purchased on credit i 
from Khoda Вох", 


__——————-- —-———-—-——-— 
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Illustration 5: Journalise the following ‘transactions of Nabagram Palli 
Mangal Samity : ? 
1985 | Rs. 
March 5 Purchased one tonne of milk powder from Nabagram 
Variety Stores on credit for distribution among poor 


people. 1,200 
March 15 Sold one tin of dalda to Basirhat Cultural Institution 

on credit, 140 
March 30 Purchased one television from T. V, & Radio 

Corporation of India Ltd. on credit. 4,000 


Solution : 


In the Books of Nabagram Palli Mangal Samity 


JOURNAL Dr. Cr. 
—— 
Date Particulars L.F. | Amount Amount 
1985 Rs, Rs. 
March 5 Milk Powder Account Dr. 1,200 
To Nabagram Variety Stores Account 1,200 


Being one tonne Milk powder purchased on 
credit from Nabagram variety Stores. 


March 15 Basirhat Cultural Institution Account Dr. 140 

To Sales Account 140 
Being the gale of one tin of dalda to Basirbat 
Oultural Institution on ore dft, 


March 80 Television Account 4,000 
To T, V. & Radio Corporation of India 4,000 
Ltd, Accoont 

Being one T. V. set purchased on cre#it from 


T. V. & Radio Corp. India Ltd, 


Ledger 


Definition: The book in which the details of transactions are posted finally 
from journals or day books in different types of accounts is called Ledger. 

The different types of accounts are to be kept in different pages of Ledger. 
For this reason, the book is called Books of Final Entry. W. Pickles told that 
“The Ledger is the most important book of account and the destination of the 
entries made in the subsidiary books or Journals." It is also further discussed in 
details in Chapter XIII. D 

Classification of Ledger: The Ledger may be divided into various types 
according to the nature and size of a concern. It is also discussed in Chapter 
ХПІ. The Ledgers of clubs, soceities and non-profit-seeking units are to be 
classified as under : 

General Ledger: A Ledger containing accounts in which all transactions of 
a concern or an accounting unit are recorded either in detail or summary form 
day books is called General Ledger. The details of all transactions are posted in 
General Ledger from Journal and Cash Book. s 
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Personal Ledger : A Ledger in which all transactions relating to persons are 
posted in accounts is called Personal Ledger. The Personal Ledger may be 
divided into two classes—(a) Debtors’ Ledger and (b) Creditors’ Ledger. 

(a) Debtors’ Ledger : A Ledger in which the transactions relating to persons 
from whom cash is to be received for credit sales or otherwise, are recorded, is 


called Debtors’ Ledger. 
(b) Creditors’ Ledger : 


A Ledger in which the transactions relating to 


persons to whom cash is to be paid for credit purchases or otherwise, are recorded, 


is called Creditors’ Ledger. 


Differences between Ledger and Cash Book : The differences between Ledger 


and Cash Book are given below : 


Ledger 


Cash Book 


1. The particulars of transactions are 
posted from Journal in Ledger 
accounts. 

2. All types of transactions are recor- 
ded in Ledger accounts. 

3. The names of related accounts are 
recorded in Ledger accounts. No 
‘narration’ is to be recorded in Ledger 
accounts. 

4. All Ledger accounts are posted 
after a period of time. 

5. The balances of Ledger accounts 
are assets, „liabilities, incomes and 
expenses. 


l. The particulars of transactions are 
recorded in Cash Book just after occur- 
rence of transactions. 

2. Only cash transactions are recorded 
in Cash Book. 

3. The names of related accounts are 
recorded in Cash Book, but ‘narration’ 
of every transaction is to be recorded. 


4. Cash Book is recorded on the date 
of transactions. Л 

5. The balances of Cash Book аге 
assets. In the case of Bank overdraft, 
it is a liability. 


Similarities of Ledger with Cash Book : The similarities of Ledger with Cash 


. Book are discussed below : 


Ledger 


Cash Book 


1, Every Ledger account has two 
sides—debit and credit. 
2.. The speciman of Ledger accounts 
is similar with Cash Book. 
3. The balances of Ledger accounts 
· are formed a part of Trial Balance. 
4. The balances of personal and real 
accounts are shown as assets and liabili- 
ties in a Balance Sheet, 
. 5. The system. of writing transactions 
in Ledger’ accounts is similar with 
Cash Book. 


1. Every Cash Book has also two sides 
—debit and credit. 

2. The specimen of Cash Book is 
similar with Ledger accounts. 

3. The balances of Cash Book are also 
formed a part of Trial Balance. 

4. The balance of Cash Book is 
shown as an asset.and Bank overdraft is 
shown as a liability. 

5. The system of writing transactions 
in Cash Book is similar with Ledger 
accounts. 


Importance of General Ledger їп Accounting: The place of General Ledger 
in accounting is yery important. The personal aspects of transactions are 
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recorded in Personal Ledger. But all impersonal aspects of transactions are 
recorded in General Ledger. So, maximum information is available from General 
Ledger in accounting. The importance of General Ledger is discussed below : 

1. All particulars of real and nominal accounts are recorded in General 
Ledger. : 

2. Allthe information relating to incomes and expenses is to be known from 
General Ledger. 

3. The information of cash transactions relating to impersonal items is 
to be recorded in General Ledger. 7 ; 

4. The particulars of adjustment entries, closing entries, rectification entries, 
opening entries etc. are to be known from General Ledger. 


5. The determination of financial results is to be made in General Ledger. 


Uses of Ledger: Ledger is a book of final entry. The uses of Ledger аге 
discussed below : 

(i) With the help of Ledger accounts, all transactions are recorded under 
Double Entry System. 

(ii) The financial results of the accounting unit are to be determined with 
the help of Ledger accounts balances. 

(iii) The financial position of the accounting unit is to be determined at the 
end of each accounting period. 

(iv) The arithmetical accuracy of recording of transactions can be verified 
by preparing a trial balance with the Ledger account balances. 2 

(V) Ledger accounts and Ledger account balances of a concern are used as 
statistics for administration and control. 

(vi) The details of assets, liabilities, incomes and expenses are to be known 
from the Ledger accounts, 


Ledger Accounts Posting 


All transactions are to be recorded in Journal or in Cash Book and finally 
posted in Ledger accounts. The name of account at the top of each account is 
to be recorded. The posting in Ledger accounts has already been discussed in 
Chapter III under the heading of ‘Account’. The debit side of an account 
is to be posted by writing ‘To’ and the name of credit account and credit side of 
an account is to be posted by writing the word ‘By’ and the name of debit 
account. 

Ledger Accounts Posting from General Journal : In General Journal, the name 
of debit account is to be written at first and the name of credit account is to be 
written below the name of debit account. So the particulars of a transaction are 
to be recorded in two separate accounts i.e. in debit side of ап account and credit 
side of another account. : 

Illustration 6: Journalise the following transactions and post them in Ledger 
accounts of Taraknath, 
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1984 
Jan. 10 Purchased furniture from Loknath Rs. 1,000 
12 Sold a machine to Kamalnath Rs. 6,500 


SOLUTIONS IN THE BOOKS OF TARAKNATH 
JOURNAL PROPER (FOLIO-01) 2r. FURNITURE A/C (FOLIO- 1!) се 
4984 | FURNITURE -A/C Ба i 

ТАМ | TO LOKNATH A/C 
BEING, FURNITURE 
PURCHASED ON CREDIT 


KAMALNATH А/С 
TO MACHINERY. A/C 
BEING A MACHINE 
SOLD ON CREDIT 


Rs. - 
р 6,500 
Ledger Accounts Posting from Cash Book : The details of cash transactions 
are to be recorded cither in debit side or in credit side of a Cash Book. The form 
of a Cash Book looks like a Ledger account. There are also similarities with 
recordings of Cash Book and Ledger accounts. For.this reason L, C. Croper said 
that “Every entry in the Cash Book forms one helf of a double entry, the other 
half of the double entry appears on the opposite side of some accounts in the 
Ledger." So, jn the Ledger account posting, one account is to be debited or 
eredited for each transaction, 
Tlustration 7: Record the following transactions in a Cash Book and post 
them in Ledger accounts ; 
1984 
Jan, 1 Cash in hand Rs. $00 
2 Received subscriptions Rs. 3,000 
3 Paid house rent Rs. 1,400 


SOLUTION? 


CASH BOOK (FoLIO- 1) с 


DATE | PARTICULARS. 


юва 

ЈАМА | TO BALANCE 4 
2| » SUBSCRIPTIONS 

BEING CASH RECEIVED 


BY HOUSE RENT 
BEING CASH PAID. 


House RENT д/с (FOLIO-3) C^ 


pesas e on Jon res рио 


C SERA 


Illustration 8: Journalise the following transactions and post them in Ledger 
accounts in the books of Bibekananda Society of Jangipur : 
1985 
Sept. 1 Purchased 8 ceiling fans from Usha Emporium Rs. 3,000. 
2 Received furniture costing Rs. 3,200 from Furniture Suppliers for 
donation. 


Solutions of Important Problems 


OASH BOOK 


Sold a furniture to Rahaman costing Rs. 300, 


- ON tA C2 


Rs, 800. 


Solution : 
In the books of Bibekananda Society 


JOURNAL PROPER ( Folio-4 ) 


1465. 


Purchased a pumpset on credit from Nataraj Suppliers for Rs. 3,600. 
Purchased books from Central Book Publishers on credit Rs. 4,000. 
Returned furniture to the Furniture Suppliers for defective colouring 


Date Particulars L.F.| Amount Amount 
1985 h Rs. Rs, 
Верь 1 Ceiling Fans Account Dr. 10 8,000 
То Usha Emporium Account 11 3,000 
Being 8 ceiling fans purchased on credit 
| E 
2 Furniture Account Dr 12 9,200 
To Donations Account 18 3,200 
Boing furniture received for donation from 
Furniture Suppliers 
3 Rahaman Account Dr. 14 800 
To Furniture Account 12 800 
Being furniture sold to Rahaman on credit 
5 Pump-set Account Dr. 15 8,600 
To Nataraj Suppliers Accoant 16 8,600 
Being в pump-set purchased on credit 
6 Books Account . Dr | 17 4,000 
To Central Book Publishers Account 18 4,000 
Being books purchased on credit 
T Furniture Suppliers Account Dr. 19 800 
To Furniture Account 12 800 


Being furniture returned for defective colouring 


Ledger 
Dr. OEILING FAN AOQOUNT (Fotio—10) 
Date Particulars J:| Amount | Date | Particulars 
1985 Rs. 


Sept, 1| То Usha Emporium Account 4 | 3,000 


Or, 
T. | Amount 
E 
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Dr. USHA EMPORIUM ACCOUNT (Folic-11) Cr. 
: 1. 
Date Particulars A Amoun | Date Particulars ү. Amount 
Rs. 1985 Rs, 
Sept. 1 | By Ceiling Fan Account 4 3,000 
Dre уз FURNITURE ACCOUNT (Folio-12) Cr. 
pra ЖОРУ latin aan у” ear | 
р Amount| Date | Particulars k Amount 
| Bs. | 1985 || m. 
Sept. 2 | To Donation Account 4 3,900 , Sept. 3 | By Rahaman Account a 309 
i „ Furniture Suppliers 
Account 4 800 
Dr. ^ DONATION RECEIVED ACCOUNT (Folio-13) Or. 
Date | Particulars Е Amount | Date Particulars s Amount 
р |E. 
| г Rs, | 1085 | ns 
| Sopt. 2 | By Furniture Account 4| 3,200 
| 
Dr. RAHAMAN ACCOUNT (17010-14) Cr. 
| 
Date i Particulars |; A Date Particulars IF Amount 
1 
1985 Вз. Tis. 
Sept. 3 | To Furniture Account 4 300 
qu 
Dr. ` PUMF-SET ACCOUNT (Folio-15) Cr. 
Date Particulars E Amount | Date Partienlars i Amount 
1985 Rs. : aha Cam 
Верь, 5 | To Nataraj Suppliers | 
Account |t 8,600 d | 
Dr. — NATARAJ SUPeLIERS ACCOUNT (Folio-16) Cr. - 
раа a ues 
i3 
Date Particulars i Amount Date | Particulars k Amount 
E. я 
| Rs. | 1985 | |.| дь 
| Sept. 5 | By Pumpset Account 4 | 3,600 
| | 
t | 
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Dr. i BOOK ACCOUNT (Folio-17) g Or. 
Date Particulars l | Amount | Date | Particulars Д Amount 
1985 | [ Bs. Жү 


Bept. 6 | To Central Book | 
Publishers Account |4 | 4,000 | 


Dr. CENTRAL BOOK:PUBLISHERS ACCOUNT (Folic-18) Or. 
Date | Particulars bi Amount | Date | Particulars oh 4 Amonnt 
on | 4 
(| ж 1985 Rs. 
| | Sept. б | By Books Account 4| 4,000 
> ^ 
| 
Dr. FURNITURE SUPPLIERS ACCOUNT (Folio-19) Or. 
Date | Particulars / 4 Amount | Date | Particulars d Amount 
I Zn _! ла. дыд i ‘| à- L ' 
1985 | | Rs. Rs. 
Sept. 7 | To Furniture Account, 4 | 800 
J 


Illustration 9: From the following particulars of Jain Relief Society for 
the month of December, 1985, prepare a Cash Book and also post them in the 


Ledger : 

1985 : Dec. Rs. 1985 : Dec. Rs. 
1 Cash in hand 5,400 17 Purchased prizes 420 
2 Subscriptions received 1,600 19 Paid for printing charges 
3 Paid to pensioners 1,900 for year books 125. 
4 Paid rent 120 20 Sundry expenses 75 
6 Donations received” 1,800 21 Purchased а type-writer 2,500 
8 Received interest on 22 Received advertisement 

investment 350 in Souvenir “290 
9 Paid salaries and wages 1,500 24 Paid for postage and 

11 Paid meeting expenses 50 stationery 30 

13 Received donations for prizes 800 28 Paid honorarium to ^ 

15 Paid printing charges for secretary 200 , 

Souvenir 350 31 Invested in 8% Govt. 
16 Paid Annual Functions's Loan 2,000 
expenses . 7 450 
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Solution : 5 
In the Books of Jain Relief Society 


CASH BOOK (Folio-50) 


Dr. Or. 
Date Particulars L.F. | Amount | Date Particulars L.F.| Amount 
1985 Вз. 1985 Вз, 
Dee. 1 | To Balance b/d 5,400 00 | Dec. 3 ! By Pensioners B4 1,900*00 
2| , Subscriptions | ` Cash paid 
Received 4| „Бем 85 120'00 
Cash received Cash paid 
6| , Donations Received 9 | , Salaries and Wages 86 1,500 00 
Cash received Cash paid 
8| , Interest on 11 | , Meeting Expenses 87 50°00 
Investment Cash paid 
Cash received 16 | , Printing charges 88 35000 
18 | , Donation for Cash Paid 
^ Prises 16 | , Annual Funclion's 
Cash recelved Expenses 89 450700 
22) , Advertisement in Cash paid 
Souvenir 17 | n Prizes 90 49000 
Cash received Cash paid 
19 | , Printing charges 88 195'C0 
Cash paid 
20 | , Sundry Expenses | 91 75°00 
Gash paid 
91 | „ Typewriter 92 9,500'00 
Cash paid 
94 | » Postage and Stationery, 93 30 00 
Cash paid 
28 | „ Honorarium to 
Secretary 94 900'00 
Cash paid 
81| „ 8% Govt. Loan 95 9,000'00 
Сазһ paid 
81 | , Balance са, | 480'00 
10,200*00 10,200'00 
198i A е 
Jan. 1 | То Balance b/d 480°00 
SUBSCRIPTIONS RECEIVED ACCOUNT (Folio-80) 
Cr. 
я | | 
Date Particulars | J.F. | Amount | Date | Particulars | Е. | Amount 
1985 Rs. 1985 Rs. 
Dec. 31 | To Balance c/d 1,600°00 | Dec. 2 | By Cash OB50|  1,600'00 
1,600:00 1,600'00 


1986 
Jan. 1 | By Balance b/d 1,600°00 
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DONATIONS RECEIVED ACCOUNT (Folio-81) 


Dr. Cr. 
Date | Particulars | d КЕ Date Particulars |= Amount 
1985 | Rs. | 1985 De. 
Deo, 31 | To Balance c/d 9,600'00 | Dec. 6 | By Cash CB50|  1,800'00 
18 | , Cash CB 50| 80000 
2,600" 00 I 2,600'00 
= | 1968 — 
Jan. 1 | By Balance b/à 2,600 00 


INTEREST:RECEIVED ACCOUNT (F'olio-82) 


Dr. Or. 
Date Particulars | йн | Amount | Date Particulars | Amount 
1985 | Rs, | 1985 Rs, 

Dec. 31 | | Te Balance c/d 350'00 | Dec. 8 | By*Cash ‘CB 50| 850"00 
85000 350°00 

~er ae 
Jan, 1 | By Balance b/d 350°00 


ADVERTISEMENT IN SOUVENIR ACCOUNT (Folio-83) 


Dr. Or. 
Date Particulars |i | nd Dato | Particular e | Amount 
Li 
1985 ms | 1986 Вз. 
Dee, 81 | To Balance;c/d 95000 | Deo. 22| By Cash." СВ 501 25000 
26000 . 25000 
1986 == 

| Jan, 1 | By Balance b/d 60°00 


PENSIONERS ACCOUNT (Folio-84) 


Dr. 
Date | Particulars | ^ Amount | Date Particulars n F, E Amount 
1985 | Rs. | 1985 
Dec. 3 | To Cash [OB 50| 1,900700 | Dec. 31 | By Balance c/d 
| 1,900700 ^ 190000 
Н ——— —— 


1986 | z 
Jan, 1 | To Balance b/d | 1,900:00 
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RENT ACCOUNT (Fitéo-83) 


SALARIES AND WAGES ACCOUNT (Folio-56) 


Dr, Or, 
Dato | Particulars -| J.F. | Amount | Date Partloalara |x. | Amount 
1085 | me | ases = 
Deo, 9 | To Cash сиво 1,600°00 | Dec. 31 | By Palace ofa | 1,500:00 
1,500700 100000. 
Jan, 1 | To Balance b/d | 1,600°00 


MEETING EXPENBES ACCOUNT (Folío-57) 


Dr Or, 
~ Particulars |ar| amount Particulars ES тов 

1985 Ta | 1985 = 
Deo, 11 | To Cash 60°00 | Des. 31 | By Balance о/а |. 1990 


f) €. andl 


1985 | 
Dec. 16, То Oh. 


1086 
Jan, 1 | To Balance b/d 
| 


Dr. 


1985 
Deo, 17 To Onsh 


1996 
Jan. 1 | To Balance b/d 


Deo. To Owh 


1986 
Jan. 1 | To Balance Md 


Particulars 


ee Г ЧД | T 


SUNDRY EXPENSES ACCOUNT (кезэл ^ 


П. | 1986 
70°00 | Dee. 31 | Ву Balance cjd 


7600 “ 
| —! " 


| 
ови 
i 


toto 


TYPEWRITER ACCOUNT (Pidio 90) 
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POSTAGE AND STATIONERY ACCOUNT (Folio-93) 


Date | Particulars |2 Е. | Amount | Date | Particulars | J.F. | Amount 


1985 Rs. 1985 
Dec. 24 | To Cash OB 50] 3000 | Dec, 81 | By Balance c/d 
30:00 30:00 н 
1986 — = - 
Jas. 1 | To Bilance b/d 80°00 
HONORARIUM TO SECRETARY ACCOUNT (Folio=94) 
Dr, Cr. 
eee 
Date Particulars | J.F. | Amount | Date | ы Particulars | LF, | Amount 
esL inp. s eo vw. 
1985 Bs, 1985 | | Bs, 
Юс. 98| To Cash OB 50} 200'00 | Dec, 81 | By Balance c/a 9с0'00 
200:00 | | 300:00 
1986 | 6 
Jan, 1 | То Balance b/d 200 00 
8% GOVT. LOAN ( INVESTMENT ) ACCOUNT (20110-05) 
Dr. 7 Or. 
| | 
Date Particulars | J.F. Amount | Date | Particulars | Ј.Е. | Amount 
1986 Rs. 1985 Ев. 
Dec. 81 | То Cash OB 50| 2,000°00 | Deo. 31 | By Balance c/à 2,000:00 
2,000:00 2,000'00 
1986 EE | = = 
Jan, | To Balanca b/d 2,000°00 | 


Ledger Accounts Posting from Multi-columnar Cash Book: The details of 

transactions from a Multi-columnar Cash Book are not recorded chronologically 

| їп order to date. The total of each column of a Multi-columnar Cash Book is 

posted in Ledger accounts after a period of time. The date on which the total 

of each column is posted-in Ledger account, is to be recorded in ‘date column’ 
of the accounts. 


CASH BOOK 


1.173 


Illustration 10: From the following transactions of Bibekananda Seva Samity 
prepare a Multi-columnar Cash Book with the undernoted analysis columns and 


post them in relevant Ledger accounts : 
Subscriptions, Interest & Dividend, Donations & Grants, Street 


Receipts : 
Collections and Sudries, 


Payments : 
Rent and taxes, Charities & Sundries. 
1985 : July Rs. 
1 Balance in hand 1,300°00 
Received subscriptions 
from members 45000 
Purchased post cards, 
envelopes etc. 5:00 
3 Received donation from 
Srinibasan 370:00 
Received from street 
callections 30:50 
Paid for salary of the 
Secretary 600*00 
§ Received dividend 1,320700 
Paid for repairing charges 130'00 


8 Paid house rent 101*00 
Received Subscriptions 320'00 
11 Received interest on 
investments 640'00 
Paid Telephone bill 170'00 
14 Received subscriptions 120'00 
Sale of old newspapers, 
periodicals etc. 35°00 
Paid for coolie and cartage 12°50 
17 Paid printing bill of 
. year books 43°00 
Purchased pen, ink, 
papers etc. 56:00 
Received donation from 
Chetan Chauhan 437:00 
20 Paid wages to gardeners 275:00 
Paid auditor’s.fees 201'00 
Received from Street 
181:00 


collections 


Salaries. & Wages, Printing & Stationery, Postage & Telegram, 


1985 : July Rs. 

23 Sent a telegram to the 

Chief Minister 7:30 

Paid for printing charges 

of motor lorries 53°80 
24 Purchased stamps and 

post cards 23:90 

Paid corporation taxes 21:00 

Received subscriptions 

from members 27800 
27 Paid for distribution of * 

food among flood 

yictims 2,780°00 

Received a grant from 

the Chief Minister 2,500*00 
28 Paid for distribution of 

cloths among flood 

victims 3,250°00 

Received donations 

from Dilip Doshi 83000 
29 Purchased stamps and 

envelopes 23:00 

Received from sale of 

waste papers 17:20 

Received from street 

collections 189:80 
31 Paid for Carriage 37:20 

Paid wages to the 

Durwan 51'00 

Received from donations 

from Sivalal Yadab 336:00 

Received from 

subscriptions 85:00 

Paid for distribution of 

water to flood victims 437:00 
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LEDGER 
Payments 


SALARIES AND WAGES ACCOUNT (Folio-101) 


Dr. Cr. 
Date Particulars | J.F. | Amount | Date Particulars J.F,| Amount 
. 1985 | Rs. 1985 Rs. 
July 31 | To Cash 99 92600 | July 31 | By Balance b/d 926'00 
© 92600. 926:00 
Aug. 1 | To Balance b/d 92600 NUscz cun 
Dr. Cr, 
Date | Particulars JF. | Amount Date t Particulars J,F. | Amount 
1985 Rs. 1985 Bs. 
July 31 To Cash 99 | 176 70 |July 31| By Balance c/d 17670 
КЛ NUUS 
Aug. 1| To balance b/d 176°70 
POSTAGE AND TELEGRAM ACCOUNT (Folio-103). 

Dae Parliculars ЈЕ. | Amount | Date | Particulars Т.Е. | Amount 
1085 | ome | 1985 Re, 
July 81 | To Cash 22 | 90530 | July 81 | By Balance c/d 905'80 

| 905°80 205:30 
Aug. 1 | To Balance b/d | 20580 
| 
RENT AND TAXES ACCOUNT (Folio-104) 

Dr. Cr, 
Date Particulars J.F. | Amount | Date | Particulars J.F.| Amount 
1985 Rs. 1985 Bs. 

July 31 | To Cash эз | 19200 | July. 31| By Balance b/d 192'00 
122°00 122°00 
19200 


Aug. 1 | To Balance ъа 
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CHARITIES ACCOUNT (Folio-105) 


Dr, Cr. 
———M—————————————— 
Date Particulars | J.F. | Amount | Date | Particulars [ar | Amount 
1985 Rs. 1985 Rs. 
July 81 | To Cash 22 | 6,467°00 | July 31 By Balance c/d 6,467.00 

6,46700 6467-00 
Aug. 1 | To Balance b/d 6,467°00 Я 


SUNDRY PAYMENTS ACCOUNT (Folio-106) 


Dr. Or, 
| 
Date Particulars |в, | Amount | Date | Particulars [1 Amount 
1985 s | Bs. | 1985 R. 
July 31 | To Cash 23 | 38000 | July 31 | By Balance c/d 38070 
380'70 880'70 
= —_ 
Ang. 1 | To Balance b/d 380'70 | 
Receipts 
BUBSORIPTIONS ACOOUNT (olio-107) 
Dr. Or. 
| 
Date Partioulars J.F. | Amount | Date | 
| 
1985 Rs. 1985 | Rs. 
July 31 | To Balance ofd 1,253°00 | July 31 | By Cash | 22| 135300 
1,253°09 | 1.258'00 
Aug. 1 | Ву Balance b/d | 1,258°00 


INTEREST AND DIVIDEND ACCOUNT (Folio-108) 
Dr. Cr. 


— 


Date Particulars | JF. | Amount | Date | Particulars pnm | Amount 
1985 E Rs. 1985 Rs, 
July 31 | To Balance с/ї 1,960"00 | July 31 | By Cash 22 | 1,96000 
1,930°00 1,960 00 
r 


| Aug. 1 | By Balance b/d 1,960'00 
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DONATIONS AND GRANT ACCOUNT (Folio-109) 


Dr. Cr. 
———— ———————————————— 
| 
Date Particulars | J.F. | Amount | Date Particulars | J.F | Amount 
1985 Rs. 1985 Rs, 
July 31 | To Balance c/d 4,473°00 | July 81 | By Cash 22 | 4,473°00 
| 4,473:00 447800 
| Aug. 1 | By Balance b/a 441300 
STREET COLLECTIONS ACCOUNT (Folio-110) 

Dr. Or. 
1984 Particulars | J.F. | Amount | Date Particulars | J.F. | Amount 
1985 | | me | 1985 | Bs. 

July 31 | To Balance c/d | 401380 | July 31| By Cash ` 93 401'30 
| | 401°30 401'30 ` 
Aug. 1 | By Balance b/d 401°30 
SUNDRY RECEIPTS ACCOUNT (Folio-111) 
Dr. Or. 
Date Partioolara J.F. | Amount | Date Particulars J.F.| Amount 
1985 Rs. | 1985 | Rs. 
July 81 | To Balance o/d 52°20 | July 31| By Cash | 22 52:20 
52°20 52°20 
"~ —— 
Aug. 1 | By Balance b/d | 52'90 


Exercises 


(A) Essay-type Answer Questions : 
1. What is Cash Book? What is the objects of Cash Book? Distinguish 
between Cash Account and Cash Book. 


Ans.: Write from ‘Cash Book’ (p. 1.153) ; ‘Objects of a Cash Book’ (p. 1.153) ; 'Differences 
between Cash Account and Cash Book’ (p. 1.154). 


2. Whatis Journal? Describe the features of Journal. 

Ans: Write from ‘Journal’ (p. 1.157) ; ‘Features of Journal’ (p. 1,159). 

3. Describe the uses and necessities of Journal. 

Ans. : Write from ‘Uses and Necessities or Advantages of Journal’ (р. 1.160). 
12[ 1°85] 
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4, What is Ledger ? Distinguish between Ledger and Cash Book. 

Ans.: Write trom ‘Ledger’ (p. 1.161) ; ‘Differences between Ledger and Cash Book! (p. 1.164), 
5. Describe the similarities of Ledger with Cash Book. 

Ans: Write from ‘Similarities of Ledger with Cash Book’ (p. 1.162). 

6. Describe the importance of General Ledger in Accounting. 

Ans: Write from ‘Importance of General Ledger in Accounting’ (p. 1 162). 

7. Describe the uses of Ledger in Accounting. 

Ans: Write from ‘Uses of Ledger’ (p. 1:193). 


(B) Short-type Answer Questions : 

1. Write short notes оп: 

(a) General Ledger, (b) Personal Ledger, (c) Debtors’ Ledger, (d) Creditors’ 
Ledger, (e) Ledger. [ W. B. Н. S. (Ext)—1983 


Ans. : Write from (a) ‘General Ledger’ (р. 1.161) ; (b) ‘Personal Ledger’ (p. 1.162) ; (c) Debtors’ 
Ledger (p 1,162) ; (2) Creditors’ Ledger (p. 1.162); (e) Ledger (p. 2 161). 


(C) Practical Questions : * 


1. Prepare a Cash Book for the month of October 1985, from the following 
cash transactions of Mursidabad Book Bank ( Library ) and post them in Ledger 
Accounts : 


1985 Rs. 1985 Rs. 
Oct. 1 Cash in hand 6,300 Oct. 16 Interest on investment 
received 950 
3 Subscriptions received 12,500 17 Paid for printing & 
4 Paid salaries 830 stationery 210 
6 Paid rent and taxes 380 18 Purchased books 9,500 
8 Donations received 3,600 20 Sold old books 130 
10 Paid for printing & 23 Paid sundry expenses 45 
stationery 400 25 Purchased furniture 840 
11 Purchased furniture 1,500 26 Paid house rent 51 
13 Paid insurance premium 220 28 Purchased investments 520 


(Ans, Cash balance as on 28th Oct. 1985, Rs. 8,984) 
2. Journalise the following transactions of Intali Athletic Club : 


1985 Rs. 
April 1 Purchased a fan from the Philip Ltd. on credit 480 
15 Sold an old almirah to S. Lahiri on credit 520 

23 Purchased a table from Furniture Ltd. on credit 350 

30 Purchased sports goods from Players Ltd. on credit 130 


3. Journalise the following transactions of Narayan Garh Gram 
Mangal Samity ; 


1985 
June 1 Purchased two tonnes of milk powder from Samabayika on credit 1,500 
11 Sold 200 kilograms of milk powder to Narayan Garh Institution 
on credit 300 
19 Purchased a chair from M/s Sadananda Stores on credit 105 


29 Purchased stationery goods from Runa Stores on credit 18 
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4. Prepare a Cash Book for the month of September 1985, from the 
following cash transactions of Garabeta Youth Club and post them in Ledger 
accounts : 


1985 Rs. 1985 Rs. 

Sept. 1 Cash in hand 3,782 Sept. 20 Paid Postage & Telegram 105 
2 Subscriptions received 8,200 22 Paid for newspapers 

8 Paid salaries 900 and periodicals 126 

10 Donations received 1.500 24 Purchased furniture 1,230 

13 Paid house rent 365 25 Sold old furniture 375 

15 Entrance fees received 930 26 Sold old newspapers 38 

18 Paid printing & stationeries 42 28 Purchased books 2,800 

19 Paid electric charges 73 29 Paid sports expenses 570 

30 Paid for prizes 1,300 


(Ans. Cash balance as on 30th Sept., 1985, Rs. 7,314) 


5. Journalise the following transactions in the books of a club and post 
them in Ledger accounts : 


Iis. Rs. 
(a) Received subscriptions 1,200 (d) Received donations 250 
(b) Paid rent 300 (е) Purchased furniture 125 
(c) Paid wages 75 (f) Paid salaries 230 
6. Journalise the following transactions : 

Rs. Rs. 
(a) Subscriptions received 1,600 (d) Interest received 420 
(b) Meeting expenses paid 230 (e) Honorarium paid 170 
(c) Sale of old newspapers 45 (f) House rent paid 100 
7. Journalise the following transactions and post them in Ledger accounts : 

Rs. Rs. 
(a) Cash withdrawn from (d) Interest received 175 

Bank 350 (e) Cash deposited into 

(b) House rent paid 70 Bank 100 
(c) Electric charges paid 35 (7) Salaries paid 135 


8. Prepare a Cash Book in the books of Kishore Sangha from the following 
transactions and show Ledger Accounts posting of the transactions : 


1985 Rs. 1985 Rs. 
July 1 Cash in hand 300 July 19 Paid house rent 500 
3 Received subscriptions 2,200 22 Received dividend 300 

6 Purchased a motor car 600 26 Received loan from bank 840 

10 Purchased furniture 400 28 Purchased stationary 180 

12 Sold old furniture 500 29 Paid meeting expenses 60 

15 paid salaries to staff 500 3] Paid into bank 1,000 


(Ans.: Cash in hand, Fa. 900) 
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9, From the following information prepare a Cash Book of Sri Kalika- 
pur girls’ club and post them in Ledger Accounts : 


1985 i Rs. 1985 Rs. 
Aug. 1 Balance in hand 570 Aug. 16 Paid insurance premium 133 
2 Received donations 1,180 17 Paid meeting expenses 81 

6 Paid for furniture 230 22 Paid for loan 251 

9 Paid house rent 320 26 Received interest 181 

10 Paid electric bill 25 28 Paid turnament expenses 65 

14 Paid travelling expenses 255 31 Paid petrol bill 33 


(Ans.; Cash in hand Rs, 538) 


10, From the following cash transactions prepare a Cash Book in the Books 
of Players’ Association for the month of January, 1985 and post them in Ledger 


Accounts : 
1985 Rs. 1985 Rs. 
Jan. 1 Balance in hand 9,300 Jan. 13 Paid telephone bills 432 
2 Entrance fees received 2,700 15 Tennis fees received 1,270 
4 Life members fees 16 Cricket expenses paid 980 
received 5,300 17 Tennis expenses paid 895 
6 Match expenses paid 6,340 18 Billiard fees received 1,500 
9 Purchased furniture 3,100 19 Insurance premium paid 340 
10 Cricket fees received 890 23 Billiard expenses paid 1,860 
12 Paid for printing & 29 Sundry expenses paid 970 
stationery 75 31 Sundry incomes received 450 


(Ans. : Cash in hand at 31st January, 1985, Rs, 6,418) 


11. Prepare a Cash Book with the following analitical columns from the cash 
transactions : 
Analytical Columns: Subscriptions, Donations, Interest & Dividend, 
Wages & Salaries, Sports, Expenses, Charities, Rent, Taxes, Lighting etc. and 
Miscellaneous payments. 


Cash Transactions : 


1985 Rs. 1985 Rs. 
Mar. 1 Cash in hand 1,300 Mar. 17 Paid rent 135 
2 Received subscriptions 3,500 19 Paid wages 210 
4 Received donations 1,200 21 Paid sports Я 
6 Paid salaries 800 expenses 1,730 
8 Received interest on 22 Paid taxes 52 
invesment 620 23 Received donations 545 
10 Paid postage 85 25 Paid electric bill 105 
11 Paid taxes 37 26 Received dividend 326 
16 Received subscriptions 240 28 Paid for postage 54 
16 Paid interest on loan 33 30 Paid for flood reliefs 415 


(Ans.; Cash in hand, Rs. 4,015) 
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12. From the following cash transactions prepare a Multi-columnar Cash 
Book in the Books of Hari Shava Society of Krishnanagar and post them in 
relevant Ledger Accounts : 


1985 Rs. 1985 Rs. 

Feb. 1 Cash in hand 2,7130 Feb. 15 Paid worship expenses 930 
3 Admission fees received 3,780 16 Interest on investment 

received 185 

4 Donations received 1,570 17 Paid wages 230 

6 Paid for postage 130 19 Paid for charities 151 

7 Purchased stationery 88 20 Paid salaries 291 

9 Purchased books 1,700 23 Received hall rents 889 

12 Subscriptions received 2,420 27 Paid repair charges 91 

14 Purchased investment 1,500 28 Received dividend 108 


Analytical Columns of Receipts : Admission fees & Subscriptions, Donations & 
Hall rent and Interest & Dividend. 
Analytical Columns of Payments : Postage & Stationery, Books, Investment, 
Worship expenses, Wages & Salaries and Charities & Repairs, 
(Ans, : Cash in hand, Rs, 6,571) 


13. Ranji Sporting Club had the following cash transactions : 


1985 Rs. 1985 Rs. 
Nov. 1 Balance in hand 9,100 Noy. 15 Paid printing charges 120 
3 Paid Tournament fees 2,750 16 Paid repair charges 370 

4 Purchased sport materials 3,980 19 Paid sports expenses 97 

8 Received subscriptions 4,560 20 Sale of old newspapers , 28 

10 Paid repair charges 1,300 23 Tournament fees received 430 

12 Paid games expenses 2,820 26 Donation received 890 

14 Received interest on 29 Paid for charities 320 
Fixed Deposits 1,630 30 Purchased furniture 934 


Prepare a Multi-Columnar Cash Book with suitable Analytical Columns. 
(Ans. : Cash in hand on 30th Nov., 1983, Rs, 4,881) 


(D) Objective Questions : 
1. Fill up the gaps : 

(i) Journal is the — Book. 

(ii) Cash Book is a — Ledger. 
(ii) — is the King of Books. 
(iv) All cash transactions are recorded in — Book. 
(v) All credit transactions are recorded — . 

[ Ans.: (i) Subsidiary, (ii) Journalised, (i) Ledger, (iv) Cash, (v) Journal | 


СНАРТЕК УП 


Accounting for clubs, Societies, and Institutions [ Non-profit-seeking units | 


Trial Balance—difinition-—objects—methods ; Cash and Accrual basis of 
Accounting ; Final Periodical Income & Expenditure Account ; Concept of 
surplus and deficit ; Balance Sheet—definition—objects. 


Trial Balance 


Definition: A statement which is prepared on a particular date in а sheet of 
paper or book to prove the arithmetical accuracy in recording of transactions in 
the books of accounts by writing the debit and credit balances in separate columns 
called a Trial Balance. 

Under Double Entry System, an amount of a transaction is to be debited in 
an account and the same amount is also to be credited іп anather account. So, 
all amounts of transactions are to be debited or credited in two separate accounts. 
For example, on Ist April 1985 Tapan Kumar paid Rs. 400 to Swapan Kumar. 
Then the transaction is to be reeorded in the books of Tapan Kumar and Swapan 
Kumar in the following manner : 


In the books of Tapan Kumar 


CASH ACCOUNT 
Dr. Or. 
Date Particulars uh | Amount| Date | Particulars T Amount, 
| Rs. 1985 Ris. 
| Зап, 2 | By Swapan Kumar 400 
BWAPAN KUMAR AOCOUNT 
Dr. Cr. 
i 
Date Particulars J; | Amount | Date . Parioulars 5 | Amount 
1985 Rs. Rs, 
Jan.2 | To Cash 400 
In the books of Swapan Kumar 
CASH ACCOUNT 
Dr. Cr. 
DoDD OT ne i CO 
Date | Particulars | 5 | Amount | Date | Particulars | F | Amount 
X - n] 
1985 | Rs. Rs 
Jan. 2 | To Тарап Kumar 400 
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ТАРАМ KUMAR ACCOUNT . 


Dr. Cr. 
——————————————————————— 
Date | Particulars | d | Amon: | Date | Particulars | 4 | Amount 
Rs. 


Jan. 2 | By Cash | 400 


| 
| 
| Rs. 1985 
| 
| 
| | 


From the above recording of transactions, it is proved that ithe sum totals of 
debit and credit columns are always equal. Similarly, if the all accounts are 
balanced, the sum totals of debit balances must be equal with the sum totals of 
credit balances. If the sum totals of debit balances are not equal with the sum 
totals of credit balances, it is sure that there is an arithmetical mistake in 
recording and posting of transactions. 

The necessary measures are to be taken to detect the errors. If the amount 
of disagreement can not be detected easily and immediately, the amount is 
transferred to the separate account which is called Suspense Account. 

The trial Balance can be prepared on any day of the accounting period. 
Generally, it is prepared at the end of an accounting period but before the prepara- 
tion of Trading and Profit & Loss Account and a Balance Sheet. The detailed 
discussion of a Trial Balance is made in Chapter XIV. 


Procedure of Preparation of a Trial Balance: А Trial Balance is not an 
account but a statement. The debit and credit balances of Ledger accounts are 
recorded in a separate book or on a sheet of paper in two separate columns or 
separate sides, :оп a particular date. It can not be recorded in a Journal or Ledger, 
Again, the preparation of a Trial Balance is not essential if all ransactions are 
correctly recorded in the books of accounts. The sum totals of debit balances and 
credit balances are to be determined, if the sum totals of debit balances and credit 
balances are equal, we are sure that there is no arithmetical mistake in recording 
and posting of transactions. The headings of a Trial Balance are given below : 


Trial Balance as at ( Date )... 
or 
Trial Balance for the year ended ( Date )... 

Characteristies of a Trial Balance: The important characteristics of a Trial 
Balance are discussed below : 

(1) A Trial Balance is a statement. It isnot an account. The transactions 
are not recorded primarily or finally in a Trial Balance ; but it is recorded in a 
sheet of paper or book. 

(2) Itis neither an account nor a journal If is recorded in a separate 
sheet of paper or in a book. 

(3) The main purpose of this statement is to prove the arithmetical 
accuracy of recording of transactions in the books of accounts. 

(4) It can be prepared on any date by drawing the balances of accounts or 
by adding the amounts of debit column and credit column of the Ledger accounts. 
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(5) The preparation of a Trial Balance is not essential in book-keeping, if 
all transactions are properly and correctly recorded and posted in the books of 
account. 


Utilities of a Trial Balance : The utilities of a Trial Balance are given below : 

(a) The arithmetical accuracy of recording transactions for a particular 
period can be proved, if the sum totals of debit balances and credit balances are 
agreed. 

(b) The amounts ofall Ledger accounts balances can be known from a 
Trial Balance ; because а Trial Balance is prepared with all Ledger accounts 
balances. 

(c) The maximum information is available for determination of financial 
results and financial position. 


(d) The details:of incomes, expenses, assets and libilities can be determined 
from a Trial Balance. 


(e) The final accounts can be easily drawn from a Trial Balance and chances 
of mistakes can be minimised. 


Different Types of Trial Balance: According to the procedure of prepara- 
tion of a Trial Balance, it may be divided into three classes: (a) Total or Gross 
Trial Balance, (b) Balance Trial Balance and (c). Total cum Balance Trial 
Balance. 

(a) Total or Gross Trial Balance: Under this method, totals of debit sides 
and credit sides of all accounts are to be posted In a Trial Balance and sum totals 
of both sides are to be determined, 


(b) Balance Trial Balance : Under this method, the debit balances of 
Ledger accounts are to be posted in the debit balances column and the credit 
balances of Ledger accounts are also to be posted in the credit balances column. 


The sum total of debit balance column and credit balances column are also to be 
determined. 


(c) Total cum Balances Trial Balance : Under this method, the totals of 
debit and credit sides of all accounts are to be posted and the debit and credit 
balances of this account are also to be posted in two separate columns and sum 
totals of all columns are to be determined. 


Illustration 1: From the following information, prepare (a) Total Trial 
Balance, (b) Balance Trial Balance and .(c) Total-cum-Balance Trial Balance 
as at 3lst December, 1985 : 


2 Total of Total of 
лр Aa conte | Debit side | Credit side 

Вг. Ез. 
Donation Received — 350 
Cash 1,000 350 
Kamal 200 550 
Sports Expenses 450 че. 
Bports grant 
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Solution : 


(a) TRIAL BALANOE A8 AT 318T DECEMBER, 1985 
"Total of Total о! 
ida | L.F. | Debit side | Credit side 
| Rs, Rs. 
Donation Received | - 350 
Cash | 1,000 850 
Каша1 | 900 |. 850 
Sports Expenses 450 = 
Bports grant | — 400 
| 1,050 1,650 
| —s 
| —— 
(bi TRIAL BALANCE АВ AT 318T DEOEMBER, 1985 
: Debit Oredit 
Particulars І.Е. Balances | Balances 
OX бү ate Rs | Ra, 
Donation Received | = 850 
Cash 650 at 
Kamal — 850 
Sports Expenses 450 = 
Sports grant - 400 
| 
1,100 1,100 
Biawsté tue 


(o) TRIAL BALANOE АВ AT 318T DEOEMBER, 1985 
р LP. Total of Total of Debit Огей 
articulars d. ‘| Debit side | Oredit side | Balances | Balances 
2 i Benen 
Rs. Rs. Rs, Rs. 
Donation Received — 850 = 350 
Cash 1,600 850 650 =“ 
Kamal 200 _ 550 = 350 
Sports Expenses 450 — 450 x 
Sports grant - | 400 -— 400 
1,650 1,650 1,100 | 1,100 
====— Se | ee | 


Illustration 2: Make out a Trial Balance of Sri S. К. Sen from the follow- 
ing particulars of his Household taken out from his Ledger accounts for the 
month of December, 1985 : Ў 


Rs. Rs. 
Foodgrains 330 Furniture 189 
Vegetable 285 Prasanna (Dr.) 128 
Fish, Meat etc. 265 Girish (Cr.) 671 
Spices 178 Cash 181 
Fuel 30 Salary received 2,000 


Cloth. 85 Fixed Deposit 1,000 
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Solution : 
In the Books of Sri S. K. Sen 


TRIAL BALANCE AB AT:318T DECEMBER, 1985 


Debit Balances І. Е. | Amount | Credit Balances L. F. | Amount 
| Rs. Rs, 
Foodgrains | 880 Salary Received 2,000 
Vegetable | 985 Giri-h 671 
Fish, Meat eto. | 265 
Spices 178 
uel 30 
Cloth 85 
Furniture 189 
Prasanna { 128 
Cash (7-181 
Fixed Deposit 1,000 


Cash and Accrual Basis of Accounting 


Definition: The basis by which financial results and financial position of an 
accounting unit is determined, is called Basis of Accounting. 

The basis of accounting may be divided into two classes—(a) Cash Basis of 
Accounting and (b) Accrual or Mercantile Basis of Accounting: 

(a) Cash Basis of Accounting : The basis by which expenses paid in cash 
and incomes received in cash are taken in determining the financial results and 
financial position of a concern is called Cash Basis of Accounting. Under the 
basis Cash Book is the main sources of data in determining the financial results 
and financial position. 

Caleulation of Incomes and Expenses under Cash Basis : 


Calculation of Total income : 
Rs. 


Incomes received for the accounting period 
Add Income accrued in previous accounting 
period but received in carrent accounting period 
Income receiveable for the next accounting period 
but received in current accounting period 
Total Income 


» 


Calculation of 10tal Expenses : Rs. 
Expenses paid for the accounting period 
Add Expenses outstanding for the previous accounting 
period but paid in current accounting period 
, Expenses payable for the next accounting period 
but paid during the current accounting period ton 
Total Expenses Ер 


(b) Accoural Basis of Accounting : The basis by which the expenses and 
incomes for a particular accounting period are taken in determining the financial 
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results and position of а concern is called Accrual Basis of Accounting or Marcantile 
Basis of Accounting. Under this method, outstanding expenditure & prepaid 
expenditure of the current accounting period and outstanding expenditure & 
prepaid expenditure of the previous accounting period are to be adjusted to 
ascertain the total incomes. 

Similarly, outstanding incomes & prepaid incomes of the current accounting 
period and outstanding incomes & prereceived incomes of the previous 
accounting period are to be adjusted to ascertain the total incomes of an 
accounting period. 

Information to Learners 


The details of Basis of Accounting are also disoussed in Ohapter No, XIIIV. 


а ———M—— 


Treatments of outstanding expenditure, prepaid expenditure, outstanding 

incomes and prepaid incomes of the present Accounting period : 

The rules for adjustment of prepaid expenditure, prereceived incomes, 
outstanding incomes and outstanding expenditure are discussed below : 

(а) Outstanding Expenditure : The expenses which are due but not paid 
during an accounting period are called outstanding expenditure. For example, 
the salaries of a concern for the month of December 1985 are not paid in the 
month of December 1985. To ascertain the total expenditure for an accounting 
period, the expenditure paid for the year and outstanding expenses for the year are 
also to be added, The following journal entry is to be made for the adjustment 
of outstanding expenditure : 


JOURNAL 
Dr. Or. 
Date Particulars | LF. | Amount | Amount 
Rs. | Rs. 
Expenditure Account Dr. 79 
To Outstanding Expenditure Account | 


Being outstanding expenditure brought into account 


Suppose, the outstanding expenditure is rent, then the Rent Account is to be 
debited and outstanding Rent Account is to be credited. The outstanding expense 
is a liability of a concern. 


Illustration 3: Show the necessary Journal entries in the books of ‘Amara 
Sabai’ Club of Baharampore for the year ended 3154 December, 1985 ; 
(i) Salaries due but not paid Rs. 2,300. 
(ii) Outstanding wages Rs. 400. 
(iii) Rent remained unpaid Rs. 150. 
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Solution : 
In the Books of Amara Sabai 
JOURNAL 
3 Dr. Cr. 
Date Particulars І.Е. | Amount | Amount 
1985 | Rs. Bs. 3 
Dec, 81 | Balarles Account Dr | 2,300'00 
To Outstanding Salaries Account | 2,800°00 
Being outstanding salaries brought into account | 
31 Wages Account Dr. 400°00 
To Outstanding Wages Acc-unt | 400°00 
Being outstanding wages brought into account | | 
E 
81 Rent Account Dr. 150°00 
To Outstanding Rent Account 150'00 
Being outstanding rent brought into account 


с 05 с оса со АНЫНА CT iu EE, 

(b) Outstanding Income: The incomes which are accrued due but not 
received during an accounting period are called outstanding Income. For 
example, subscriptions for Rs, 300 were accrued due but not received for the 
accounting period 3lst December 1985. To ascertain the total subscriptions for 
the accounting period, the subscriptions received and outstanding subscriptions 
for the accounting period are to be added. The following journal entry is to be 
made for adjustment of outstanding incomes : 


JOURNAL 
Dr. Or. 
eee 
| 
Particulars | L.F. | Amount | Amount 
| | f 
Вз | Rs. 


Outstanding Income Account 
To Income Account 
Being outstanding income brought into account 


Suppose, the outstanding income is subscription, then the Outstanding 
Subscription Account is to be debited and the Subscription Account is to be 
credited, The outstanding income is an asset of the concern. 


Illustration 4: Show the necessary Journal entries in the books of Sabuj 
Sangha for the year ended 31st December 1985 : 
3 (i) Subscriptions from members remained outstanding Rs, 1,200. 
(ii) Interest on investment accrued but not received Rs. 800. 
(iii) Interest on Bank deposits remained outstanding Rs. 150. 


A 
> 
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Solution : 


In the Books of Sabuj Saugha 


JOURNAL 
Dr. Cr. 
Date Particulars L.F. | Amount Amount 
1985 Rs. Rs 
Deo, 31 Outstanding Subscriptions Account Dr. 1,200:00 
To Subscriptions Account б 1,200'00 
Being outstanding subscriptions brought into account 
81 Outstanding Interest on Investment Account Dr. 800'00 
To Interest on Investment Account 800'C0 
Being outstanding interest on investment bronght 
into account 
91 | Oatstanding Interest on Bank Descaits Account Dr. 150'00 
То Interest on Bank Deposits Account 150'00 
Being outstanding interest on Bank Deposits brought 
into account 


— — | 


(c) Prepaid Expenditure: The expenses which are to be paid in the next 
accounting period, are paid in the current accounting period are called prepaid 
expenditure. For example, rent for 1986 Rs. 1,000 are paid in December 1985. 
To ascertain the total rent paid for the year ended 315 December 1985, prepaid 
rent Rs. 1,000 are to be deducted from the total rent paid {during the year 1985. 
The following journal entry is to be made for the adjustment of the prepaid 
expenditure : 


JOURNAL 
Dr. Or, 
Date Particulars | LF, | Amonnt Amount 
| Ba Вз, 
| © 


To Expenditure Account i | 
Being the expenditure paid in advance adjusted | 


i eg ЕЗ Б ree OL A АН = И 
Suppose, the prepaid expenditure is rent, then the Prepaid Rent Account 
is to be debited and Rent Account is to be credited. The prepaid expenditure is 
an asset. 
Illustration 5: Journalise the following transactions in the books of Bhatri 
Milan Club for the year ended 31st December, 1985 : | 
(i) Insurance premium was paid in advance Rs. 200'00. 
(ii) Rent was paid in advance Rs. 75:00. 
(ii) Wages were paid advance for 1986 Rs. 130700, 


| 
i | 
Prepaid Expenditure Account Dr, | 
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Solution : 
In the Books of Bhatri Milan Club 
JOURNAL 
7 Dr. Cr. 
Data Particulars | LF. Amount Amount 
1985 Rs. Rs. 
Deo, 31 Prepaid Insurance Account Dr, 200°00 
То Insurance Account 900:00 
Being the insurance preminm paid in advance adjusted 
31 | Prepaid Rent Account Dr. 75 00 
To Ront Account 15:00 
Being the rent paid in advance adjusted 
31 | Prepaid Wages Account Dr, 130:00 
To Wages Account 130 00 
Being the wages paid in advance {ог 1986 adjusted 
———— 


es ___————— 


(d) Prereceived Income : The income which is receivable in the nest 
accounting period but received in the current accounting period is called Pre- 
received Income. Suppose, subscriptions for 1986 for Rs. 600 were received in 
1985. To ascertain the total subscriptions for 1985, the prereceived subscription 
for Rs. 600 are to be deducted from gross subscriptions received during the year, 
1985. The following journal entry is to be made for the adjustment of prereceived 


income : 
JOURNAL 
Dr. Cr. 

EM ee 
Date Particulars [гт | Amount | Amount 

| 

| Rs, Rs. 

Income Account Dr. 


To Pre-received Income Account 
Being the income received in advance adjusted 


col >м 1—1. p TERME 


For example, if the prereceived income is subscription, then the Subscription 
Account is to be debited and the Prereceived Subscription Account is to be 
credited. The prereceived income is a liability of a concern. 


Illustration 6: Show the necessary Journal entries in the books of Bandhu 
Milan Club of Contai for the year ended 31st December 1985 : 
(i) Interest on investment received in advance Rs. 50:00. 
(ii) Subscriptions from members received in advance Rs. 720:00. 
(ii) Interest on deposits received in advance Rs. 20°00. 


{ 
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Solution : Tn the Books of Bandhu Milan Club of Contai 
JOURNAL Dr. Cr. 
Date Particulars LF. Amount Amount 
1985 Rs. Tis, 
Dec. 81 | Interest on Investment Account Dr. 50°00 
To Pre-received Interest on Investment Account 50 00 


Being prereccived interest on investment adjusted 


| 
31 Bpybscriptions Account Dr, | 720°00 
To Pre-received Subscriptions Account 19000 
Boing prereceived subscriptions adjusted 


81 Interest on Deposits Account Dr. | 20:00 ] 
To Pre-received Interest on Deposits Account 20°00 
Beiog prereceived interest on deposits adjusted 


Illustration 7: Journalise the following transactions in the books of 
Kalighat Society for the year ended 31st Dec., 1985 : 


Rs. Rs. 
(i) Outstanding salary 300 (iv) Prepaid rent + 120 
(ii) Advance Rent received 500 (у) Prepaid wages 500 
(iii) Pre-received gommission 250 (vi) Subscriptions due but not 
received 80 
Solution : In the Books of Kalighat Society 
JOURNAL 
Dr. Or, 
Date Particulars Т.Е. | Amount Amount 
1985 Rs. Rs. 
Dec. 81 Balaries Account Dr, 800 
To Outstanding Salaries Account 800 


Being the outstanding salaries brought into account 


81 Rent Received Account Dr. 500 
To Prereceived Rent Account 500 
Being the pre-received rent adjusted 


31 | Commission Recelved Account Dr. 250 
To Prereceived Commission Account 250 
Being the pre-received commission brought into account 


31 Pre-paid Ren! Account Dr. 190 
То Rent Account 120 
Being the prepaid rent adjusted 


91 | Prepaid Wages Account Dr. 500 
To Wages Account 500 
Being the prepaid wages adjusted 


31 | Outstanding Subscriptions Account Dr. 80 
То Subscriptions Received Account 80 
Being outstanding subscriptions adjusted 


_—————.——————————————— 
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Treatments ої Prereceived Incomes, Prepaid Expenditure, Outstanding 
Incomes and outstanding Expenditure of the Previous Accounting Period : Tne 
rules for adjustment of prepaid expenditure, prereceived incomes, outstanding 
expenditure and outstanding incomes are given below : 

(а) Prereceived Incomes : The prereceived incomes of aprevious year are 
to be added with incomes received during the year. The Prereceived Incomes 
Account is to be debited and the Income Account is to be credited i.e. the credit 
balance of Prereceived Income Account of the previous year is to written off. 

(b) Prepaid Expenditure : The prepaid expenditure of previous year are to 
be added with expenditure paid during the year. The Prepaid Expenditure 
Nccount is to be credited and the Expenditure Account is to be debited i.e. debit 

balance of Prepaid Expenditure Account for the previous year is to be written off. 

(c) Outstanding Incomes : The outstanding income of the previous year аге 
to be deducted from the incomes received during the accounting period. The 
Outstanding Income Account isto be credited and the Incomes Account during 
rhe year is to be debited i.e. debit balance of Outstanding Income Account for the 
previous accounting period is to be written off. 

(d) Outstanding Expenditure : The outstanding expenditure of the previous 
accounting period are to be deducted from the income received during the present 
accounting period. The Outstanding Expenditure Account is to be debited and the 
Expenditure Account is to be credited, i.e, credit balance of Outstanding Expendi- 
ture Account is to be written off. 

Caléulation of Income and Expenses under Accrual Basis: The incomes for 
an accounting period is to be calculated as under : 

Rs. Rs. 
Income received during the accounting period et 
Add Outstanding Income for the accounting period sh 
, Income received for the aecounting period in the 

previous accounting period 

Less Prereceived Income, i.e. for the next accounting period ... 
, Income received for the previous accounting period 

Total Income for the accounting period 

Calculation of Expenditure under Accrual Basis: The expenses for an 
accounting period is to be calculated as under : 

Rs. Rs. 
Expenditure paid during the accounting period 
Add Outstanding expenditure for the accounting period ot 
» Expenditure for the accounting period paid in the 
previous accounting period 
Less Expenditure paid for the previous accounting period 
» Expenditure paid for the previous accounting period 
Total Expenditure for the accounting period 
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Final Periodical Income & Expenditure Account 


Definition: The account which is prepared to determine the financial 
results of a non-profit-seeking concern at the end of each accounting period is 
called Final Periodical Income & Expenditure Account or Income & Expenditure 
Account. 

A non-profit-seeking concern prepares a Receipts & Payments Account or a 
Trial Balance to show the summaries of the financial transactions, But the amount 
of surplus or deficit can not be known from the account or statement. For this 
reason, a separate account is to be prepared with the balance of nominal accounts 
to determine the financial results at the end of each accounting period, The 
heading of this account is given below : 


Income & Expenditure Account for the year ended ..... (Date) 


The revenue receipts and revenue payments are called incomes and expendi- 
ture respectively. All expenditures are to be recorded in the debit side of an 
Income & Expenditure Account and all incomes are to be recorded in the credit 
side of that Income & Expenditure Account. Then the Income & Expenditure 
Accountis to be balanced. Ifthe account showsa credit balance, it is called 
surplus ; if the account shows a debit balance, it is called deficit. 


Concept of Surplus and Deficit 


Definition: The concept by which financial results of a non-profit-seeking 
concern is determined is called concept of surplus and deficit. Because, the 
financial result may be of two types: (a) Surplus and (b) Deficit. 

(a) Surplus: The excess of incomes over expenditure for a particular 
accounting period of a non-profit-seeking unit is called surplus. Suppose, Rs, 4,000 
are the total expenditure and Rs 6,500 are the incomes of an accounting period. 
So, the amount of surplus is Rs, 2,500 i.e. Rs. (6,500-4,000). It always shows 
the credit balance of the Income & Expenditure Account. 

(b) Deficit: The excess of expenditure over incomes for a particular 
accounting period of a non-profit-seeking accounting unit is called deficit. 
Suppose, Rs. 9,500 are the expenditure of an accounting period and Rs. 8,500 are 
the incomes for that accounting period. So, the amount of deficit is Rs. 1,000 i.e, 
Rs. (9,500— 8,500). It always shows debit balance of the Income & Expenditure 
Account. 

The balances of Income & Expenditure Account (i.e. surplus & deficit) is 


transferred to the Capital fund or General fund or Accumulated fund. 


Specimen form of an Income & Expenditure Account: A specimen form of 


an Income & Expenditure is given below : 
13 [1785 ] 


í qm — É ——— —— ОО ОО 
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INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDED......(Date) 
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Dr. Cr. 
Expenditure · Amount Income Amount 
Вз. Rs. 


To Salaries 
» Rent, Rates and Taxes 
» Postage and "Telegram 
» Telephone Oharges 
» Electrio Charges 
» Newspapers, Periodicals etc. 
» Insurance Premium 
» Conveyance 
» Meeting Expenses 
„ Annual Sports Expenses 
» Entertenment Expenses 


By Subscriptions 

, Interest on Investments 

» Interest on Bank Deposits 

» Sale of old Newspaper, 

Periodicals etc 

, Donation (if admissible) 

, Miscellaneous Receipts 

, Entrance fee (if admissible) 

» Excess of Expenditure over 
Income (Deficit) 
(4f any) 


» Repairs and Renewals 
w pete 
Bunt nees 
- owe ATP gU Fixed Assols 
» Gift and Charity | 
» Medical Expenses 
» Honorarium 
„ Excess of Income over Expenditure | 
Surplus) 
if any) 


= 


{ 

If the total amount of credit side is more than the total amount of debit side 
of an Income & Expenditure account, the difference is called Excess of Income over 
Expenditure or Surplus. Similarly, if the total amount of debit side is more than 
the total amount of credit side of an Income & Expenditure Account, the difference 
is called Excess of Expenditure over Income or Defieit. The balance of an Income 
& Expenditure Account is also transferred to the Capital Fund or Reserve Fund or 
Accumulated Fund. jn 

Features of Incomes & Expenditure Account: The fuatures of Income & 
Expenditure account are given below : 

€ (a) The account is prepared .at the end of each accounting period, for 
example, the account is prepared оп 315! December ог 31st March. 

(b) The revenue receipts and revenue payments are recorded in an Income 
& Expenditure Account. But the capital receipts and capital payments are not 
recorded in an Income & Expenditure Account. 

(c) Only the incomes and expenses for a particular accounting period are 
recorded in an Income & Expenditure Account. But, incomes and expenses for 
the previous accounting period and the next accounting period are not recorded in 
the Income & Expenditure Account. 

(d) The’ prepaid expenses and prepaid incomes аге adjusted at the time of 
preparation of an Income & Expenditure Account under accrual basis. 

(e) The outstanding expenses and outstanding incomes are adjusted in an 
Income & Expediture Account under accural basis. 

(f) The Income & Expenditure Account is a Nominal Account. 

Differences between Receipts & Payments Account and Income & Expenditure . 
Account: The Receipts & Payments Account is a statement of cash receipts and 


INCOME & RXPENDITURE ACCOUNT 


1.195 


cash payments during an accounting period. The Income & Expenditue Account is 


also a statement of incomes and 


expenditure 


during an accounting period. 


The differences between these two accounts are given below : - 


Receipts & Payments Account 


Income & Expenditure Account 


1. Itis a summary of Cash Book 


for a particular accounting period. 

2. Itstarts from the opening balance 
ofcash and Bank of each accounting 
period except in the case of first 
accounting period. 

3. All cash receipts are recorded in 
the debit side and all payments are 
recorded in the credit side of a Recei- 
pts & Payments Account. 

4, Alltransactions relating to capi- 
tal and revenue nature are recorded in 
a Receipts & Payments Account, 


5. Ali cash transactions are recorded | 


in a Receipts & Payments Account, 


6. The account always shows a debit | 


balance, 


7. The balance of a Receipts & | 
Expenditure Account is called excess of 
| expenditure over 


Payments Account represents cash in 
hand and cash at Bank. 


8. All particulars relating to past, 
present and future accounting period 
are recorded in a Receipts & Payments 
Account. 

9. The closing balance of a Receipts 
& Payments Account shows as an 
opening balance of that account in the 
next accounting period, 

10. The Receipts & Payments Account 
is a real account. 

11. The Receipts & Payments Account 
is not recorded directly under the 
Double Entry System. 

12 A Balance Sheet can not be pre- 
pared just after preparation of a Recei- 
pts & Payments Account. 

13. It helps to analysis the cash bud- 
get of the current year and to prepare 
a future cash budget. 


l. It is a summary of incomes and 
and expenses for an accounting period. 
2, It does not start from the opening 
balances of cash and Bank. 


3. All revenue expenditures are recor- 

ded in the debit side and all incomes 
are recorded in the credit side of an 
Income & Expenditure Account. 

4. All transactions relating to revenue 
nature are recorded in an, Income & 
Expenditure Account. 

5. Alleash and non-cash transactions 
are recorded in. an. Income & Expendi- 
ture Account. 

6. The account may show a debit or 
a credit balance. 

7. The debit balance of ап Income & 


income and credit 
balance of that account is called excess 
of income over expenditure. 

8. All particulars relating to present 


| accounting period are recorded in an 


Income & Expenditure Account. 


9. Generally, the closing balance of 
an Income & Expenditure Account is 
transferred.to Capital Fund or General 
Fund or accumulated Fund. 


|10. The Income & Expenditure 
Account is a nominal account. 
1. The Income & Expenditure 


Account is recorded directly under the 
Double Entry System. " 

12. The Balance Sheet is to be pre- 
pared after preparation of an Income & 
Expenditure Account. 

13. It does not help to analysis the 
cash budget of the current year and to 
prepare a future cash budget. 
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Illustration 8: From the following particulars prepare an Income & 
Expenditure Account for the year ended 31st December, 1985 under Cash Basis 
and Accrual Basis : 


Rs. 
Incomes received during the ycar 1985 12,000 
Incomes received in 1984 for 1985 600 
Incomes for 1984 received in 1985 200 
Incomes for 1986 received in 1985 500 
Incomes for 1985 is still outstanding 300 
Expenses paid during 1985 5,300 
Expenses paid in 1984 for 1985 100 
Expenses for 1984 paid in 1985 80 
Expenses for 1986 paid in 1985 120 
Expenses for 1985 still outstanding 75 
Solution : 
Under Cash Basis : 
INCOME & EXPENDITURE ACCOUNT 
Dr. FOR THE YEAR ENDED 318T DECEMBER, 1985 Or. 
Particulars | Amount Particulars | Amount 
| | Ra 
To E d ByI i | 
” озо ns Over Expenditure | рны restivd ош 
( Surplus ) 
19,000 


Under Accrual Basis : 
INCOME & EXPENDITURE ACCOUNT 


Dr. FOR THE YEAR ENDED 318T DECEMBER, 1985 Cr. 
Particulars Amount Particulars Amount 
Rs. Rs. Rs. Rs. 
То Expenses paid 5,300 By Incomes received 12,000 
Add Outstanding Ex penses 75 Add Incomes received in 
" Expenses paid in 1984 1984 for 1985 600 | 
от 1985 100 » Incomes outstanding 300 
5,475 12,900 
Less Expenses for 1986 Less Income for 1984 
paid in 1985 130 received in 1985 200 
5,355 19,700 
Less Expenses for 1984 » Income for 1986 
paid in 1985 80 received in 1985 500 
ү pata ——| 12,200 
To Excess of income over expenditure 6,925 
( Surplus ) 
12,200 12,200 


BALANCE SHEET 


Illustration 9: From 


the following particulars 


prepare the 
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Income 


& Expenditure Account of Calcutta Evening Club for the year ended 315 


March, 1986 : 


Subscriptions 

Rent and Taxes 

Sales of old Newspapers 
Honorarium to a Secretary 
Salaries 

Travelling Expenses 
Meeting Expenses 

Interest on investment 


Rs. 
3,500 


600 


300 
120 
1,200 


Printing and Stationery 


Electric Charges - 


Interest on Bank Deposits 
Repairs and Maintenance 
Miscellaneous receipts 
Sundry Expenses 
Telephone charges 

Gift and charities 


Rs. 
230 


40 
450 
120 

85 

30 
230 

80 


Outstanding expenses for the year : Rent Rs. 120; Salary Rs. 100. Subscrip- 
tions due for the accounting period Rs. 300 and Subscriptions received include 
Rs. 200 on account of Subscriptions for next accounting period. 


unit. 


Balance Sheet 
Definition: А Balance Sheet is a statement of financial position of any 
accounting unit on a particular date (generally at the end of the accounting period). 
The assets of the accounting unit are recorded in the right-hand side and the 
liabilities are recorded in the left-hand side of the Balance Sheet. 
Generally, the amounts of cash & Bank, debtors, creditors, assets, capital 
funds, other fnnds etc. are recorded in a Balance Sheet of a non-profit-secking 
It is an important document of an 
accounting unit. The details of a Balance Sheet are discussed in Chapter XV. 


Itisnotan account or a journal. 


Solution : 
Calcutta Evening Club 
INCOME & EXPENDITURE ACCOUNT 
Dr. FOR THE YEAR ENDED 318T MAROH, 1986 Or. 
aee 
Expenditure Amount Income Amount 
Rs. Rs. Rs, Rs. 
То Rent and taxes 600 By Bubscriptions 3,500 
Add Outstanding Rent 190 Add Outstanding 
— 720 Subscriptions 800 
” Honorarium to Secretary 500 6 
" Salaries 900 8,800 
Add Outstanding Salaries 100 Less Subscriptions 
\ ———| 1,000 for next accounting period 200 
" Travelling Expenses 300 ET 9,000 
" Meeting Expenses 120 " Bales of old newspapers 50 
" Printing and Stationery 230 " Interest on Investments 1,200 
" Blectric Charges 40 ” Interest on Bank Deposits 450 
” Repair and Maintenance 120 ” Miscellaneous Receipts 86 
” Bundry Expenses 30 
” Telephone Charges 230 
" Gift and Charities 80 
Р. хози of Income over Expenditure 15 
ur plus) 2,0; 
(Surplus) dá 
5,985 5,985 
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A specimen form of a Balarce Sheet of a non-profit-seeking unit is given 
below : 


BALANCE SHEET AS AT:+++++(Date) 
—————————————————————— 


Liabilities | Amount | Assets Amount 
Rs. | Beo Rs 
Capital Fond nal Building | 
Add Excess of Income over j Play Ground | 
Expenditure (if any) exe | Office Equipments 
— Books 
> or | Furniture 
Less Excess ot Expenditure | Fixture & Fittings 
over Income if any) et | Sports Equipments 
-— dt Investments | 
Special Fund д Accrued Income 
Sports Fund i» Pre-paid Expenses 
Outstanding Liabilities wee Oash at Bank 


Income received in advance ] nose Cash in hand 


The value of assets and liabilities on a particular date are recorded in a 
Balance Sheet. The date on which the Balance Sheet is prepared to ascertain the 
financial position is to be recorded on the top of the Balance Sheet. А specimen 
of *heading' of a Balance Sheat is given below : 


Balance Sheet as at ......( Date ) 
Advantages of a Balance Sheet : The advantages of a Balance Sheet are : 
(i) The amount and nature of assets on a particular date can be known from 


a Balance Sheet, 

(ii) The amount and nature of liabilities on a particular date can be known 
from a Balance Sheet. 

(iii) The financial position of an accounting unit can be known from a 
Balance Sheet. 

(iv) The relation between assets and liabilities can be known from the 
statement. 

(v) The managerial decisions can be taken from the information available 
from a Balance Sheet. d 

Illustration 10: From the following information prepare a Balance Sheet as 
at 31st December 1985 of Sri Arabinda Club of Mahisadal : 


Rs. Rs. 
Donations (capital receipts) 4,000 Furniture 4,000 
Investments 10,000 ^ Cash in hand 800 
General Fund 20,000 Excess of income over 
Sports Materials Expenditure 3,200 
(closing stock) 10,000 Cash at Bank 10,000 
Prize Fund 3,000 Outstanding Salaries 500 
Books 12,000 Accrued Interest (Received) 600 
Capital Fund : 80,000 — Entrance fees 
Buildings 55,000 (Capital receipts) 3,000 
Play Ground 11,000 . Pre-paid Insurance 500 


Subscriptions received 
- in advance 200 
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Solution : Sri Arabinda Club of Mahisadal 
BALANOE SHEET AS AT 8181 DECEMBER, 1985 
| 
Liabilities | Amount Assets Amount 
—- М. OES бй с. TE a È a 
в. | Rs. | Bs. 
Capital Fund : b Buildings 55,000 
Opening Balance 80,000 Play Ground 11,000 
Add Donation 4,000 | Books 12,000 
" Entrance fees 3,000 Furniture 4,000 
” Excess Income over Sports materials 10,000 
Expenditnre 8,200 | Investments 10,000 
——— 90,200 | Accrued Interest (Received) 600 
Prepaid Insurance 500 
Gene'al Fund 20,000 Cash at Bank 10,000 
Prize Fund 8,000 | Cashin hand 800 
Subscriptions received in | * 
advance 200 
Outstanding salaries 500 


Solutions of Important Problems : — — 
Illustration 11: Correct the following Trial Balance of Sri Paritosh Roy 
drawn up by a novice: 
TRIAL BALANCE AB AT 80TH JUNE, 1986 


Debit Balances L.F. | Amount Oredit Balances, L,F. | Amount 
BEDA NES SSC OEE Lada UR. as Jf abe cI OE al EL ent IE 
| RBs Rs. 
Foodgrains | 400 Salary Received | 1,800 
Vegetable 320 Loan allowed to Debakanta 500 
Fish, Meat eto, | 250 Cloth 114 
Loan Received from Pallab | 930 Spices 90 
Furniture 370 Cash in hand 128 
| Suspenses 80 
2,270 2,270 
Solution : 


Sri Paritosh Roy ` 
TRIAL BALANCE AS AT 30TH JUNE, 1986 


| 
Debit Balances L.F. | Amount Oredit Balances L.F. | Amount 

Lean allowed to Debakanta 500 ч Salary Received 1,300 
Foodgrains 400 Loan Received from Pallab | 930 
Vegetable 890 
Fish, Meat etc. f 250 
Furniture 870 
Oloth 172 
Spices 90 
Oash in hand 128 

2,230 2,280 

iib ren 
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Illustration 12: Prepare a Trial Balance as at 30th June, 1986, from the 
following Ledger account balances of Barasat Athletic Club : 


Rs. Rs. 

Entrance fees 1,800. Cash at Bank 2,900 
Membership fees 500 * Purchase of refreshments 600 
Donation for Pavilion 14,000 Construction of Pavilion 10,000 
Sale of refreshments 1,300 General Expenses 500 
Salaries 800 Rent & Taxes 1,250 
Wages 300 Bank charges 320 
Cash in hand 930 


Solution : 
Barasat Athletic Club 


TRIAL BALANCE AS AT 30TH JUNE, 1985 


Debit Balances L.F. | Amount Credit Balances L.F. | Amount 
Вз. Вз, 

Salaries 800 Entrance Fees | 1,800 
Wages 300 Membership Fees | 500 
Purchase of Refreshment , 600 Donation for Pavilion | 14,000 
Construction of Pavilion 10,000 Sale of Refreshments 1,800 
General Expenses 500 
Rent & Taxes 1,250 
Bank Charges 320 
Qash in hand 930 
Cash at Bank 2,900 

| 17,600 17,600 


a ы саз у у р 


illustration 13: The following are the ledger balances of the Daspur Cultural 
Society as at 31st December, 1985 : 


Rs. Rs. 
Subscriptions 20,250 ^ Donations received 10,000 
Hall Rent received 2,250 Кеш 5,200 
Interest on Securities 1,000 ^ Library 4,300 

` Telephone charges 500 Donations for 

Establishment 5,000 political agitation 5,000 
Telephone Receipts 150 Travelling expenses 150 
Electric charges 250 Meeting Expenses 500 
Stamps and Stationery 600 Cashin hand and at Bank 12,150 


You are to prepare the Trial Balance as at 31st December, 1985. 
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Solution : Daspur Cultural Society 


TRIAL BALANCE AS AT 31ST DECEMBER, 1985 


Seen —;———— c 


Partioul: Debit | Oredit 
dad hp Balances | Balances 
| Rs. Rs. 
Subscriptions — | 20,250 
Hall Rent received — 9,250 
Interest on Securities | — | 1,000 
Telephone charges | | 500 | = 
Establishment 6,000 | = 
Telephone Receipts | — 150 
Electric charges 250 d 
Stamp & Stationery 600 = 
Travelling Expenses 150 — 
Meeting Expenses 500 ы 
Donations received — 10,000 
Rent 5,200 — 
Library 4,800 E 
Donations for Political agltation 5,000 — 
Cash in hand and at Bank 12,150 ij 
33,650 93,650 


Illustration 14: From the following information prepare a Balance Sheet 
as at 31st March 1986, of Sri Chaitanya Samity of Nabadwip : 


Rs. Rs. 

Cash in hand 1,200 Buildings 30,000 
Cash at Bank 9,300 Investments 5,000 
Subscriptions received in advance 2,000 ^ Furniture Б 4,000 
Subscriptions outstanding 800 Books 13,000 
Outstanding Interest on General Eund 20,000 
Investment 500 Capital Fund 10,000 
Salaries paid in advance 300 Library Fund 7,500 
Excess of Expenditure over Office Equipment 4,500 
Income ( Deficit ) 1,300 Govt. Grant (for temple) 10,000 
Donations (Capital Receipts) 6.000 ^ Temple Fund 12,300 


Entrance fees (Capital Receipts) 2,000 


Solution : 


Sri Chaitanya Samity of Nabadwip 


BALANOE SHEET AS AT 3157 МАКОН, 1986 


Liabilities Amount | Assets | Amount 
Rs. Rs. Rs. 

Capital Fund 10,000 Buildings 80,000 

Add Donations 6,000 Farnitute | 4,000 

„ Entrance fees 2,000 | 18,000 Books 18,000 

Investments 5,000 

General Fund Office Equipments 4,500 

Less Excess of Expenditure 20,000 Accrued Interest on Investment 500 

over Income 1,800 | 19700 Pre-paid Salaries à 800 

; Subscriptions Outstanding 800 

Library Fund 7,500 Cash in hand 1,200 

Temple Fuud 12,900 К Cash at Bank 9,800 
Add Govt, grant 10,000 22,800 
Outstanding Taxes 100 

Subscriptions received in 

advance 2,000 
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Exercises a 


(А) Essay-type Questions : 
1, What is a Trial Balance ? Describe the features of a Trial Balance. 
daki Mete rem "Tria Baiana” (s 1.180) and "Oharantariatiag af а Тєш Bains (p. ЛА) Ц 


2. Describe the different types of Trial Balance. Give example of each - 
type of Trial Balance. + 


Am) Write trom ' Diferent Тури of Trial lalmee' ( p, 1.186, 
3, Describe the object of a Trial Balance. 
dnei "йө trom Сев of a Trial Balance’ ( p. 1,1%), 


4. What is an Income & Expenditure Account + Describe the features of an 
Income & Expenditure Account. 


Anat Write from ‘Income & Kependiture Account’ ( p. 1,193). aud "Features of an Income 4 
Rapenditure Account’ ( p, 1,194). 


:5. Distinguish between Receipts & Payment Account and Income & 
Expenditure Account, - 


Аль! Write (em "Differences оноп Пери 4 Payments Account and Income 4 Ragone 
Фреге Account ( p, 1.104). - 


6, What is a Balance Sheet ? Describe the advantages of a Balance Sheet, $- 
Ans: Wat e trom ‘Balanco Show ( p. 1.197) and ‘Advantages of а Balance Shot’ (p. 1.190) 
‚ (В) Short-anewer type questions : 
“|, Write Short notes on 5" f 
(a) Cash Basis, (b) Accrual Basis, (с) Surplus and (d) Deficit, 


iio Amei Welte irom (a) Cash asks (p, 1.156), (0) Acreal Ваш (9. 1.180), (0) Surplut 
fp. 1,493, and (4) Deftei (у. 1.195). 


2. Write Short notes on ; Y 


(ih н 
(а) Outstanding Expenditure, (b) Prereceived Income, (с) Prepaid 
"Expenditure and (4) Outstanding Income. 3 


Ane: Write trom (a) ‘Outstanding Hagenditure (p, 1.157), (М) Preescolood Income’ (p. 1.190), _ | 
(© "Prepaid Bependioure’ (p. 1.187) and (d) ‘Outstanding Income (p. 1.187), b. 


«x (C) Practical Questions : 


1. From the following Ledger Balances prepare а Trial Balance as at 31st 
July, 1986: _ h 
in band Rs. 300; Cash at Bank Rs. 4750; Furniture Re. 430; 
Rs. 2400; House Property Rs. 

Rs. 


» 


Е 


ы 


йз. 2000; Tax and lowranor Rs Y; Income Tax Ra. 405; Actumalund - 
Fund (Jst January, 1986) Ks. 44,710. ži : 
(Ато. 2 Total of Trial Ваіте, Ri. 0900.) 


1 From the following Ledger Balances prepare а Trial Balanor as M Jia 
December, 1985 : ] - 
Investments Ra 22,00; Ornaments Rs, 6000; Motor Car Re 12/40 ; 
Utensils Rs, 2,200, Salary received йз. 42000 ; Television Ma. 6,200; Punniture 
Rs, 2,750 ; Wages paid Rs, 1,000) Salary paid Rs, 700; Tidecations) expenses 
paid Rs. 2.500; Stationery Rs. 200; lotereu ов Investment Ks 2,00. Foods 
and provisions Rs, 4,220; Travelling Re 1,700; Medieal expem We. 670, 
Postage Rs. 180; Loan taken Ka, 9,700; Interest on loan takes Ma. 630; Cash 
jw hand Ra. 700; Сәли Bank Re 12,000; Municipal Tex Ri 800; Income 
‘Tax Rs, 3,900; Accumalated Fond Rs, 27,590. 
| (dms Tal nf Тузы Belows, Ba KLAM ) 


3. From the following Ledger Balances of Kobinoot Club prepare а Trial 
Balance as at Jist December, 1985 ; І 
Entrance fees Wa. 7,200: Locker Rent Rx 940; Stock of sports material 
os on Ist January, 1985 Ra. 4,970; News papers and periodicals Ky, 630; 
Purchase of Sports materials Rs. 9,300; Books Ré 12,000; Library Furniture 
Rs. 5,200; Sports expenses Rs. 600; Bank Fixed Deposits Ra. 10,000; Charities 
Rs, 345; Tournament fees received Ra. 135; Bank А/с (Savings) Rs, 6425 ; 
Locker Rs, 12,500 ; Rent paid Re. 630; Gardening Rs, 600; Electric Charges 
Rs. 370; Reserve Fond Rs. 12,000; Accumulated Fund a» on 1м Janunry, 1985 
Rs, 40,795. à 
( 4м. Total «f. Trial Байан, Aa PN ) 


V. Champion Sporting Cinb has the following Ledger Balances as ов Jiu 
December, 1985 : 


Capital Fund as on 1м January, 1985 Ra. 695. 


Prepare à Trial Balance as at 319 December, 1985. 
[den i al of Тумай Balance, Bn. HAM ) 


4. The following Trial Balance of Manoranjas Sporting Ciob has been 
drawn by an эссошизе!. Не puts s Suspense Account to agree the Trial Balance. 
You are asked to examine whether it is correct or sot, И mot, draw И eon. 
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Exercises 


(A) Essay-type Questions : 

1. What is a Trial Balance ? Describe the features of a Trial Balance. 

Ans.: Write from ‘Trial Balance’ ( p. 1.182) and ‘Characteristies of a Trial Balance’ ( p. 1.183). 

2. Describe the different types of Trial Balance. Give example of each 
type of Trial Balance. 

Ans.: Write from ‘Different Types of Trial Balance’ ( p. 1.184). 

3. Describe the object of a Trial Balance. 

Ans.: Write from ‘Utilities of a Trial Balance’ ( p. 1.184). 

4. What is an Income & Expenditure Account ? Describe the features of an 
Income & Expenditure Account. 


Ans.: Write from ‘Income & Expenditure Account’ ( p. 1,193) and ‘Features of an Income & 
Empenditure Account’ ( р. 1.194). 


5. Distinguish between Receipts & Payment Account and Income & 
Expenditure Account, 


Ans.: Write from ‘Differences between Receipts ё Payments Account and Income & Hapen- 
diture Account’ ( p. 1.194). 


6. Whatisa Balance Sheet ? Describe the advantages of a Balance Sheet. 
Ans. : Wrie from ‘Balance Sheet’ ( p. 1.197) and ‘Advantages of a Balance Sheet’ ( p. 1.198), 


(B) Short-answer type questions : 

1, Write Short notes оп: : 

(a) Cash Basis, (b) Accrual Basis, (c) Surplus and (d) Deficit. 

Ans.: Write from (а) Cash Basis (p.1.186), (b) Accrual Basis (p. 1.186), (с) Surplus 
(p. 1,193, and (d) Deficit (p. 1,193). 

2. Write Short notes on : 

(a) Outstanding Expenditure, (b) Prereceived Income, (с) Prepaid 

‘Expenditure and (d) Outstanding Income. 


Ans.: Write from (a) ‘Outstanding Expenditure’ (р. 1.187), (b) 'Prereceived Income’ (p. 1.190), 
(c). ‘Prepaid Expenditure’ (p. 1.187) and (d) ‘Outstanding Income’ (p. 1.187). 


(C) Practical Questions : 


1. From the following Ledger Balances prepare a Trial Balance as at 31st 
July, 1986 : 


Cash in hand Rs. 300; Cash at Bank Rs. 4,750; Furniture Rs. 4,300; 
Utensils Rs. 2,400; House Property Rs. 38,000; Shares Rs. 9,000; Salary 
received Rs. 12,000; Foods and provisions Rs. 3,200: Cloths апа garments 
Rs. 675; Medical expenses Rs. 125 ; Repairs Rs. 370; Educational Expenses 
Rs. 1,340 ; Rent received Rs. 3,580 ; Travelling Expenses Rs. 420; Postage and 
Stationeries Rs. 135; Interest and Dividend received Rs.. 3,700 ; Govt. loan 


EXEROISES 


Rs. 2,000; Tax and Insurance Rs. 370; Income Tax Rs. 605; Accumulated 
Fund (1st January, 1986) Rs. 44,710. i 
( Ans.: Total of Trial Balance, Rs. 65,990. ) 


2. From the following Ledger Balances prepare a Trial Balance as at 31st 
December, 1985 : 

Investments Rs. 22,000 ; Ornaments Rs, 6,000; Motor Car Rs. 12,000 + 
Utensils Rs. 2,300 ; Salary received Rs. 42,000 ; Television Rs. 6,300 ; Furniture 
Rs. 2,750 ; Wages paid Rs, 1,030 ; Salary paid Rs. 700 ; Educational expenses 
paid Rs. 2,500; Stationery Rs. 700; Interest on Investmeut Rs. 2,200 ; Foods 
and provisions Rs. 4,320; Travelling Rs. 1,760; Medical expenses Rs. 670 ; 
Postage Rs. 380; Loan taken Rs. 9,700 ; Interest on loan taken Rs. 630 ; Cash 
in hand Rs. 700; Cash at Bank Rs. 12,000 ; Municipal Tax Rs. 800; Income 
Tax Rs. 3,900; Accumnlated Fund Rs. 27,540. 

(Ans.; Total of Trial Balance, Вз. 81,440 ) 


3, From the following Ledger Balances of Kohinoor Club prepare a Trial 
Balance as at 31st December, 1985: 

Entrance fees Rs. 7,200 : Locker Rent Rs. 840; Stock of sports materials 
as on Ist January, 1985 Rs. 4,370; News papers and periodicals Rs. 630 ; 
Purchase of Sports materials Rs. 9,300 ; Books Rs. 12,000; Library Furniture 
Rs. 3,200 ; Sports expenses Rs. 600; Bank Fixed Deposits Rs. 10,000 ; Charities 
Rs. 345; Turnament fees received Rs. 135; Bank A/c (Savings) Rs. 6.425 ; 
Locker Rs. 12,500 ; Rent paid Rs. 630 ; Gardening Rs. 600 ; Electric Charges 
Rs, 370 ; Reserve Fund Rs. 12,000 ; Accumulated Fund as on 1st Janunry, 1985 


Rs. 40,795. 7 
( Ans.: Total of Trial Balance, its, 60,970 ) 


4, Champion Sporting Clnb has the following Ledger Balances as on 3lst 
December, 1985 : б 

Stock of Sports materials (balls, wickets, bats еіс.) Rs. 3,720: Purchased 
of Sports materials (ball, wickets, bats etc.) Rs. 18,970 5 Subscription receiued 
Rs, 18,900; Donations received Rs, 13,000; Rent paid Rs. 1,800 ; Electricity 
Rs, 720; Newspapers and periodicals Rs. 340; Books Rs. 6,500; Furniture 
Rs. 4,300; Gardening Rs, 420; Indoor games expenses Rs. 950; Cash in 
hand Rs. 375; Cash at Bank Rs. 4,500; Reserve Fund Rs. 10,000; Stock of 
Sports materials (balls, wickets, bats etc.) as on 31st December, 1985 Rs. 4,100; 
Capital Fund as on Ist January, 1985 Rs. 695. 


Prepare à Trial Balance as at 31st December, 1985. 
(Ans: Total of Trial Balance, Rs. 42,95.) 


5. The following Trial Balance of Manoranjan Sporting Club has been 
drawn by an accountant. He puts a Suspense Account to agree the Trial Balance. 
You are asked to examine whether it is correct or not, If not, draw it corectly. 
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Trial Balance as at 31st December, 1985 


1.204 

Debit Balances 5 Rs. 
Building 62,000 
Interest on Investment ' 1,900 
Conveyance 600 
Building Fund 50,000 
Books 12,500 
Turnament fees received 1,300 
Cash in hand 340 

Stock of Sports materials as 
on Ist January, 1985 4,510 
Sports materials purchased 10,000 _ 
1,43,150 


Credit Balances 
Salaries paid 
Investment 


. Newspapers and periodicals 


Turnament expenses 
Cash at Bank 
Stock of Sports materials as 
on 315 December, 1385 
Accumulated Fund as 
on Ist January, 1985 
Suspense Account 


Rs. 
3,000 
18,500 
750 
2,400 
9,730 


5,320 
71,130 


32,320 
_1,43,150 


( Ans.: Corrected Total of Trial Balance, Rs. 1,24,330 ) 


6. Show the necessary Journal entries to adjust the following items : 


(a) 
(b) 
(с) 
(d) 


Subscriptions receixed in advance Rs. 600. 
Rent accrued but not yet received Rs. 1,350. 
Balaries:due but not paid Rs. 500. 

Interest on:loan paid in advance Rs. 300. 


7. Show the Journal entries to adjust the following items : 


(à) 
(6) 
(© 


Insurance premium of Rs. 320 paid in advance. 

Wages amounting to Rs. 400 remained unpaid. 

Interest on investment of Rs. 370 accrued but not yet received. 
Subscriptions amounting to 630 received in advance. 


(d) 

8. Show the Journal entries to adjust the following items : 
(i) Rent and Taxes amounting to Rs. 520 due but not paid. 
(ii) Salaries paid in advance Rs. 1,000. 


(iii) Interest on investment'accrued but not received Rs. 300. 
(iv) Subscriptions received in advance Rs. 420. 


9. Journalise the following transactions for the year ended 3lst December, 


1985 : 
(a) Advance interest paid Rs. 600. 
(6) Advance subscriptions received Rs. 300. 
(c) Insurance premium due but not paid Rs. 250. 
(d) Salaries accrued but not received Rs. 420. 
10. 


as at 31st December, 1985 : 


(a) Outstanding salary to a gatekeeper Rs. 200. 
(b) Rent accrued but not received Rs, 170. 

(c) Advance telephone bill paid Rs. 75. 

(d) Advance locker rent received Rs. 35. 


Journalise the'following transactions and show them in the Balance Sheet 
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ll. Journalise the following of the Motherland Club of Azimganj, Murshi- 

dabad and indicate whether these are assets or liabilities : 
(i) Outstanding wages to a gardener Rs. 100. 
(ii Outstanding interest on investment Rs. 400. 

(iil) Advance rent received Rs. 30. 

(iv) Advance expenses paid Rs. 75. 

14. From the following Ledger balances of Staff Co-operative Society 
of Bibekananda College, Barisha prepare a Trial Balance, Income and Expendi- 
ture Account and Balance Sheet as on 30th June, 1986 : й 

Cash in hand Rs. 190; Cash at Bank Rs. 2,520; Furniture Rs. 340; Audit 
fees Rs. 500; Interest on Fixed Deposit Rs. 1,270; Fixed Deposits with 
Bank Rs. 30,500; Interest on loan from Co-operative Bank Rs. 650; Loan 
from Co-operative Bank Rs. 8,500; Loan from Fixed Deposits with Bank 
Rs. 7,800; Printing and Stationery Rs. 310; Salaries Rs. 2,400 ; Rent Rs. 320 ; 
Interest received from members for loan taken Rs, 1,530; Loan from members 
Rs.8,250; Depreciation on furniture Rs, 70; Dividend and Interest received 
on Securities Rs. 850; Investment in Government Securities Rs. 5,000; 
Dividend received Rs. 680 ; Share Capital Rs, 10,000 ; General Reserve 3,920, 


Other information : 
(a) Interest on Fixed Deposits accrued but not received Rs. 230, 
(b) Printing bill for Rs. 90 due but not paid. 
(c) Salaries paid in advance Rs. 100. 
(d) Interest on Securities received in advance Rs. 50. 
( Ans.: Total of Trial Balance Rs. 42,800 ; Excess of Income over Bapenditure Rs, 270 and 
Total of Balance Sheet Rs, 38,880. ) + 
13. The following is the Trial Balance of Duttapukur Union Club as on 
31st March, 1986: 
Trial Balance as at 31st March, 1986 


Debit Balances Rs. Credit Balances Rs. 
Cash at bank 7,000 Subscriptions for 1985-86 13,080 
Cash in hand 600 Subscriptions for 1986-87 720 
Furniture 5,000 Admission fees 9,000 
Books 12,000 Interest on Securities 1,000 
Salaries 6,000 Donations 2,000 
Taxes paid for-1986-87 1,000 Capital Fund 26,880 
Taxes 2,000 
Stationery 3,500 
Electric Charges > 500 
Telephone . 3,080 
Rent paid in advance 

for 1986-87 2,000 
Rent 10,000 


52,680 52,680 
———_ ———— 
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You are to prepare an Income and Expenditure Account for the year ended 
315 March, 1986 and a Balance Saeet as on that date : 

Note: Admission fees and donations should be capitalised. Subscrip- 
tions outstanding for 1986 and taxes outstanding for 1986 are Rs. 440 and 
Rs. 200. 

(Ans. : Bacess Expenditure over Income Rs. 10,760 ; Total of Balance Sheet Rs. 25,040 ) 

14. The following is the Trial Balance of the Students’ Club of Uttarpara 

as at 31st December, 1985 


Trial Balance as at 31st December, 1985 


Debit Balances Rs. Credit Balances Rs. 
Books 25,000 Capital Fund 25,000 
Furniture 6,000 Donations 2,000 
Cash 200 Admission fees 6,000 
Bank 3,800 Interest on Securities 1,500 
Rent paid for 1984 500 Subscriptions for 1984 500 
Rent paid for 1985 6,500 Subscriptions for 1985 14,000 
Rent paid for 1986 500 Subscriptions for 1986 1,000 
Telephone for 1985 1,000 
Telephone for 1986 200 
Taxes for 1985 ; 500 
Taxes for 1986 300 
Salaries 5,500 

50,000 50,000 


Notes: (a) Admission fees and donations should be capitalised. (^) 
Salaries outstanding for the year Rs. 400 and Salaries paid in advance 
Rs. 800. (c) Interest on Securities accrued but not received for the year 
Rs. 400. à 

You are to prepare an Incomn & Expenditure Account for the year ended 
31st December, 1985 and a Balance Sheet as on that date. 

Ans.; Excess Income over Expenditure Rs. 2,800 ; Total of Balance Sheet Rs. 37,200. 


(D) Objective Questions : 
1. Supply the missing figures : 


Name of accounts Amount Amount Amount Amount trans- 
Paid during outstanding prepaid ferred to 
the year Income & Ex- 


penditure Alc 
for the year 


Rs. Rs. Rs. Rs. 
(a) Wages 1,700 300 200 2 
(P) Salaries ' ? 480 320 1,250 
(c) Rent paid 2,800 2 300 2,750 
(d) Carriage 300 20 ? 280 
(e) Electric charges ? 50 80 970 


Ans.: (a) Rs. 1,800; (b; Вв. 1090; (c) Rs, 950; (3) Rs, 40; (e) Rs. 1,000. 


— 
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2. Supply the missing figures : 


Name of Amount Amount Amount Amount trans- 
accounts ' received accrued received ferred In- 
during but noi in advance come & Ex- 
the year received penditure A/c 
| Sor the year 
Rs. Rs. Rs. Rs? 
(a) Subscriptions received 4,200 500 "n 4,400 
(b) Donations received" 8,250 ? 350 8,500 
(c) Salaries received ? 300 500 ^ 9,800 
(d) Dividend 4,500 480 320 ? 
(е) Interest received 720 50 ee 740 


Ans.: (a) Ез, 300: (b) Rs. 600; (c) Rs. 10,000; (d) Rs, 4,660: (в) Bs. 30. 


3. Supply the missing figures : 


Income Expenditure Surplus/ Deficit 
(a) 2,800 2,100 ? 
(b) 4,300 ? 2,200 
(с) 9,200 10,250 ? 
(d ? 4400 3,100 
ОЗШЕ; 5,400 3,200 ? 


Ans.: (a) Rs, 700 (Surplus); (b) Rs. 200; (c) Rs, 1,050 (Deficit); (d) Rs. 1,300. 
(e) Rs. 8,600, 


4. A novice has prepared the following Balance Sheet as at 30th June, 1986. 
If yon find it wrong, prepare a correct Balance Sheet. 


——————————————— 


Liabilities Assets 
Rs. Rs. Rs. Вз. 

Capital Fund 20,000 Building 14,800 

Add Excess of Expenditure 3,500 Add Depreciation 1,300 
over Income 15,600 

23,500 

Less Donation (for Furniture 500 
capitalisation) 2,500 Bank Loan 6,000 
26,000 Cash 2,000 
Outstanding Expenses 500 
Bank Deposits 5,000 Ontstanding Income 1,500 
Income received in advance 1,000 Suspense Account 5,400 
Expenses paid in advance 2,000 Sundry Debtore : 2,500 
34,000 34,000 


Ans.: Total of Correct Balance Sheet Rs, 26,500 


ao 


CHAPTER УШ 


Typical Problems in Final Acconts and Balance Sheet of Household, Clubs, 
Soceities, Institutions ( Non-profit-seeking ) 


Repeatation of prepration of Income & Expenditure Account and Balance y 


sen а 

Final Accounts of Non-profit-seeking Cencerns : The preparation of final 
accounts of а non-profit-seeking concerns means the preparation of Income & 
Expenditure Account to determine the surplus or deficit. At the end of the 
accounting period, all Ledger accounts are closed and the balances are recorded 
in a Trial Balance or prepared a Receipts & Payments Account. 


Some items in the Final Periodical Income & Expenditure Account and à 
Blance Sheet of Non-Profit-seeking items : The important items of Final 
Periodical Incomes & Expenditure Account and a Balance Sheet are discussed 
below : 

1. Capital Fund : The fund is to be created out of capital receipts of a non- 
profit-seeking concern. Again, any surplus amount of General Fund may be 
transferred to the Capital Fund. Generrally, the fund is created out of donation, 
grant, life membership fees, legacy etc. The net amount of net assets may trans- 
ferred to this fund. The balances of the fund is shown in the ‘liabilities side’ of а 
Balance Sheet. 


2. General Fund.: The fund is created out of surplus of general income of an 
accounting unit, i.e the credit balance of Inceme & Expenditure Account is 
transferred to the fund. But, the debit balance of the Income and Expenditure 
Account is also transferred to the debit side of the fund. 


3. Special Funds: The funds are created to fulfil the special purposes of 
the non-profit-seeking units ; for example, the Building Fund is formed to 
construct a building, the Sports Fund is formed for sports activities, the Prize 
Fund is formed for prize distribution. The amount which are received for the 
funds are to be credited and payments which are made for the necessary expenses, 
are to be debited the funds. The amount ofa specific fund is to be invested 
and interest is to be earned. The amount of interest is also {о be transferred to 
the specific funds. The balances of the funds are to be shown in the ‘Liabilities 
side’ and the investment for these funds are also to be shown in the assets side. 


4. Entrance Fees: Generally, the receipts are irregular, i.e. these may 
not be received in each accounting period ; for this reason, these may be 
transferred to Capital Fund. Again, a part of these may be transferred to ап 
Income & Expenditure account and other part may be transferred to Capital Fund 
or General Fund. A working note is to be given where specific information 
regarding entrance fees are not supplied for the solution of a problem. 


1,208 


FINAL ACCOUNTS & BALANCE SHEET OF NON-PROFIT-BEEKING CONCERNS 1.209 


5. Life Membership Fees: The fees are received for the membership of a 
person throughout his life. Firstly, it may be treated as a Capital Receipt and 
transferred to the Capital Fund. Secondly, the annual membership fees of a general 
member is to be transferred to an Income & Expenditure Account and the 
balance is shown as an asset in the ‘Assets Side’ of a Balance Sheet. Thirdly, 
the amount of membership fees is to be divided by the number of estimated 
life in years of the members and the proportionate amount of entrance fees is 
to be transferred to the Income & Expenditure Account in each year. The 
balance of life membership fees is shown as an advance. After the death 
of the member, if any balance is shown as an advance, it will be transferred 


to'the Capital Fund. 


6. Donation: It is an irregular receipt. For this reason, it is to be 
transferred to the Capital Fund. Again, according to the principles, of the 
accounting unit, the full amount or a part of it may be transferred to an Income 
& Expenditure Account. If a donation is made for a particular purpose, the 
amount of donation may be transferred to that specific fund. 


7. Depreciation : The estimated amount of fixed assets which is decreased 
for uses, wear and tear, physical consumption, obsolescene etc. during an 
accounting period, is called depreciation. Generally, depreciation is charged on 
fixed assets at a specific rate, It is an revenue expenditure and transferred to the 
debit side of an Income & Expenditure Account. The Depreciation Account is to 
be debited and related fixed assets account is to be credited for charging 


depreciation. 

8. Sale of old assets: The sale of fixed assets is to be recorded in the 
receipts side of a Receipts & Payments Account, but not be recorded in the 
Income & Expenditure Account. The profit or loss on sale of fixed assets 
is to be transferred to the Income & Expenditure Account. As for example, 
a furniture valued Rs. 1,200 is sold for Rs. 900 ; so, the loss on sale of furnitue 
Rs. 300 (i.e. Rs. 1,200— Rs, 900 ) is to be transferred to the debit side. Suppose, 
the furniture is sold for Rs. 1,400 ; so, the propfit on sale of furniture Rs 1400 — 
Rs. 1200) or Rs. 200 is to be transferred to the credit side of the Income & 


Expenditure Account. 
9. Sale of old newspaper and Sports materials: The sale of old news- 
is a regular feature of a non-trading concern. So, it will be taken as an 


papers e 
ransferred to the credit side of the Income 


income of the concern and to be t 
& Expenditure Account. 

The sale of sports materials ( i.e. bals, bats, nets etc.) is a regular features 
ofa club. So, it will be taken as an income of the concern and to be transferred 
to the Income & Expenditure Account. 

Honorarium is an amount which is paid 
is not an employee of the concern ; for 


for announcement in an annual social. It 
ed in the debit side of an Income 


10. Payments of Honorarium : 
to a person for his service who 


example, payment to a cinema artist 
is to be taken as an expenditure and record 


& Expenditure Account. 
141185] 
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Calculation of expenditure when opening and closing stock of materials 
is given: To calculate the amount of expenditure of an accounting period, 
the value of opening stock of such materials and expenditure for such 
materials are to be added and the value of closing stock of such materials 
is to be deducted from the gross value of opening stock and expenditure 
during the year, 


[llusttration 1: From the following particulars, calculate the amount expen- 
diture for sports materials for the year ended 31st December, 1985 : 
Stock of sports materials in hand as on Ist January 1985 Rs, 2,000 


Purchase of sports materials during the year 1985 Rs. 12,800 
Stock of sports materials as on 315 December 1985 Rs, 1,800, 


Solution : 
Expenditure for sports materials in 1985 : Rs, 
Stock of sports materials as on Ist January 1985 2,000 
Add Purchase of sports materials in 1985 12,800 
l 14,800 
Less Stock of sports materials as on 31st December 1985 1,800 
Sports materials used during the year 1985 13,000 


Calculation of Expenditure when Opening and Closing Creditors for expendi- 
ture are given: То calculate the amount of expenditure, the closing creditors 
for the expenditure and payments made for the expenditure аге to be added and 
opening balance of creditors for the expenditure are to be deducted from the 
sum total of opening creditors and payment made during the year. 


Illustration 2: From the following particulars, calculate the amount of 
expenditure of stationery for the year ended 31st December 1985 : 


Creditors for stationery as on Ist January 1985 Rs. 2,500 ; 
Payments made for stationery duriug the year 1985 Rs. 18,300 ; 
Creditors for stationery as on 31st December 1985 Rs. 1,200. 


Solution : 


Expenditure for stationery in 1985 : Rs. 
Creditors for stationery as on 3lst December 1985 1,200 
Add Payment for stationery in 1985 . ” . 18,300 
: 19,500 

Less creditors for stationery as on 1st January, 1985 2,500 


Expenditure for stationery in 1985 ^ 17,000 
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Illustration 3: From the following particulars calculate the amount of 
expenditure for sports materials for the year ended 31st December 1985 : 


Rs. 
Stock of sports materials as on Ist January 1985 150 
Creditors for sports materials as on Ist January 1985 60 
Payment made for sports materials in 1985 2,620 
Stock of sports materials as on 31st December 1985 у 170 
Creditors for sports materials as on 31st December 1985 72 
Solution : 
Expenditure for Sports materials during the year 1985 ; Rs. Rs. 
Stock of sports materials as on Ist January 1985 150 
Add Creditors for sports materials as on 31st December 1985 72 
* Payment for sports materials for the year 1985 2,620 
2,842 
Less Stock of sports materials as on 31st December 1985 170 
, Creditors for sports materials as on 1st January 1985 60 .- 
.230 
Expenditure for sports materials in 1985 2,612 
— 


Preparation of Income & Expenditure Account: The Income & Expenditure 
Account of a non-profit-seeking concern may be prepared either (a) from a Trial 
Balance or (b) from a Receipts & Payments Account. 

(A) Preparation of Periodical Final Account from a Trial Balance: All 
transactions are recorded in journal and posted them in Ledger accounts. 
At the end of each accounting period, all Ledger accounts are balanced. A Trial 
Balance is prepared with the Ledger accounts’ balances. Generally, the concern 
who makes its transactions in cash and on credit, prepares a Trial Balance: 
The preparation of a periodical Final account from a Trial Balance is shown 


below : 


Illustration 4 : The following is the Trial Balance of Lokaranjan Club as at 
31st December 1985 : 


Debit Balances Amount Credit Balances Amount 
Rs. Rs. 
Rent 36,000 Genera] Fand 1,500 
Btationery Expenses 15,840 Entrance Fees 2,750 
Wages 26,650 Subscriptions : 
Billiard Table 19,500 1983 85,500 
Repairs : 4,080 1984 (Advance) 1,500 
Interest 7,500 Lockers Rent 2,500 
Cash in hand 11,980 Special Subscriptions 
for Governor's party 17,250 
1,11,000 1,11,000 
= = 
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The following are the necessary adjustments : Outstanding Subscriptions for 
the year Rs. 5,500 and Advance Lockers Rent received Rs. 200. Outstanding 
Interest Rs. 500. Advance Rent paid Rs. 1,000. Depreciation on Billiard Table 


Rs. 4,500. 


Prepare the Income & Expenditure Account for the year ended 31st 
December 1985 and a Balance Sheet as on that date, 


Solution : 


Lokaranjan Club 


INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 8157 DECEMBER, 1985 


Dr. Or. 
| ] 
Particulars Amount | Amount Particulars Amount | Amount 
1 
Rs. Rs. Res. Rs, 
To Rent 26,000 By Subscription for 1983 85,500 
Less Advance Rent 1,000 Add Outstanding 
ы ————- | 95,000 Subscription 5,500 
» Stationery Expenses 15,840 — —— | 91,000 
» Wages 26,650 » Lockers Rent 2,500 
» Repairs 4,030 Less Advance 
Interest 7,500 Lockers Rent 200 
Add Outstanding 2,800 
Interest 500 
8,000 | 
y Depreciation on Billiard | 
Table | 4,500 | 
Excess of Income ovor 
Expenditure 9,780 
93,300 93,900 
— ЕЕЕ 
S | | 
BALANCE SHEET 
AS AT 818T DECEMBER, 1985 
Liabilities Amount | Amount Assets Amount | Amount 
Rs. Вз. Rs, Rs. 
General Fund 1,500 Billiard Table 19,500 
Add Entrance Fees 2,750 Less Depreciations 4,500 
Add Excess of Income 15,000 
over expenditure 9,780 Advance Rent 1,000 
== | АА 080: Outstanding Subsoription 5,500 
Outstanding Interest 500 Cash in hand 11,980 
Advance Lockers Rent 200 
Advance Subscriptions 1,500 
Special Subscriptions 
for Governor's Party 17,250 
83,480 33,480 


Dr. Or, 
Receipts Amount | Payments Amount 
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[8] Preparation of Periodical Final Accounts from a Receipts & Payments 
Account: The non-profit-seeking concerns may not prepare a Trial Balance ; 
but they prepare a Receipts & Payments Account at the end of each accounting 
period. Generally, the concern which makes maximum cash transactions, may 
prepare a Receipts & Payments Account in place of a Trial Balance. In d 
Receipts & Payments Account, the totals of all types of receipts are recorded 
in the debit side and the totals of all types of payments are recorded in the 
credit side. The Final account ( i.e. Income & Expenditure Account ) is to be 
prepared from the Receipts & Payments Account, The preparation of an 
Income & Expenditure Account and a Balance Sheet is shown in the following 
illustrations : 


Illustration 5: The Receipts & Payments Account of Publishers Asso¢ia« 
tions is given below : 


Publishers Association 


RECEIPTS & PAYMENTS ACOOUNT 
FOR THE YEAR ENDED 818T DECEMBER, 1985 


Bs, Tis. 
То Balance b/d : By Establishment (include Rs. 400 

Cash in hand 250 Tor 1986) 6,000 

Cash at Bank 20,550 » Telephone Charges 640 

„ Subscriptions : » Electric Charges 250 

1984 500 » Stamp and Stationery 600 

1985 20,000 » Travelling Expenses | 150 

1986 760 » Meeting Expenses 500 

» Hall Rent 1,250 » Rent 5,400 

» Interest on Securities 1,000 » Library 8,000 

» Donations 10,000 » Donation for political agitation 5,000 
» Telephone Receipts 50 | , Balance оја: 

Oash in hand 310 

Cash at Bank 82,600 


Additional information supplied : 

(a) The Association holds 3% G. P, Notes amounting to Rs. 40,000 ; 

(b) The Library Account stood at Rs. 20,000 on Ist January, 1985 j 

(c) The donation of Rs. 10,000 is to be transferred to Prize Fund ; 

(d) Outstanding Liabilities: (i) Rent Rs. 300, (ii) Printer's bill Rs. 150. 

You are to prepare an Income & Expenditure Account for the year ended 
31st December, 1985 and a Balance Sheet as at that date. 
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Solution : 
Publishers' Association 


INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T DECEMBER, 1985 


Dr. j Cr. 
Particulars Amount | Amount Particulars Amount | Amount 
Rs, Tis. Iis. 
То Establishment 6,000 By Bubsoriptions 20,000 
Less Pre-paid 400 » Hall Rent 1,250 
“al А , Interest on Securities 1,000 
» Electric charges Add Interest Accrued 200 
» Travelling Expenses ———— 1,200 
” Meeting Expenses 
” Rent 5,400 
Add Outstanding 300 
» Telephone charges 540 
Less Receipts 50 
„ Stamps & Stati nery 600 
" Add Outstanding 150 
, Donation for political 
agitation 
, Excess of Income over 
Expenditure 


BALANOE SHEET AS AT 81ST DECEMBER, 1985 


о —‚——————-———-————_———— 


Liabilities Amount | Amount Assets Amount | Amount 
Rs. Rs. is, Rs. 
| Я Library (at cost) 20,000 
ЧИ * 81,300 Add Additions during 
Add Excess of Income A the year 3,000 РА 
dit ar mem а гу 
Ерато: | 8% G. P. Notes 40,000 
Prize Fund 10,000 | Accrued Interest 200 
(Transfer of donation) Establishment j 
Bubscriptions in advance ` 750 pe ue Pre-paid 400 
tstandi; bilities : ash in han 10 
bs Rent пагане; 300 Cash at Bank 32,000 
Printer's Bill 150 450 
96,510 s 96,510 


(i) The determination of Capital Fund as on 1.1.85 is shown in the 


Working Notes: 


following statement : 
(i) The interest on 3% G.P. Notes is calculated for ° ~hole year. 
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(iii) BALANCE BHEET A8 AT 18T JANUARY, 1985 

—————M— ——ÀÀ— 
Liabilities Amount | Assets Amount ] 
Bs. Rs. 
Oapital Fund Cash in hand 250 
(Being tLe total amount of Balance at Bank 20,550 
Assets) 81,800 Outstanding Sabseriptions 600 
8% G. Р, Notes 40,000 
Library 20,000 
81,800 81,800 
ae 


Preparation of Final Account and a Balance Sheet of a Non-profit-seeking 
concerns : 


[A] Household : 


Illustration 6: From the following ledger bulances of a household as оп 
31st December 1979 prepare the Trial Balance as on that date and an Income and 
Exphnditure Account for the said month : 

Cash in hand Rs. 100; Expenses for foodgrains Rs. 975; Newspapers 
Subscriptions Rs. 25 ; Expenses for vegetable Rs. 275; Expenses for fish, meat, 
eggs etc. Rs. 475 ; Travelling Expenses Rs. 250 ; Tiffin Expenses Rs. 475 ; Dinner 
Table Rs. 1,325 ; Almirah Rs. 1,800; Expenses for pulses Rs. 100 ; Expenses 
for oil Rs. 100 ; Expenses for spices Rs. 100; Income from House property 
Rs, 2,500 ; Income from salary Rs. 2,000 ; Income from agriculture Rs. 1,500. 


[ H. S. Examination 1980 ] 


Solution : 


TRIAL BALANCE 4 
AS AT 51ST DECEMBER, 1979 


ыыы 


Debit Balance Amount Oredit Balance Amount 
Oash in hand 100 Income from House prop*riy 2,500 
Expenses for foodgrains 975 Income from salary 2/000 
Newspapers Subscriptions 25 Income from agriculture 1/500 
Expenses for vegetable 275 » 
Expenses for fish, meat, eggs etc, 475 
Travelling Expenses 250 
Tiffin Expenses 475 
Dinner Table 1,825 
Almirah 1,800 
Expenses for pulses 100 
Expenses for oil 100 
Expenses for spices 100 
рй 6,000 
SAL, А 
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INCOME & EXPENDITURE ACCOUNT 
FOR THE: YEAR ENDED 318T DEOEMBER, 1979 


Dr, Cr. 
REESE EXT Ne LN 
| 
Expenditure | Amount Income Amount 
V Rs, Вз, 
To Expenses for foodgrains | 975 By Income from House 
» Newspapers Subscriptions | 25 property 2,500 
» Expenses for vegetable 275 » Income from salary 2,000 
» Expenses for fish, | » Income from agriculture 1,500 
meat, eggs eto. | 475 
„ Travelling Expenses | 950 
, Expenses for pulses SE 100 
» Tifin Expenses | 475 
„„ Expenses for oil | 100 
, Expenses for spices | 100 
, Excess of Income over 
Expenditure | 3,495 
6,000 6,000 


Illustration 7: From the following particulars prepare an Income & 
Expenditure Account of Sri Rabi Shastri for the month of March, 1985. 


Rs. Rs. 
Salary received 1,600 Milk 75 
Insurance Premium paid 200 Cosmetic goods 60 
Medical Expenses 65 Interest on Investment 300 
Education Expenses 85 Washer’s bill paid 30 
Electric bill 90 Grocery 180 
Newspapers and Periodicals 70 Vegetables 120 
Cook and Servant 85 Entertainment Expenses 35 
Gift and donations 60 


Solution : 
Sri Rabi Shastri 
INCOME & EXPENDITURE ACCOUNT 
FOR THE MONTH ENDED 318T MAROH, 1985 


Dre. Cr, 
Expenditure Amount Income Amount 
Rs. Rs, 
"То Insvrance Premium 200 By Salary received 1,600 
» Medical Expenses 65 „ Interest on Investment 800 
» Education Expenses ; B5 
» Electric Bill 90 
» Newspapers and Periodicals 70 
» Cook and Servant 85 
» Milk 15 
» Üosmetic Goods 60 
» Washer'sibill paid 30 
» Gro 180 
» Vegetables 120 
» Entertainment Expenses 85 | 
» Gift and donations 60 
» Excess of Income over Expenditure 
(Surplus) 145 
1,900 1,900 
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Illustration 8 : From the following Ledger account balances of Miss Papia 
Poddar prepare an Income & Expenditure Account for the year ended 31st 
December 1985 and Balance Sheet as at that date : 


House property Rs.90,000; Furniture Rs. 10,000; Utensils Rs. 12,000 ; 
Ornaments Rs. 50,000 ; Cash in hand Rs. 1,260; Bank Balance: Fixed Deposit 
Rs. 40,000 ; Savings Bank Rs. 7,000 ; Shares & Govt. Securities Rs. 24,000 ; Claims 
against person Rs. 3,000 ; Salary Income Rs. 48,000 ; Servants’ wages Rs. 2,400 ; 
Food & Drink Rs. 7,500 ; Dress & Clothing Rs. 4,900 ; Repairs Rs. 2,400 ; Rent 
received Rs. 9,600; Medical Expenses Rs. 2,400; School fees Rs. 3,600 ; 
Conveyance Rs. 2,700; Cosmetic for family Rs. 2,300; Interest received 
Rs. 6,000 ; House building loan from Govt. Rs. 40,000 ; Interest paid Rs, 3,740 ; 
Municipal Taxes Rs. 6,000; Income Tax Rs. 5,000; Accumulated Fund 
Rs. 1,76,600. 


Charge depreciation on: House property @ 5%; Furniture @ 10% and 
Utensils @ 20%, 


Solution: 
In the Books of Miss Papia Poddar 
INCOME & EXPENDITURE AOCOUNT 
FOR THE YEAR ENDED 918T DECEMBER, 1985 
Dr. Or. 
Expenditure Amount Income Amount 
————— cmd ume esr nets" 
Tis. Rs. 
To Servants’ wages 2,400 By Salary Income 48,000 
s, Food and Drink 7,500 » Bent Recoived 9,000 
» Dress & Clothing 4,900 » Interest Received 5,000 
» Repairs 2,400 
„ Medical Expenses | 2,400 
», School fees 8,600 
» Conveyance | 2,700 
» Cosmetic for Family 2,800 
» Interest paid 8,740 
. Municipal Taxes 6,000 
» Income Tax 5,000 
» Depreciation : 
House property 4,500 
Farniture 1,000 
Utensils 2,400 Р 
To Excess Income over | 4 
Expenditure (Surplus) 12,760 


1.218 
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BALANOE SHEET 
ASAT 81ST DEOEMBER, 1985 


Liabilities Amount 
Ra. 
House Building Loan from 
Govt. 40,000 
Accumulated fund 1,76,600 
Add Excess of Income | 
Expenditure _ 12,760 | 1,89,860 
| 
| 2,29,960 


Assets Amount 
Rs 
House Property 90,000 
Less Depreciation @ 5% _ 4,500 
Farniture 10,000 85,500 
Less Depreciation @ 10% _ 1.000 
Utensils 12,000 9,000 
Less Depreciation @ 20% 2,400 9,600 
Ornaments 50,000 
Shares & Govt. securities 24,000 
Claims against persons 8,000 
Bank Balances : 
Fixed deposits 40,000 
Savings Bank 7,000 47,000 
Cagh in hand 1,260 
2,29,860 


Illustration 9 : Sri A. Roy, a retired company executive, submits the following 
particulars and requests you to prepare an Income & Expenditure Account for 


the year 1972 and a Balance Sheet as at 31 


112472. 


Rs. 
Investment purchased in 1972 12,500 
Investment sold this year 10,000 
Investment held on 31. 12. °72 (and dividend of 5% 
were realised on these Investments during 1972) 91,000 
6%, Mortgage on which interests were also received this year 15,000 
Director's fees received 9,000 
Household Furniture etc. on 1. 1. 72 13,000 
Bank Deposit Account on 1. 1. 72 18,000 
Withdrawn Interest on Bank Deposits 1,080 
And further withdrawal therefrom 1,000 
Cash at Bank on current A/c on 1. 1. 72 3,500 
Cash at Bank on current A/c on 31. 12. 72 2.330 
Paid for Law charges 4,036 
Any balance not accounted for to be regarded as personal expenditure. Also 
depreciated Household furniture by 15%. Ignore Tax. 
(С. U. B. Com. (Hons.), 1973 ) 
Solution : Sri A. Roy 
INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T DECEMBER, 1972 
Dr, 3 Cr. 
Particulars Amount Particulars Amount 
| Rs. Tis. 
To Law charges [4,036 | By Interest on Investment 4,550 
» Personal Expenditure 11.164 m эй » Mortgage 900 
» Depreciation ; » Director's Fees 9,000 
Household furniture 1,950 » Interest on Bank Deposit 1,080 
Ж » Excess of Expenditure over 
Income (Deficit) —transferred to 
Accamulated Fund 1,020 
17,150 17,150 
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BALANOE SHEET AS АТ 318T DECEMBER, 1972 
—————MM —— 2. 


Liabilities Amount Assets Amount 
— a 
* Я Я Rs. Tis. 
Acoumulaíel Fund ; Household Farniture 18,000 
Balance on 1.1.72 Less Deproointion 1,950 
Less Deficit, 11,050 
Investments 91,000 
6% Mortgago (Investment) 15,000 
Bank Deposit 17,000 
Bank Ourrent AJo 2,830 
{3550 
d 


i 
eR РИИНИИРННРН A РЕРНИ 
Working Notes : 
(1) Amount of Drawing ; 


BANK OURRENT ACCOUNT 


Particulars Particulars 


| Rs. Rs. 
| то Balance b/t 3,500 By Investment (purchasod) 12,500 
„„ Sale of Investment 10,000 „ Law Oharges 4,086 
» Interest on Investment » Personal Expenditure 11,164 
@5% 4,550 (Balancing figure) 
» Interest on Mortgage 0 „ Balance o/f 2,930 
| 6 
|. ,, Directora’d feo 9,000 
| » Interest on Bank 
Deposits 
» Bank Deposit withdraw 


(2) Account of opening Investment : 


Rs. 
As per Ledger Balance 91,000 
Add Sale of Investment 10,000 
1,01,000 

Less Purchase of Investment 12,500 
Investment as on 1. 1. 72 88,500 

(8) Account of Accumulated fund= Amount of openiug assets : 

Rs. 

Investment 88,500 
6% Mortgage 15,000 
Household Furniture 13,000 
Bank Deposits A/c 18,000 
Bank Current A/c 3,500 
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/ 


(B) Club and Societies : 


Illustration 10: The following is the Receipts and Payments Account ofa 
club for the year ended 31st December 1981. 


Receipts and Payments Account 


Dr. Е Cr. 
Receipts | Payments 

Rs. Rs 

To Balance 5,000 By Sports Equipments 7,000 
» Subscriptions : , Salaries and Wages 3,000 
1980 2,000 , Office Expenses 400 
1981 10,000 , Electric Charges 600 

, Donation 1,000 , Telephone Charges 600 
, Entrance Fees 2,000 , Balance 8,400 


( to be capitalised ) 


20,000 20,000 


(а) In 1980 Subscription for 1981 was received Rs. 1,000. 

(b) Outstanding Subscriptions Rs. 1,500. 

(c) Outstanding Salaries and Wages Rs. 1,000. 

(d) Depreciation to be charged @ 20% on sports equipments. 

Prepare from the above particulars the Income and Expenditure Account of 
the club. ( H. S. Examination, 1982 ) 


Solution : 
INCOME & EXPENDITURE ACCOUNT 


FOR THE YEAR ENDED 318T DECEMBER, 1981 


Dr. Cr. 
Particulars Amount | Particulars Amount 
Rs. Re. Rs Rs 
To Salaries & Wages 3,000 By Subscriptions 10,000 
Ааа Outstanding Add Subscriptions 
Salaries & Wages 1,000 received in 1980 1,000 
——| 4,000 » Outstanding 
»» Office Expenses 400 Subscriptions 1,500 
» Electric Oharges 600 —| 13,500 
;, Telephone Charges 600 | ,, Donation 1,000 
» Depreciation on 
Sports Equipments 700 
» Excess of Income over 
Expenditure 7,200 
13,500 13,500 


Working Notes : 
(i) Donation is treated as a revenue income. 
(ii) Tt is assumed that the sports equipments are purchased after 6 months. 


р 


> 
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Illustration 11: From the followin 


Rs. 
Capital Fund 50,000 
Salary paid in advance 2.000 
Prize fund 10,000 
Outstanding Liability for rent 500 
Outstanding Liability for 
Printing Press 250 
Subscriptions received from 
members intadvance 500 


1,221 


5 particulars prepare a Balance Sheet : 


Rs. 
Cash in hand 400 
Cash at Bank 20,550 
Library Books 28,000 
Furniture 10,000 
Investment in Government 
Papers 15,000 
Accrued Interest on Investment 250 
Cr. Balance of Income & 
Expenditure A/c 14,950 


[ The particulars are taken from a Traders’ Association. ] 


Solution: 


( H. S. Examination, 1980 ) 


In the hooks of a Traders’ Association 


BALANCE SHEET AS AT 
———————————————————— 


Liabilities Amount f- Assets Amount 
Rs, Rs, 
Capital Fund 50,000 Cash in hand 400 
Add Excess of Income over Cash at Bank 20,550 
Expenditure 14,950 < Accrued Interest from Investment 250 
64,950 Salary paid in advance 2,000 
Prize Fund 10,000 Library Books 28,000 
Outstanding Liability for Rent 500 Tnvestment in Government Papers 15,000 
Outstanding Liability for Printing Press 250 Furniture 10,000 
Subscriptions received from members 
in advanoo 500 | 

76,200 | 76,200 

с 2 ай 


Illustration 12: 
Year ending 31st December 1968 ; 


Following is the Youngman's Library Cash Account for the 


Dr. Or. 
M 
Receipts Amount Payments Amount 
Rs. Rs. 
To Balance b/d 4,500 By Salary and Wages 6,800 
» Admission Fees 8,500 „ Rent 8,250 
„ Subscriptions 19,500 » Investments 8,500 
» Lecture Hall hire charges 2,500 » Postage and Stationery 1,250 
» Miscellaneous 850 » Eleotrio Charges 730 
» Interest on Investment 600 , Books 6,000 
, Outstanding Expenses 100 
Balance c/d 3,720 
80,950 


ee 
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You are requiréd to prepare an Income & Expenditure Account for the year 
ended 1968 and a Balance Sheet as at 31. 12. 68. The following further infor- 
mation is also made available to you : 

(а) On 31. 12. 67 the Library had the following assets also: Furniture 
Rs. 5,500 ; Books valued at Rs. 45,000 and Investment at cost of Rs. 20,000, 

(b) Subscription realised in advance, this year, amounted to Rs. 600 and 
outstanding Liabilities on 31. 12. 68 are for Salary and Wages Rs. 1,200 and for 
Rent Rs. 750. 

(c) 60% of Admission fees should be capitalised. 

(d) Furniture and Library books are to he ‘depreciated at 6% and 10% p.a. 
respectively, ( C. U. B. Com. 1969 ) 


Solution : 


Youngman's Library 


INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T DEOEMBER, 1963 


e — —— ——————— 
Expenditure Amount Income Amount 
Rs. Rs. 
To Balary and Wages 6,800 By Admission Fees @ 40% 1,400 
Add Outstanding Wages 1,200 » Subscriptions 19,500 
——j| 8,000 Less Advauce Subscriptions 600 
„ Postage and Stationery 1,250 |. —— ——| 18,900 
„ Electric Charges 730 » Lectare Hall hire charges 3,500 
„ Rent 8,250 » Miscellaneous 350 
Add Outstanding Rent 150 „ interest on Investment 600 
—— 9,000 „ Excess of Expenditure over 
„ Depreciation : Income 960 
Furniture @ 6% 880 
Library books @ 10% 4,800 5,180 
24,110 “24,110 
d ji 
BALANOE SHEET AS AT 31ST DECEMBER, 1968 
А 
Liabilities Amount Assets Amount 
| Rs. Rs. Bs. Rs, 
Capital Fand 74,800 Furniture 5,500 
Add Admission ices 2,100 Less Depreciation "380 
76,400 Books 51000 n 
Less Excess of Expenditure Less Depreciation 4,800 
over Income 360 "| 46,200 
16,040 Investment 23,500 
Advance Subscription received 600 Cash 3,790 
Outstanding liabilities : у 
Salary and Wages 1,200 
Rent 750 | 1,950 
,590 | 
16,59 18,590 
E ENRE == 
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Working Notes : 
: (1) Amount of Depreciation : Ra. Вв. 
(a) Furniture- Rs. 5000 @ 6% for 1 year 830 
(b) Books =Rs. 45,000 @ 10% for 1 year’ 4,500 
Rs. 6,000 (2 10% for } year . 800. 4,800 _ 


(3) The amount of Capital Fand as at 31st Dec., 1907 {з calculated as under : 


BALANCE SHEET AS AT 3187 DECEMBER, 1967 


Liabilities | Amount | Assets Amount 
| Rs | в. 
Outstanding Expenses | 700 Farniture 5,500 
Capital fand | Books | 45,000 
(Balancing figure) | 14,300 Investment | 30,000 
Cash | 4, 
75,000 | 15,000 


Illustration 13: From the undernoted Receipts and Payments Account of 
Agrani Club for the year ended 31st December 1978, prepare Income and 
Expenditure for the same : 


Receipts Rs. Payments Rs. 
Cash Balance 3,800 Sports Equipments 10,000 
Subscriptions 1976 1,000 ( purchased on 1. 9. 78 ) 
1977 18,500 Salaries and Wages 3,000 
1978 1,200 Office Expenses 300 
Interest 500 Electricity 500 
Entrance Fees 2,500 Tournament Expenses 6,500 ` 
ү Cash Balance 7,200 


27,500 27,500 


The following information is also available : 


(a) In 1977 Subscriptions for 1978 was received for Rs. 500; (b) Outstan- 
ding Subscriptions for 1978 Rs. 300; (c) Charge depreciation @ 20% on 
| Sports Equipments ; (d) Sports Equipments on Ist January 1978 amounted to. 


Rs. 15,500. 
( Tripura H. S. Exm., 1979 ) 


ee ee 
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Solution : 
In the books of Agrani Club 
INCOME AND EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T DECEMBER, 1978 
Dr. Cr. 
——————————-———-.——————-——_———— 
Particulars Amount | Amount | Particulars Amount | Amount 
Rs. Rs, Вз. Rs. 
"To Balarles & Wages 3,000'00 | By Subscriptions 1,200'00 | 
„ Office Expenses 300°00 Add Received in 1977 500'00 | 
., Electeleity | 500°00 » Oatstanding for 1978 300'00 
» Tournament Expenses | 6,500'00 ——— | 2,000'00 
„ Depreciation : „ Interest | 50000 
Sports Equipment 8,766°67 | ,, Excess of Expenditure | 
over Income 111,560'67 
14,066'67 14,066*67 
і |= 


e—a 


Working Notes ; 


(1) Depreciation on sports equipments : 


(3) Entrance fees are treated as 


=Rs, 15,500 @ 20% for 1 уваг= Rs, 3,100'00 
Rs. 10,000 (232075 for ү year Rs. 


66667 


3,766'07 
сарай 


Capital receipts. 


Illustration 14: From the following Receipts & Payments Account of Blue 
Club, prepare the Income & Expenditure Account as at 31st Decemer 1977 : 


Receipts 
Cash in hand ( opening ) 
Cash at Bank ( opening ) 
Donations 
Subscriptions 
Entrance Fees 
Interest on Investment 
Interest received from Bank 
Sale of old Newspapers 


Rs. 
4,000 
10,000 
5,000 
12,000 
1,000 
100 
400 
150 


Payments 
Salary 
Repairing Expenses 
Purchase of Furniture 
Misc. Expenses 
Purchase of Investments 
Insurance Premium 
Billiard Table 
Paper, ink, etc. 
Cash in hand ( closing ) 
Cash at Bank ( closing ) 
32,650 


кй. 


The following information is also available : 
(a) In 1977 Subscriptions for 1978 was received for Rs. 500; (b) Outstan- 
ding Subscriptions for 1978 Rs. 300; (c) Charge depreciation @ 20% on Sports 
Equipments ; (d) Sports Equipments on Ist January 1978 amounted to Rs. 15,500 
( Tripura H. S. Exm., 1979 ) 


Rs. 
2,000 
500 
6,000 
500 
6,000 
200 
8,000 
150 
2,100 
7,200 


32,650 


= 
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Solution : 
In the books of Blue Club 
INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T DECEMBER, 1977 
Dr. Cr. 
Particulars Amount | Amount Particulars | Amount | Amount 
Ез. Ез. Вз, Rs, 
То Salary 2,000 | By Subscriptions 12,000 
„ Repairing Expenses 500 Add for 1977 (arrear) 900 
» Misc. Expenses 500 
Add Outstanding 90 590 13,900 
Less for 1978 advance) 200 
, Insurance Premium 200 13,700 
Less Advance 40 160 „ Entrance fees 1,000 
, Donations @ 50% 9 500 
, Paper, ink, etc. 1'0 » Interest on Investment 100 
, Excess of Income » Interest recrived from 
over Expenditure 13,450 bank 400 
» Sale of Old Newspapers 150 
16,850 16,850 
——— _ 


Illustration 15: From the following particulars, prepare the Income & 
Expenditure Account of the Calcutta Golf Club for the year ended 315# 
December 1968-and a Balance Sheet as on that date : 


| Rs, 
| Subscriptions received for 1968 10,500 
Entrance fees received for 1968 750 
Subscriptions and Entrance fees for 1967 (estimated Rs. 150 ) realised 280 
Subscriptions and Entrance fees for 1969 1,550 
Subscriptions for 1968 to be taken at ( due Rs. 2,000 ) 1,000 
Miscellaneous fees 2,100 
Expenses for 1968 paid ў 8,000 
Expenses unpaid + 230 
| Liabilities for 1967 paid ( estimated Rs. 700 ) 600 
Audit fees for 1968 not paid 200 
| Stock ( Service Account ) 1968 1,500 
Profit on Service Account net 2,300 
Interest on loans paid 320 
Loans taken 4,000 
Capital expenditure written off 1,200 
Cash in hand 1,530 
Surplus from 1967 A/c 2,120 
Capital Expenditure in 1968 300 
Capital Expenditure in 1967 11,900 


I C. U. В. Com. (Hons) 1969—Adapted 1 
15[I'85] 


1.226 


Solution : 


HIGHER SECONDARY AOOOUNTANOCY 


Calcutta Golf Club 


INOOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 31ST DECEMBER, 1968 


BALANOE SHEET AS AT 31ST DECEMBER, 1968 


Dr. Cr. 
LM 
Particulars Amount Particulars Amount 
Rs. Rs. Вз. 
D) 8,000 By Subscriptions & Entrance fees 12,380 
e yere TE 230 „ Miscellaneous fees — 2,100 
——]| 8,280 „ Liabilities provided in expenses 
Audit fees 200 in last year (Rs. 700— Rs, 600 100 
^, Interest on loan 820 ,, Profit on Bervice A/e 2,300 
„ Capital Expenditure 
* КЕЛ рош off 1,200 
», Excess of Income over 
Expenditure—transforred A 
to Capital Fund 6,930 | 
16,880 | 16,880 


Liabilities Amount ^ Assets Amount 
Rs. Rs. Rs. Rs. 
Capital Fund : Capital Expenditure 11,900 
(Surplus for 1967 A/c) 2,120 Addition during the year 300 
Add Surplus 6,930 
9,050 b 12,200 
Loans 4,000 Less Writton off 1,200 
Subscriptions & Entrance — —— | 11,000 
Fees received in advance 1,550 Stock on Service A/c 1,500 
Outstanding Liabilities Subscriptions in srrear 1,000 
Expenses 230 Cash in hand | 1,580 
Audit Feos 200 
430 
15,030 15,080 
А 


ъл a ЕТАН Ei 67 SNR 
Working Notes : 


(1) Subscriptions and entrance fees chargeable to Income & Expenditure Account ; 


Rs. 
Bubsoriptions received in 1968 10,500 
Entrance fees received in 1968 - 750 
11,250 
Add: Outstanding subscription for 1968 1,000 


“ Excess amount of estimated subscriptions 
and entrance fees for 1967 


FINAL AOCOUNT8 & BALANOE SHEET OF NON-PROFIT-SEEKING OONOERNS 1.227 


Illustration 16: From the following particulars prepare an Income & Expen- 
diture Account of the Central Sports Society for the twelve months from April, 
1984 ( date of inception ) to March 31, 1985: 


Received or paid Outstanding 
March, 31, 1985 

Rs. Rs. 

Subscriptions from members 4,600 E 

i , affilated Societies — . 1,400 3 200 

Life Subscriptions ( 10 years ) 2,000 A 

Gift Received 3,000 = 

Interest Received 160 eu 
Committee Expenditure : 

Executive 1,500 200 

Planning 1,440 640 

Tournament 420 120 

Printing, Postage & Stationery 1,140 160 

Office furniture 2,000 E 

Investment Purchased 3,000 — 


[ N. B. U. B. Com.—adapted ] 
Solution : 
Central Sports Society 


INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T MAROH, 1985 


Dr, Or. 
_———————— —-_—_ 
Particulars Amount Particulars Amount 
Rs, Bs, Rs Rs. 
To Committee Expenditure : By Su! scriptions from members’ 4,600 
Executive Exp. 1,500 „ Subscriptions from 
Add Outstanding 200 affilated Societios 1,400 
EE 1,700 Add Outstanding 260 
Planning Exp. 1,440 |00600 
Add Outstanding 640 2,080 » Gift received 8,000 
„ Interest received 160 
Tournament Exp. 420 , Life Subscription 
Add Outstanding 120 540 (Rs. 2,000 x ra] 200 
,, Printing, Postage & 
Stationery Exp. 1,140 
Add Outstanding 160 | 1,300 
„ Oapital fund 3,940 


(Excess of Income over 
ea penditure-transferred) 


9,560 9,560 


Working Notes : 
(i) Life Sabsoriptions are divided equally among 10 years. 
(ii) Gift received is treated as on Capital nature. 


1,228 HIGHER SROONDARY ACCOUNTANOY 


Illustration 17: From the following particulars prepare a Receipts & 
Payments Account of Gram Savak Society for the year ended 314 December, 
1985 : 


INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 818T DECEMBER, 1985 


Dr. Cr. 
———————————————————————————————————— 
Expenditure | Amount | Income Amount 
Bs. " Rs 
То Balarios 1,400 By Donations 840 
» General Expenses 400 „ Subscriptions 1,600 
» Excess of Incoms over 
Expenditure (Surplus) 640 


Adjustments were also made in respect of the following items : 

(a) Subscriptions for 1984 outstanding on January 1, 1985, Rs. 160, but 
Rs. 144 only of this amount were realised in 1985. 

(b) Subscriptions received in advance on 31st December 1984 were Rs. 40 
and on 3181 December 1985 were Rs. 32. Subscriptions for 1985 outstanding at 
315 December 1985 were Rs. 56. 


(c) Sundry Assets on January 1, 1985 were Rs. 2,560 and Sundry Assets on 
31st December 1985 were Rs. 3,000. 


(d) Cash in hand on 31st December, 1985, Rs. 408. 


Solution : 
In the Books of Gram Sevak Society 
RECHIPTS & PAYMENTS ACCOUNT 
FOR THE YEAR ENDED 318T DECEMBER, 1985 

Dr. Cr. 
Rs. 

То Cash in band on 1-1-85 By Salaries 1,400 

(Balancing figure) „ General Expenses 4 


, Buteroiptlons received » Bundry Assets Purchased n 
» Oash in hand on 31.12.85 


» Donations 


Working Notes : 


(1) Value of Sundry Assets Purchased in 1985 


Sundry Assets on 81-12-85 3 an 
Less Sundry Assets on 81-12-84 3:560 
Assets purchased during the year 


Кз. 
To Balance b/d 
” Interest : 
1978-79 100 
1979-80 150 
» Tuition Fees : 
1979-80 1,000 
1980-81 100 
, Entrance Fees : 
1979-80 420 
, Membership Fees : 
1978-79 300 
1979-80 1,150 
1980-81 390 
» Miscellaneous Income 130 
Rs. 
To Printing Charges 80 
, Advertisement 150 
, Rent 600 
, Salary to Staff 1,200 
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(2) Amount of Subscriptions received : 


Rs. Rs. 
Oatstanding Subscriptions on Ist January, 1985 160 
Add Subscriptions гесеїусӣ;іп advance in 1985 for 1986 82 
Subscriptions for 1985 1,600 
EE 1,792 
Less Subscriptions received in advance in 1984 40 
Outstanding Subscriptions of 1984 not yet realised 16 
Subscriptions in Arrear for 1985 56 
T 112 
Bubsoripiions received during the year 1,680 


1,229 


(3) Cash in hand as on 1-1-85 is determined by balancing from the total receipts and total 
payments, 


Illustration 18: Adult Education Society submitted to you the following 
Receipts & Payments Account and Income & Expenditure Account for the year 
ended 3151 March, 1980 : 


Receipts and Payments Account, 1979-80 


250 


By Printing Charges 

, Advertisement 

» Salary to Staff 

» Furniture Purchased 

» Rent 

» Miscellaneous Expenses 
, Balance c/d 


Income & Expenditure Account, 1979-80 


, Miscellaneous Expenses 110 
Excess of Income over 


Expenditure (Surplus) 400 


2,540 


By Tuition Fees 

, Membership Fees 

» Miscellaneous Income 
, Interest 


Rs. 
75 
141 
1,300 
670 
520 
110 
1,374 


4,190 


1.230 


HIGHER SECONDARY ACOOUNTANOY 


You are asked to give the Balance Sheets of the society as on 31st March 


1979 and 31st March 1980. 


You are further told that the Society had the :following assets on 3lst 


March 1979 : 


Investments 
Furniture 
Library Books 


Solution : 


Rs. 
4,000 
1,000 

500 


[ C. A.—adapted ] 


In the Books of Adult Education Society 


BALANCE SHEET AS АТ 318T MARCH, 1979 
АА ———— 


Liabilities | Amount Assets Amount 
t 

Вз. Rs, 
Outstanding Liabilities Furniture 1,000 
for Salary to Staff 100 Library Books £00 
Capital Fund 6,250 Investments 4,000 
(Balancing figure) Interest Accrued 100 
Mı mbership Fees accrued 300 
Cash 450 
0,950 6,350 


BALANCE SHEET AS AT 318T MARCH, 1980 


——-—є—.—<—-—-—.—————————————.— 


Amount | 


Liabilities | Amount Assets Amount | Amount 
|а | в. Ra. Re. 
Capital Fund : Farniture 1 
000 
Opening Balance 6,250 Additi i i 
A penae itions during the year ^d 670 AO 
capitalised 420 Library b " 
Add Excess of Income over НЫЕ 4 000 
Expenditure for the year 400 Interest Accrued “10 
7,070 | Tuiti 
Outstanding Liabilities : соп М Hn 
For Printing Oharges 5 2816 
» Advertisement 2077 } 
„ Rent 80 
91 
Tuition Fees in Advance 100 i: 
Membership Fers in advance 390 
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(I) Excess amount of Salaries Rs, 100 is treated as an outstanding salaries for the next year. 
(2) Interest for the year : 


Rs. 
Interest for 1979-80 150 
Add Interest accrued 10 
160 

(3) & Tuition fees for the year : 
Rs. 
Tuition fees 1979-80 1,000 
Add Tuition fees accrued 100 
1,100 


Illustration 19: From the following (a) Balance Sheet of the Subhas 
Sangha, Bankura at 3lst December 1984; (b) the Receipts and Payments 
Account for the year ended 31st December 1985; you are to prepare an Income 
& Expenditure Account for the year ended 31st December 1985 and а Balance 
Sheet as at that date, after taking into account the notes mentioned in (c) : 


(a) Balance Sheet as at 31st December 1984 


Liabilities Rs. Assets Rs. 
Capital Fund 11,000 Land and Building 4,500 
Outstanding Salary 700 Furniture & Fixture 200 
Advance Subscriptions Arrear Subscriptions 

for next year 20 for the year 15 

Fixed Deposit with Bank 5,000 
Cash in hand 2,005 
11,720 11,720 


(b) Receipts & Payments Account 
for the year ended 31st December, 1985 


Dr. Cr. 
Receipts Payments 

Rs. Rs. 
To Balance on January 1,1985 — 2,005. By Salaries 4,700 
» Subscriptions 8,100 , Taxes & Insurance 300 
, Donations 4,950 „ Printing & Stationery 1,100 
, Entrance Fees 250 , Postage 170 
, Entertainment Expenses 550 
„ sundry Expenses 500 
, Fixed Deposit into Bank 2,500 

, Balance on December 
31, 1985 5,485 
15,305 15,305 


(c) Donations and Entrance Fees are to be capitalised. Printing charges 
outstanding for 1985, Rs. 100. Salary unpaid for 1985, Rs. 150. Interest accrued 
on Fixed Deposit Rs. 300. Arrear Subscriptions for 1984 have been fully realised. 
Subscriptions received in advance for 1986 during the year, Rs. 250. Arrear 
Subscriptions for 1985, Rs. 25. 
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In the Books of Subhas Sangha 
INOOME & EXPENDITURE ACOOUNT 


Solution : 


Dr. FOR THE YEAR ENDED 31ST DECEMBER, 1985 Or. 
Expenditure | Amount | Income Amount 
Rs. Rs. Rs, Вз, 
To Salary 4,700 By Subscriptions 8,100 
Less Salary for 1984 700 Add Arrear Subscriptions 
= Seal for 1985 25 
4,000 Add Subscriptions Received 
Add Ralary outstanding 150 in 1984 20 
=|, 6,150 525, 
„ Taxes & Insurance ` 300 8,145 
» Printing & Stationery 1,100 Less Advance for 1986 250 
Add Outstanding 100 
— —| 1,200 1,895 
» Postage 110 Less Arrears for 1984 15 
» Entertainment Expenses 550 7,880 
„ Sundry Expenses 500 „ Interest on Fixed Deposit 300 
„ Excess of Income 
oyér Expenditure - 1,310 


BALANOE SHEET АВ AT 318T DECEMBER, 1985 


Liabilities Amount Assets Amount 
Rs. Rs, Rs. Rs. 
Oapital Fund : Land & Building 4,500 
Balance as per last year 11,000 Furniture & Fixture 200 
Add Donations 4,950 Arrear Subscriptions 25 
» Entrance Fees 250 Fixed Deposit with Bank 5,000 
Add Deposit for this year 2,500 
» Excess of Income 7,500 
over Expenditure 1,310 Interest Accrued 300 
——— | 17,510 | Cash in hand 5,485 
Oatstanding Liabilities : 
Printing 100 
Balary 150 
DELI 250 
Advance Bubscriptions 
for 1981 250 


Illustration 20 : 


From the following Income & Expenditure Account and the 


Balance Sheet of Green Club, prepare its Receipts & Payments Account for the 


year ended 31st March, 1983 : 


INCOME & EXPENDITURE ACCOUNT 
FOR THE YEAR ENDED 318T MAROH, 1983 


Dr. Cr. 
oo SEES 
Expenditure | Amount Income Amount 
Rs. 
То Up keep of Ground 10,000 | By Subscriptions 
, Printing’ 1,000 » Sale of old Newspapers 
„ Balaries 11,000 » Lecturers 
, Rent 600 », Entrance Fees 
,, Depreciation on furniture 1,000 » Miscellaneons Income 


23,600 


» Deficit 
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BALANCE SHEET AS AT 318T MAROH, 1983 


———————————————————————— 


Liabilities Amount Assets Amount 
Вз. Rs. Rs. 
Subscription in advance (1983-84) 100 Furniture б 9,000 
Priza Fund : Grounds & Buildings 41,000 
Balance 1-4-82 . 25,000) . Invesiment of Prize Fund 20,000 
Add Interest 1,000 Cash in hand 2,900 
"ONT Subscription (1982-83) 700 
26,000 
Less Prizes . 2,000 
24,000 
Capital Fund ; 
Balance (1-4-82) 56,420 
Less Deficit 2,820 
53,600 
Add Ent fee 1,300 
4 Entrance fees 9 | 54,900 
19,000 79,000 


Half of Entrance fees was capitalised; upkeep of ground Rs, 600 and 
printing Rs. 240 relating to 1981-82 were paid in 1982-83: Subscription out- 
standing for 1981-82 and 1982-83 were Rs. 800 and Rs. 700 respectivly. 

[ С. A. Entrance. December 83—addopted ] 


Solution : 
RECEIPTS & PAYMENTS ACCOUNT 
FOR THE YEAR ENDED 31ST MARCH, 1983 


Ол, 


Receipts Amount Payments Amount 
Rs. Rs, Rs. 
To Balance b/à 4,560 | By Up keep of ground : 
» Bubscriptions 17,420 Paid for 1982-83 10,000 
» Bale of old Newspapers 260 Add Paid for 1981-82 600 
» Lectures 1,500 E22 бор 
, Entrance fees [1,800 x 49? 2,600 , Printing : 
» Miscellaneous Income 400 Paid for 1982-88 1,000 
» Interest 1,000 Add Paid for 1981-82 240 
5 1,240 
„ Salaries 11,000 
„ Rent 600 
„ Payment for prizes 2,000 
» Balance cd : 
Cash in band 2,300 
27,740 27,740 


Working Notes : 


(1) Opening Cash=Cash Payments+Cash in hand of closing- Cash receipts = Ев. 25,440 4- 
Ез, 9,300- Rs. 23,180 = Ra. 4,560. 

(2) Subscription Received during the yesr—Ouístanding as on 1st April, 1982-+Subscriptions 
during the yexr— Oatstandiog аз on 31st March. 1983— Ra. 800 4- Rs. 17,820— Rs. 700 — Ев. 17,490. 
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Exercises 


[A] Essay-type answer Questions : 

1. How do you treat the life membership fees of the members of a club ? 

Ans.: Write from 'Life Membership Fees’ (p. 1.209). 

2. How do you treat the entrance fees and donations of a club ? 

Ans.: Write trom ‘Entrance fees’ (р. 1,208) and ‘Donation’ (p. 1.209), 

3. How do you treat the Sale of old assets and Sale of old news papers & 
Sports Materials ? ; 

Ans.: Write from ‘Sale of old assets’ (р. 1,209) and ‘Sale of old newspapers’ (p. 1.209). 


[B] Short-type answer Questions : 

(1) Write short notes ол: 

(a) Capital fund, (b) General fund, (c) Special funds. 

Ans, : Write from , (a) Capital Fund (p.1208), (b) General Fund (р. 1.208) and 
(c) Special Funds (p. 1.208). 

[C] Practical Questions : 

lo From the following Ledger Balances of Sri P. Chakravorty for the year 
ended 31st December 1985, prepare an Income and Expenditure Account for 
the year ended 31st December 1985 and Balance Sheet as on that date : 

Investments Rs. 4,000 ; Interest and Dividend on Investment Rs. 400 ; House 
rent received Rs. 1,500 ; Income Tax paid Rs. 1,420 ; House property Rs. 43,000 ; 
Furniture Rs. 7,500; Dress and clothing Rs. 3,200; Food and provisions 
Rs. 3,000 ; Claims against persons Rs. 7,200 ; Salary received Rs. 47,000 ; Wages 
Rs. 5,000; Repairs Rs. 3,400; School fees Rs. 1,800; Conveyance Rs. 900, 
Medical expenses Rs. 300; Cash in hand Rs. 940; Cash at Bank Rs. 14,000 ; 
Interest paid on loan Rs, 950 ; Loan from persons Rs. 19,000; Municipal taxes 
Rs. 720 ; Accumulated fund Rs. 29,430. 

Ans.: Totalof Trial Balance, Rs. 97,330 ; Excess of Income over Espenditure, Rs. 31,410 ; 
and Total of Balance Sheet, Ез. 79,840. 

2. From the following Trial Balance prepare an Income & Expenditure 


Account for the month ended on 31st December, 1985 and Balance Sheet as on 
that date : 


! Trial Balance as at 31st December 1985 


Debit Balance Rs. Credit Balance Rs. 
Foodgrains 390 Salary received 500 
уйе 110. Income from House Property 750 
c Meat etc. 175 Income from Investment 315 
En 36 Income from Agriculture 125 

oth 230 ^ Loan from Bank 1,000 
Almirah 550 : 
Dining Table 375 
Tiffin Expenses 170 
Travelling Expenses 264 
Loan to Kamal 330 
Cash in hand 100 

2,750 2,750 


Å= 
Ans.: Excess of Income over Expenditure Rs. 605 Total of Balance Sheet Rs, 1,605, 


EXERCISES 1.235 


3. The following is the Trial Balance of the Students’ Club of Uttarpara 
as at 31st December 1985: 
Trial Balance as at 31st December 1985 


Debit Balance Rs. Credit Balances Rs. 
Books 25,000 Capital Fund 25,00 
Furniture 6,000 Donations 2,000 
Cash 200 Admission fees 6,000 
Bank 3,800 Interest on Securities 1,500 
Rent paid for 1984 500 Subscriptions for 1984 500 
Rent paid for 1985 6,500 Subscriptions for 1985 14,000 
Rent paid for 1986 500 Subseriptions for 1986 1,000 
Telephone for 1985 1,000 
Telephone for 1986 200 
Taxes for 1985 500-- 

Taxes for 1986 300 
Salaries 5,500 
50,000 50,000 


Notes: (a) Admission fees and donations should be capitalised. (b) 
Salaries outstanding for the year Rs. 400 and Salaries paid in advance Rs, 800. 
(c) Interest on Securities accrued but not received for the year Rs. 400. 

You are to prepare an Income & Expenditure Account for the year ended 
31st December, 1985 and a Balance Sheet as on that date. 

Ans.: Hcess Income over Expenditure Rs. 2,800. Total of Balance Sheet Rs. 37,200. 

4. The following is the Trial Balance of Barasat Pathachakra as at 31st 
December, 1985 : 


Debit Balances Rs. Credit Balances Rs. 
Building 20,000 Capital Fund 19,950 
Furniture 4,000 Building Fund 10,000 
Books 5,000 Reserve Fund 7,500 
Investment 1,500 Donations 750 
Cash at Bank 1,250 Sale of old furniture 860 
Salaries 4,250 Sale of waste papers 90 
Rent & Taxes 2,250 Subscriptions 4,250 
Insurance 1,250 Interest on Securities 500 
Printing and Stationery 3,300 
Hall Rent paid 700 
Sundry Expenses х 400 

43,900 43,900 

Adjustments : 


(1) Subscriptions outstanding Rs. 1,000 and Advance Subscriptions received 
Rs, 1,500. (2) Interest on Securities accrued but not received Rs. 100. (3) 50% 
of the donations should be capitalised. (4) Rent and taxes due but not paid 
Rs. 750. (5) Insurance Premium payable Rs. 150. (6) Depreciate building 
@ 21% р. a. and Furniture (2 10% p. a. 
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You are to prepare the Income and Expenditure Account for the year ended 
31st December, 1985 and Balance Sheet as on that date. 
Ans. : Excess of Hapenditure over Income Rs. 9,092 Total of Balance Sheet Rs. 31,133, 
—— 


Working Notes: Depreciation on Furniture : 
Вз. 4,000 @ 10% for 6 month —Rs. 200 
Rs. (4,000 — 800) @ 10% for 6 month = Вз, 157 


Rs. 357 


5. The following is the Final Account of Receipts & Payments of the Rice 
Merchants' Association for the year ended 30th June, 1986. 


Receipts Payments 

Rs. Rs 
'To Balance b/d 1,400 By Rent 1,600 
, Entrance fees 1,000 » Purchase of Books 1,560 
» Subscriptions 3,040 » Insurance 1,840 
» Sale of waste papers 260 » Taxes 960 
, Donations 1,500 » Legal Expenses 1,220 
, Interest on loan 3,000 » Furniture 1,520 
» Other expenses 300 
, Balance c/d 1,200 
10,200 10,200 

To Balance b/d 1,200 


The Subscriptions received in advance are Rs. 140 and Subscriptions out- 
standing Rs. 100. Insurance paid in advance is Rs. 40. 

You are to prepare an Income & Expenditure Acconnt for the year ended 
30th June, 1986 and a Balance Sheet as on that date. 

Ans.: Excess of Income over Expenditure Rs. 380 ; Total of Balance Sheet Rs. 4,420. 


| Working Note ; Donation and Entrance fees are Oapitallsed. | 


6. The following is the Receipts and Payments Account of the Bombay 
Sports Club for the year ended 31st December 1964 : 


Receipts Payments 
Rs. Rs. 
To Balance Ist January '64 300 By Rent 5,200 
» Entrance fees 550 » Stationery 
» Subscriptions 63 200 » Expenses etc. 3,068 
» Subscriptions '64 16,900 » Wages ) 5,330 
» Subscriptions '65 , Billiard Table 3,900 
in advance 300 » Repairs and Renewals 800 
P Locker Rents 500 , Interest 1,500 
» Special Subscriptions for » Balance 31st December '64 2,402 
Governor's Party 3,450 : 
22,200 22,200 
= —— 


Locker Rents include Rs. 60 for '63 and Rs. 90 is still owing. Rent Rs. 1,300 
relates to 763 and Rs. 1,300 is still due. s at? 


_ Stationery Expenses etc. Rs. 312 relate to "63. and Rs. 364 on this account 
is still owing. 


EXERCISES 1.237 
Subscriptions unpaid for the year %64 Rs. 480. 
From the above information prepare an Income and Expenditure Account 
of the Club for'the year ended 31st December, '64. [ B. U. B. Com. 1965 ) 
Ans.: Excess of Income over Expenditure Rs. ‚1960. 


| Working Note: Syecial Subscriptions and Entrance fees are treated as capital receipts. 


7. From the undermentioned Receipts & Payments Account for the year 
ended 31st December 1985, prepare ап Income & Expenditure Account for the 
same period and a Balance Sheet as on 3Ist December 1985 : 


Receipts Rs. Rs. Payments Rs. 
То Opening Balance 25,000 By Salary & Wages 2,000 
„ Subscription : » Telephone Expenses 350 
1984 500 , Postage & Stationery 975 
1985 10,000 ,. Purchase of Books 3,500 
1986 575 » Entertainment 
1 = 11,075 Expenses 1,500 
,, Donations 2,000 ,, Purchase of 34% Treasury 
» Sale proceeds of waste papers 175 Savings Deposit Certificates 8,000 
„ Hall Rent 1,500 ,, Miscellaneous Expenses 675 
, Bank Interest 250  , Closing Balance : 
,, Admission Fees of new members Cash in hand 350 
(10% to be capitalised) 1,000 Cash at Bank 23,650 
41,000 41,000 


The following additional information is supplied : 

(i) Salaries and wages outstanding, Rs. 1,500; (ii) Miscellaneous and 
Entertainment Expenses bills outstanding amount to Rs. 500 and Rs. 750 
respectively ; (iii) Bank Interest receivable amounts to Rs. 350. 

[ €. U. B. Com., adapted ] 

Ans.: Excess of Income over Юврепійите Rs. 4,925 ; Capital Fund on Ist Jan., 1985 Rs. 
25,500 ; T'otal Balance Sheet Rs, 35,850. 


Working Note : 
(i) Donation is treated a capital receipts. 


(ii) Is is assumed that Treasury Savings Deposit certificates were purchased on 318 December, 
1985. > 


8. The following shows the position of the Iswarchandra Pathabhaban as 
at Ist January 1985: 
BALANOE SHEET AS AT 1ST JANUARY 1985 


Liabilities Amount Assets Amoant 

Bs | Rs Е Rs. 
Capital Fund | 1,80,000 Building 75,000 
Outstanding Expenses ; Furniture 8,000 
Rent & Taxes 4,000 Books 66,000 
Bundry Expenses 4,000 Investments 42,000 
I——— 8,000 Outstanding Subscriptions 2,200 
Subscription Received in Insurance paid in advance 300 
advance for 1985 4,000 Cash at Bank 8,000 
Cash in hand 500 
1,92,000 1,92,000 
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An analysis of the Cash Book during the year is given below : 


Dr, Cr. 
Receipts Amount Payments Amount 

Rs. Tis. 
Тә Subseriptions 95,000 By Salaries 16,000 
» Interest on Investments 9,000 „ Purchase of Furniture 9,000 
» Bale of old Furniture 9,000 » Purchase of Books 78,000 
» Donations 62,000 » Rent & Taxes 15,000 
» Proceeds of Lectures 10,000 » Insurance Premium 3,200 
, Printing and Btationery 1,200 
, Investments 50,000 
„ Bundry Expenses 3,400 
„ Cash at Bank 15,000 
» Oash in hand 700 


The necessary adjustments are given below : 

(a) Outstanding Subscriptions for 1985 amounts to Rs. 5,300 ; (b). Advance 
Subscriptions received during the year for 1986 Rs. 6,100; (c) Outstanding 
liabilities : Rent Rs, 600 and Sundry Expenses Rs. 4,500 ; (d) Insurance premium 
amounting to Rs, 400 paid in advance ; (c) Depreciate Building @ 5% and Library 
Books @ 2095. T 

Prepare Income & Expenditure Account for the year ended 31st December, 
1985 and Balance Sheet as on that date. 


Ans.: Hacess of Income over Bapenditure Rs. 50,950 and Balance Sheet Rs. 3,10,150. 


Working Notes: (i! Donation is treated as an Capital Receipts. 
(ii) Depreciation on Books : 
Ез. 56,000 @ 20% for 1 year=Rs. 11,200 
Rs. 73,000 (2 20% f x} year=Rs. 7,300 
Rs. 18,500 


9. From the following information prepare a Receipts & Payments Account 
of Mother Land Club, for the year ended 31st December 1985 : 


Income & Expenditure Account s 


for the year ended 31st December, 1985 
Dr. ЄР, 


Rs. 


To Salaries 3,400 | By Supscriptions 4,000 
» General Expenses 1,000 , Donations 2,000 
" Charities & Donations 600 
” Excess of Income over 

Expenditure 1,000 
6,000 6,000 


Adjustments were made in respect of the following : 

(a) Subscriptions for 1984 unpaid on Ist January 1985 Rs. 400, Rs. 360 
of which was received in 1935. (b) Subscriptions received in advance at 31st 
December. 1984 Rs. 100. (c) Subscriptions received in advance at 31st December 


EXERCISES 1.239 


1985 Rs, 80. (d) Subscriptions for 1983 accrued but not receveid at 31st December 
1985 Rs. 140. (e) Sundry Assets at the beginning of the period, Rs. 5,200, 
Sundry Assets at the end of the period, Rs. 5,400. (f) Cash balance at Ist 
January 1985 Rs. 320. 

Ans.: Cash Balance at 31st December, 1985 Rs. 1,920 ; Subscriptions received during 1985 
Jis. 4,200. 

10. The Receipts & Payments Account and Income & Expenditure Account 
of the Vidyasagat Public Pathagar for the year ended 31st December, 1985 were 
as follows : 


Receipts and Payments Account for the year ended 31-12-85 


Dr. Cr. 
Receipts Payments 
Rs. Rs. Rs. 
To palance b/f 350 By Books 750 
„ Subscriptions , Printing & Stationery 75 
1984 200 „ Salaries 625 
1985 1,750 , Advertisement 50 
, Miscellaneous Expenses 160 
950 Balance c/f 1,110 
„ Interest 200 А i 
„ Donations for 
Social Fund 75 
„Кел 
1984 130 
1985 65 
195 


2,770 2,770 
a = 
—— ————+—=————= 


Income & Expenditure Account for the year ended 31-12-1985 


Dr Сг, 
Expenditure Income 

Rs. Rs. 

To Audit! Fees 60 By Interest 190 

» Salaries 650 » Subscriptions 1,900 

„ Miscellaneous Expenses 160 » Rent 130 
, Printing & Stationery 75 
» Advertisement 45 
» Depreciation on Building 285 

„ Excess of Income over 

Expenditure (Surplus) 945 

2,220 2,220 
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On inquiry you were told that the Library’s assets as on 1-1-85 included: 
Buildings: Rs. 8,500; Books Rs. 7,500; Furniture Rs. 500 and Investments 
Rs, 2,500 ; but there were no liabilities as on that date. 

You are asked to prepare the Balance Sheet of the Library as on 31-12-1984 
and 31-12-1985. 

Ans.: otal of Balance Sheet Rs. 19,680 as on 31-12-54 and Rs. 20,795 as on 31-12-85. 

1l. The following is the Receipts & Payments Account of a club for the 
year ended 31st December 1979 : 

Receipts : Cash in hand (1-1-79) Rs. 1,000 ; Cash at Bank (1.1.79) Rs. 4,000 ; 
Donation for building Rs. 10,000; Sale of old furniture ( Balance on 1.1.79 
Rs. 100) Rs. 80; Sale of old Newspapers Rs. 200; Subscriptions Rs. 20,000. 

Payments: Sports materials Rs. 2,500; Salaries Rs. 3,250; Furniture 
Rs. 1,600 ; Newspapers Rs. 500 ; Building Fund Investment Rs. 10,000 ; Tournament 
Expenses Rs. 11,000 ; Postages Rs. 200 ; Cash in hand (closing balance) Rs. 1,030 ; 
Cash at Bank ( closing balance ) Rs. 5,200. 

The following adjustments are to be made: (i) of the subscriptions collected 
Rs. 2,000 was for the outstanding of 1978; (и) on 1-1-79 the stock of sports 
materials was Rs. 500 and on 1.1.80 it was Rs. 700. 

Prepare the Income & Expenditure Account for the year ended on 314 
December, 1979 and show the Capital Fund of the club as on that date. 

[ C. U. B. Com. ( New Syllabus )-—1980 ] 

Ans.: Surplus Rs. 930 ; Opening Capital Fund Rs. 7,600 ; Closing Capital Fund Rs. 8,530. 

12. The following shows the position of the Calcutta Library as at Ist 
January, 1985: 


Liabilities Rs. Assets Rs. 

Capital Fund 1,50,000 | Building 50,000 
Outstanding Liabilities Furniture 5,000 
(for expenses ) 5,000 Library 25,000 
Investments 50,000 

Outstanding Subscriptions 20,000 

Cash in hand 5,000 

1,55,000 1,55,000 


ee - 


Analysis of the Cash Book during the year gives the following particulars : 


Receipts Rs. Payments Rs. 

To Subscriptions 75,000 By Salaries 3,600 
, Donations 50,000 , Purchase of Books 40,000 

, Interest on Investment 600 , Rent & Taxes 3,600 

„ Sale of old Furniture 500 ,, Outstanding Liabilities 5,000 

, Proceeds of Lectures etc. 8,000 , Insurance Premium 1,500 
, Printing & Stationery 450 

3» Purchase of Furniture 7,500. 

, Investment 75,000 

» Sundry Expenses 450 


» Balance 2,000 
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The following adjustments are required : 

(a) Outstanding Subscriptions amount to Rs. 15,000; (b ' Outstandin 
Liabilities for expenses Rs. 7,500 ; (c) Insurance Premium ИОК to Rs, 300 
was paid in advance ; (d) Depreciate Building at 5 p. c. ; Library Books at 10 p. c. 
and Investment at 5 p. c. 

Prepare an Income and Expenditure Account for the year ended 31st December 
1985 and a Balance Sheet as on that date. [ C. U. B. com. ( Adv. )—adapted ] 

(Ans. : Surplus Rs. 46,550 ; Total of Balance Sheet Rs, 2,54,050.) 

Note; Depreciation Charge on closing balance of Books and Investment. 

13. Following is the Receipts and Payments Account of a club for the year 
ended 31st March 1982 : 


Dr. Cr. 
Receipts Rs. Payments Rs. 
Cash in hand 50 Salaries 2,400 
Cash at Bank 565 Rent 720 
Subscriptions ( including Rs. 100 Postage 30 
for 1980-81 and 150 for Printing & Stationery 255 
1982-83 ) 4,550 Electricity charges 300 
Interest оп Investment 2,000 Meeting Expenses 150 
Bank Interest 25 Purchase of Library Books 1,000 
Sale of Furniture 300 Investment in bonds 1,000 
'| Cash in hand 155 
Cash at Bank 1,480 
7,490 7,490 


The following additional information is supplied to you—(1) on Ist April, 
1981 the club had the following assets and liabilities : 

(a) investment costing Rs. 40,000. (b) furniture Rs. 3,000, (c) library books 
Rs. 5,550, (d) liability for rent Rs. 60 and for salary Rs. 200. 

(2) On 31st March 1982, rent of Rs. 60 and salary Rs. 200 were in arrear. 

(3) The book value of furniture sold was Rs. 250. 

Prepare the Income & Expenditure Account forthe club for the year ended 
31st March, 1982 and the Balance Sheet as on that date. 

[ C. U. B. Com.—adapted ] 

(Ans.: Surplus Rs, 2,520 ; Capital Fund Rs. 49,005 and Total of Balance Sheet Rs. 51,935.) 

14. From the following particulars of Indian Literary Society, prepare a 
Receipts and Payments Account. Income and Expenditure Account for the year 
ended 31st December, 1984 and a Balance Sheet as on that date. 


Balance Sheet as at 31st December 1983 


Liabilities Rs. P Я p 
Outstanding Expenses 850 | Cashin han ‚/ 
Reserve Fund p 1,150 Бел at pank Shae 
Capital 30,000 nvestments i 

аш Library Books 2,000 
Furniture . 2,950 

Outstanding Subscription 800 

Accrued Interest 250 

32,000 32,000 


16[ 1°85] 
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The transactions for the year 1984 : 

Receipts: Subscriptions Rs. 5,000; Proceeds of Lectures etc. Rs. 2,000; 
Interest on Investments Rs. 950; Entrance fees Rs. 2,000; Sale proceeds of old 
furniture Rs. 150 ( Book value Rs. 200 ). 

Payments: Rent Rs. 1,200; Cost of entertainments Rs, 1,500; Printing 
charges Rs. 300; Miscellaneous expenses Rs. .960; Advertising Rs. 400; 
Purchase of Investments Rs. 5,000. Furniture Rs. 800 and Library Books Rs. 600. 


The following adjustments are necessary : 


Outstanding subscription Rs. 650 ; Accrued interest on investments Rs. 300; 
Outstanding liabilities for Rent Rs. 200, for printing 150. Provide depreciation 
on Library Books at 10% and on Furniture @ 5%. The bye-laws of the society 
provide that 50% of the entrance fees is to be capitalised. Balance of cash at the 
end of the year was Rs. 340. [ C. U. B. Com.—adapted ] 

(Ans, : Cash at Bank as on 31,12,54 Rs. 5,000; Excess of. Incoma Over Bapenditure Rs. 4,552 
Total of Balance Sheet Rs. 37,052.) 

15. The Receipts and Payments Account for 1984 of the Calcutta Young- 
man's Recreation Club is given below: 


Dr. Cr. 
Receipts Payments 

Rs. Rs. 

То Donation 4,000 | By Rent 9.000 
», Life Membership fees 5,000 » Salaries 11,500 
» Entrance fees 2,500 » Furniture 2,000 
» Subscriptions 6,750 » Electricity ] 600 
, Bar Receipts 25,000 » Bar Purchases 20,000 
» Journey Receipts 1,800 » Journey Expenses 1,505 
» Billiard Fees 500 », Telephone Rent 380 
» Table Tennis fees 250 » Postage 120 
» Card room receipts 125 » Bank Balance 1,420 
» Grant from Calcutta Corpn. 1,000 » Cash Balance 400 
46,925 46,925 


You are required to prepare and Income and Expenditure Account for 1984 
and a Balance Sheet asat 31st December 1984, after taking into the following 
information : i 

(a) Donation in entirely, three-fourth of the Life Membershi p fees and 
half of the Entrance Fees are to be capitalised. 

(b) Subscriptions received in advance are Rs. 250 and outstanding Rs. 1,000. 

(c) "Rs. 200 was unrealised on Journey Account. 

(d) Rent was paid for three years including 1984. 

(e) Salaries include an advance of Rs. 500 and a sum of Rs. 1,000 remained 
unpaid as at 3Ist December. 

(f) Furniture is to be depreciated at 6%. 
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(g) Ваг stock as at 31st December 1984 amounted to Rs. 5,000. 


(h) Telephone rent had been paid up to March, 1985. 
[ С. A.—adapted ] 


(Ans.; Bacess of Income over Expenditure Rs, 6,245 ;*Total of Balance Sheet Rs. 16,495.) 

16. From the following ledger balances of a family available оп 31st 
December 1984 prepare (i) Trial Balance as on that date and (ii) an Income 
and Expenditure Account of the family for the month : 


S Е 

Expenses for fish, meat, eggs etc. 1,250 
Expenses for foodgrains 2,100 
News paper subscription 70 
Expenses for pulses 300 
Expenses for mustard oil 250 
Expenses for spices 280 

650 


Expenses for vegetable 
Cost of Almirah and Dinner Table 5,200 


Cash in hand ( 31-12-84 ) 300 
Income from House property 5,400 
Income from salary я 4,200 

800 


Income from agriculture 
[ W. В. Н. S. Examination—1985 ] 


Ans: Total of Trial Balance Rs. 10,400 ; Excess Income over Expenditure Ев. 5,500. 


[D] Objective Questions 
(1) Write whether the sentences are ‘true or ‘false’ : 
(i) An Income and Expenditure Account cannot be prepared from a Receipts 


and Payments. . 

(ii) The Receipts and Payments Account is called a cash trial. 

(iii) A Receipts and Payments Account can be prepared only from an 
Income and Expenditure Account under accrual basis. 

(iv) There is no differences between a Trial Balance and a Cash Trial. 


(Ans.: (i) True, (ii) True, (Wi) False, (iv) False.) 


CHAPTER IX 


Accounting for Terminable Venture ( Profit-seeking Unit ) 


Terminable venture—Meaning—Features ; Single venture—Objectives ; 
Starting Cash—Recording of transactions—Final Cash Balance at the end 
of the venture—Difference from the starting cash—Idea of increase or 
decrease of capital—Its relation with profit ог loss—Keeping Cash Book 
and Ledger—Preparation of venture Account. 


Terminable Venture 


Definition: The importent definitions of Terminable Venture are given below : 


“A venture may be thought of as a more or less speculative undertaking 
(usually not a part of the regular business operations of the participant or parti- 
cipants) involving certain specific goods and terminating when these goods are 
disposed of."— Principles Accounting ( Advanced )—Finney and Miller 

“They ( venture ) consist of activities that are directed for earning profit by 
any means for a limited period of time."— Teaching Guidelines : W. B. Higher 
Secondary Council. 

So, if a person or a concern is engaged to purchase and sell of goods or 
to render services or made a contract to complete a job within a limited period 
of time is called a Terminable venture. The financial activities of the venture 
are ended after completion of the object of the venture. 

Classification of Terminable Venture: According to the profit-motive of 
the ventures, these are divided into two classes: (1) Non-profit-seeking Termina- 
ble Venture and (2) Profit-seeking Terminable Venture. 

(1) Non-profit-Seeking Terminable Venture : А venture is formed to render 
services to a particular class of people or an association without any profit-motive 
within a limited period of time is called a Non-profit-seeking Terminable 
Venture; as for example, Flood Relief Committee of a club, Drought Relief. 
Committee of a society etc. 

(2) Profit-seeking Terminable Venture: А venture is formed to earn profit 
by purchasing and selling goods and/or rendering service or made a contract 
to complete a job within a limited period of time, is called a Profit-seeking 
Terminable Venture; as for example, short-term contract, temporary shop in a 
fair etc. 

According to the number of owners, the profit-seeking terminable ventures 
are to be divided into two classes: (a) Single Venture and (2) Joint Venture. 

(i) Single Venture: When a venture is formed, run or maintained by a 
person or a concern is called Single Venture. 

(i) Joint Venture: When a venture is formed, run or maintained by more 
than single person or a concern is called Joint Venture. 


Information to Learners 

Higher Secondary Syllabus on Accountancy has already dropped the Joint venture. So, 

the single venture is discussed here. “The course should not be made heavy by including 
problems on joints ventures.” Teaching guidelines: W. B. Higher Secondary Council 
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Features of a Terminable Venture: The features of a terminable venture 
аге discussed below : 

(1) Profit Motive; The concerns are formed to earn profit from a particular 
work within a limited period of time. Generally, these are short-term concerns. 

(2) Quantity of Capital: The amount of capital of a terminable venture 
is comparatively small. Generally a terminable venture may be formed by contri- 
buting capital from his own sources or taking loan from others. 

(3) Cash Transactions : Almost all transactions of a terminable venture are 
made in cash. If any credit transactions are made; it is to be cashed during 
the life time of the venture. 

(4) Revenue Transactions: All transactions of a venture are in nature of 
revenue. For this reason there is no continuity of transactions of a terminable 
venture. 

(5) Cash Basis of Accounting: The financial result of a venture is deter- 
mined under cash basis of accounting. The accrual basis of accounting cannot 
be followed in a venture. 

(6) Simple Accounting Procedure: A simple accounting procedure can be 
followed by the venture. As for example, profit or loss of the venture can be 
known from a Cash Account by differentiating between opening cash and closing 
cash. 

(7) Few Number of Accounts : A few number of accounts is to be maintained 
forthe venture accounting ; as for example, Cash Account, Venture Account and 
Capital Account. 

(8) Separate Accounting Unit: Every venture should be treated as ай 
accounting unit and the financial results is to be ascertained separately. 

(9) Introducing Name: There is no introducing name for a venture. 
Because, the venture cannot be maintained by a particular name. 

(10) Duration: It is formed for a particular period of time Cie, week, 
months etc. ) or for a particular job. 


Objects of a Terminable Venture: The main objects of a terminable venture 
are given below : 

1, The huge amount of capital is not necessary to form a venture and any 
person can form the business without any complicated procedure of starting 

2. The return on capital is to be earned within a limited period of time 

3. The terminable venture may be run as a side-business of a permanent 
business. 

4. The risk of the terminable venture is very minimum and every person 
can form and run it. 

5. The accounting procedure of a terminable venture is very simple, The 
financial result can be ascertained by applying Double-entry system. i 

6. Any unexperienced businessman can collect his necessary experience of 
business through a terminable venture, 

Accounting of a Terminable Venture under Double-Entry System : The profit 
or loss of a venture can be determined by preparing a Cash Account or Bank 
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Account. But the venture accounting can be made with the help of following 
three accounts under Double-entry System. 

(1) Cash Account|Bank Account: All cash receipts and cash payments are 
recorded in this account. The maximum transactions of terminable venture are 
made in cash. If any credit transaction is made, it is cashed within the life time 
ofthe venture. The profit or loss of the terminable venture can be ascertained 
by differentiating between opening cash (i.e. starting cash) and closing cash (i.e. 
final cash balance at the end of the venture). 

(2) Venture Account: All transactions of a terminable venture are of 
revenue nature, All transactions relating to income are recorded in the credit 
side of the Venture Account and all transactions relating to expenses are-recorded 
in the debit side of the Venture Account. If the Venture Account shows a credit 
balance, it indicates a profit of the venture Account. If the Venture Account 
shows a debit balance, it indicates a loss of the venture. 

(3) Venturer's Capital Account: The account in which the transactions 
relating to capital of the venturer are recorded, is called Venturer’s Capital 
Account. The following are transactions relating to capital of the venturer : 

(i) Investment by venturer in form of cash, Bank and other assets : 

(ii) | Withdrawal of cash, goods and other assets from business. 

(iii) Profit or loss of the venture. 

In the case of investment in goods and other assets, the Venture Account 
is to be debited and Venturer’s Capital Account is to be credited. In the case of 
withdrawal of goods and other assets, the Capital Account is to be debited 
and Venture Account is to be credited. 

In the case of profit, Venture Account is to be debited and Capital Account 
is to be credited and in the case of loss, Venturer’s Capital Account is to be 
debited and Venture Account is to be credited. 

Differences between Venture Accounting and Periodical Accounting: A 
terminable venture is a temporary business. The Venture Accounting is completed 
just after complition of the venture. In the case of a going concern, the periodical 
accounting system is to be maintained to ascertain the financial results and 
financial position : 


Venture Accounting Periodical Accounting 


1. Under this accounting the final 


1. “Under this accounting the final 


accounts are to be prepared at the end 
of the venture. 

2. The determination of accounting 
period is not necessary in the case of 
a venture. Because the profit of the 
venture is ascertained at the end of the 
venture. 

3. Under venture accounting, there 
is no closing balance of Ledger accounts 
at the end of the venture. 


А 


accounts аге to be prepared at the end 
of the accounting period. 

2. The determination of accoun- 
ting period is necessary under the perio- 
dical accounting. Generally, an accoun- 
ting period is fixed for a year or six 
months, 

3. Under periodical accounting, 
there are closing balances of personal 
and real accounts at the end of the 
accounting period. 


is) Арабда» д 
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Venture Accounting 


Periodical Accounting 


4, The transactions of a venture are 
of a revenue nature. 


5. Generally, all transactions of a 
venture are to be completed in cash. 
So, a Cash Book is the main book 
of a venture. 

6. The adjustments of pre-received 
incomes, pre-paid expenses, outstanding 
expenses and outstanding incomes are 
not necessary. Because, the cash basis 
of accounting is to be followed in 
venture accounting. 

7. There is no continuity of transa- 
ctions in venture accounting. At the 
end of the venture, all accounts are to 
be closed to ascertain the financial 


results. 


8. The veluation of closing stock is 
not necessary in venture accounting. 


9. The preparation of a Trial Balance 
is not necessary in venture accounting 
to prove the arithmetical accuracy. 


10. The Balance Sheet cannot be 
prepared at the end of the venture. 


11. The accounting expenses of 
transactions are less than the accounting 
expenses of a going-concern. 

12. The accounting of a venture is 
not related with another venture 
accounting. 


4. The transactions of a periodical 
accounting are classified into two 
groups—(a) Revenue nature and (b) 
Capital nature. 

5. The transactions of a periodical 
accounting are to be made in cash. So, 
the various important books are to be 
maintained in periodical accounting. 

6. The adjustments of pre-received 
incomes, pre-paid expenses, outstanding 
incomes and outstanding expenses are 
necessary. Because, the accrual basis 
of accounting is to be followed in the 
periodical accounting. 

7. There is a continuity of transac- 
tions in periodical accounting. At the 
end of the accounting period, all 
accounts are closed. The balances of 
nominal accounts are transferred to the 
Profit & Loss Account/Income & Expen- 
diture & Account. The balances of 
personal and real accounts are trans- 
ferred as the opening balances of the 
next accounting period. 

8. The valuation of closing stock 
is necessary in periodical accounting. 
Because all stock are not sold at end 
of the accounting period. 

9. The preparation of а Trial 
Balance is necessary іп periodical 
accounting to prove the arithmetical 
accuracy. 

10. The Balance Sheet must. be 
prepared at the end of the accounting 
period to:know the financial position, 

11. The accounting expenses of 
transactions are more than the 
accounting expenses of a venture. 

12. The accounting of a going 
concern is related with the accounting 
of the another accounting period. 
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Differences between а Terminable Venture and a Going-concern: A terminable 
venture is a profit-seeking concern for a limited period of time or for a particular 
work. A going-concern is a profit-seeking concern for a unlimited period of time. 
The differences between a terminable venture and a going-concern are given below : 


Terminable venture 


Going-concern 


1. It is a temporary business. It is 
formed for a particular period of time 
or for a particular job. 

2. The number of transactions of a 
terminable venture are very few. 


3. It is dissolved just after completion 
of the work or after expiry of the 
contractual time. 

4. The Venture Account and Cash 
Account are to be prepared to determine 
financial results апа the financial 
conditions. 

5. There is no requirement of pre- 
paration of a Trial Balance to know the 
arithmetical accuracy. 

6. Profit or loss of the venture 
is determined at the end of the venture. 


7. All transactions of a terminable 
venture are of revenue nature. 


8. There is no existence of closing | 
So, | 


Stock at the end of the venture. 


А * * | 
there is no requirement of valuation of | 


closing stock. 


9. In the case of a venture, profit 
or loss is to be correctly ascertained ; 
because, the creation of provision for 
future loss is not necessary. 

10. The -adjustment of outstanding 
expenses, pre-paid expenses, outstanding 


incomes and pre-received incomes is not. 


necessary, because, it does not continue 
for future. 

11. It does not contain any identical 
name. 

12. Generally, it is a side business of a 
main business, 


1. It isa permanent business. The 
duration of a going-concern cannot be 
fixed before liquidation of the concern. 

2. The number of transactions of a 
going-concern is more than a terminable 
venture. 

3. The activities of a going-concern 
will continue for a long period of time 
until it is dissolved. 

4. The Trading and Profit & Loss 
Accountand Balance Sheet are to be 
prepared to determine the financial 


| results and financial conditions. 


5. The preparation of a Trial 
Balance is essential to know the arith- 
metical accuracy, 

6. Profit or loss of a going-concern is 
calculated at the end of each accounting 
period. Because, the financial activities 
will continue until it is dissolved. 

7. The transactions of a going-con- 


| cernare to be divided into two classes : (1) 


Capital nature and (ii) Revenue nature. 

8. Generally, there is a closing stock 
at the end of each accounting period 
of a going-concern. So, the valuation of 
closing stock is essential at the end of 
each accounting period. 

9. In the case of a going-concern, 
profit or loss cannot be correctly 
ascertained ; because, the creation of 
provision for future loss is necessary. 

10. The adjustment of outstanding 
expenses, pre-paid expenses, outstanding 
incomes and pre-received incomes is 


necessary ; because, it continue for 
future. 
1. It contains an identical name. 


12. Generally, it is a main business. 
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Ascertaiument of Profit or Loss of a Venture 


The methods of calculation of profit or loss depends upon the size and 
nature of a venture. Generally, the methods of calculation of profit or loss are 
to be divided in the following manner; (a) by differentiating between starting 
cash and final cash balance at the end of the venture, (b) by differentiating 
between opening capital and closing capital and (c) by preparation of a venture 
Account. 


(a) Calculation of Profit or Loss of a Terminable Venture by differentiating 
between starting cash and final cash balance at the end of the venture : The amount 
of cash which is invested by a venturer to start a terminable venture is called 
starting cash of a venture. The venturer purchases goods and services from the 
starting cash and pays necessary expenses of the venture. Generally, maximum 
transactions of a terminable venture are made in cash. If any credit transaction 
is occurred, it is to be cashed during the life time of the venture. Ultimately, all 
transactions of the venture are recorded in a Cash Account. The starting cash, 
cash sales and cash realised from customers are recorded in the debit side of the 
Cash Account and cash purchases, payments of expenses and cash payment to 
suppliers are recorded in the credit side of the Cash Account. If any amount of 
cash is withdrawn by the venturer, it will be recorded in the credit side of the 
Cash Account. Similarly, if any further investment is made, it is to be recorded 
in the debit side of the Cash Account. At the end of the venture, the Cash 
Account is balanced. The balance of Cash Account is called Final Cash Balance 
at the end of the venture. 

The profit or loss of the venture is calculated by differentiating between 
starting cash ( opening cash) and final cash balance at the end of the venture 
(closing cash). If the final cash balance at the end of the venture is more than 
starting cash, the difference between them is called profit of the venture, i.e. profit 
earns by the inflow of excess assets. If the final cash balance at the end of the 
venture is less than starting cash, the difference between them is called loss of the 
venture i.e. loss occures by the outflow of existing assets. If cash and goods 
are withdrawn by a venturer, the value should be added with the final cash 
balance at the end of the venture. If any further investment is made by the 
venturer, the value should be deducted from the final cash balance at the end of 
the venture, So, a statement is prepared to determine the profit or loss of the 
venture by adding the amount of drawings with the final cash balance and 
deducting the amount of further investment and starting cash is called a statement 
of Profit or Loss of the venture. 


Illustration 1: On 30th November, 1985 Ram Sinha purchased 300 mangoes 
in a basket for Rs. 125 from Koley Market and sold them in Sealdah Station 
Market on that date. He sold the mangoes at the following prices : 

4 dozen @ Rs. 7:00 per dozen; 7 dozen (à Rs. 6°00 per dozen ; 8 dozen 
@ Rs. 6:50 per d@en : 12 dozen @ Rs. 6'00 per dozen. 

12 mangoes were rotten and sold them to a beggar for Rs, 1°00 only. 

You are to ascertain the profit or loss on the venture of Ram Singh. 
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Solution : 
In the Books of Ram Singh 
Dr. CABH ACCOUNT Cr 
—M—————————————————————— 
Date Particulars L.F.| Amount| Date Particulars L.F. | Amount 
1985 Bs, Rs. 1985 Rs 
Nov. 30 | To Sarting Cash Nay. 30 By Purchase of 30 í 
. 80 о. 
(Capital) 125'000 | " ^ 
To Sale of mang ез: CAN ine tent РЕ 

4 dozen 

@ Bs, 7°00 

per dozen 28°00 | 

7 dozen. 

@ Rs. 6:00 

per dozen 42°00 

8 dozen 

@ Rs. 6°50 

per dozen. 62°00 

12 dozen 

@ Bs. 600 

per dozen 72°00 

12 rotten 

mangoes гоо 

Б REL. 19500 | By Balance o/d 19500 
32000 320'00 
To Balance b/d 195'00 


STATEMENT OF PROFIT OR LOSS OF THE VENTURE ON 30TH NOVEMBER, 1985 


| Rs. 

Final Cash Balance at the end of the venture | 19500 
Less Starting Oash | 125°00 
Profit of the venture | 70°00 


Uses of goods or assets by venturer from venture : А venturer can withdraw а 
portion of goods from his personal use or household purpose. The goods or 
assets are to be valued at cost price or market price which ever is less at the end of 
the venture. The profit or loss of a venture is to be calculated by differentiating 
between sum total of closing cash and value of goods or assets taken by venturer 
and sum total of starting cash and further investment. It is determined in the 
following formula : 

Profit or Loss Olosing Cash + Drawings – (Starting Cash + Further Investment) 

{If it shows а positive figure which indicates profit, and in the case a negetive figure, it 
indicates loss]. 


Valuation of stock used by a venturer or unsold stock : The valuation of unsold 
goods or stock used by a venturer is an important factor in venture accounting. 
If it is not correctly valued, the profit or loss of the venture cannot be correctly 
ascertained. For the valuation of stock or goods taken by a venturer, all expenses 
incurred for a venture are to be divided into two вгоирз-@ 1) Non-recurring 
Expenses : The expenses which аге paid to bring goods at a saleable condition are 
called non-recurring expenses ; and (2) Recurring Expenses : The expenses which 
are paid to sell, distribute and maintain the venture is called recurring expenses. 
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In valuation of stock, the proportionate non-recurring expenses which are paid 
to make the goods at a saleable condition are to be added with the cost price. 
But the proportionate recurring expenses will not be included in the case of 
valuation of stock or goods taken by a venturer. After addition of non-recurring 
expenses with purchase price or cost price of goods, it is to be compared with 
the market price and which is lower is to be taken as the value of stock. 


As for example, Kalyan purchased 100 boxes of medicines @ Rs. 500 per 
box and paid Rs. 2,000 for carriage, Rs. 1,500 for insurance and Rs. 500 for 
landing charges. He sold 90 boxes of medicines @ Rs. 800 per box. So, 
the value of unsold 10 boxes is Rs. { Rs. 500 x 10- (2000 1500+500) 510} or 
Rs, 5,400. Suppose, he sold the boxes of medicines @ Rs. 520 per box. Then the 
value of unsold medicines will be Rs. 5,200 (i.e. Rs. 520х 10). Because cost 
price of medicines is more than market price. 


Illustration 2: Mr. B. Bhoumick undertook a contract for constructing a 
bridge at a price of Rs. 1,35,000. He started the contract and opened a Bank 
Account for Rs. 62,000. From the following information prepare a Bank Account 
and ascertain the Profit or Loss of the venture : 


Rs. Rs. 
Iron rods 32,000 Labour charges 15,000 
Cement 23,000 Godown rent 2,300 
Stone chips 21,500 Carrying cost 1,700 
Sand 3,800 Shuttering etc. hire 2,500 
Excess materials of Rs. 3,700 is used for household. 
Solution : In the Books of B. Bhoumick 
Dr BANK AOCOUNT Cr, 
а ө————_ 
Date Particulars |>». Ао | Date Particulars Т.Р. | Amount 
Вз. Rs. 
To Btarting Cash 62,000 By Venture A/o : 
(Opening Capital) 1,35,(00 Tron rods 82,000 
To Venture A/c: Cement 23,000 
Contract price Stone chips 21,500 
Sand 8,800 
Labour charges 15,000 
Godown rent 2,300 
Carrying cost 1,700 
Bhuttering eto, hire 2,500 
EVE Balance efd 95,200 
1,97,000 
n te 1,97,000 
To Balance b/d 95,200 ae 


CN 


STATEMENT OF PROFIT OR LOSS OF THE VENTURE 


Partionlars | Amount Amount 
Rs. Rs. 
Final Cash balance at the end of the venture (Closing Capital: 95,200 
Add Unused material withdrawn (Drawing) 8,700 
4 — — | 98,900 
Less Starting cash (Opening Capital) 62,000 
Profit of the Venture 36,900 


a 
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Difference from Starting Cash 


A terminable venture is generally started with cash. In spite of that, a 
venture may be started with cash, goods and assets. The goods and assets can be 
converted into cash to meet the want of financial capital. So, the total amount 
of cash, goods and assets which is used to start a venture, is called Opening 
Capital. Similarly, all goods and assets are not sold at the end of the venture. 
These can be used by the venturer for personal use or as opening capital of the 
another venture. So, the total amount of goods and assets which is not sold and 
cash in hand at the end of the venture is called Closing Capital. When all transac- 
tions of a venture are not made in cash then profit or loss of the venture can not 
be determined by differentiating between starting cash and closing cash. The 
sum totals of assets at the beginning of the venture ( i.e. opening capital ) and the 
sum totals of assets at the end of the venture ( ѓе. closing capital ) are used to 
determine the profit or loss of the venture. 


(b) Calculation of Profit or Loss of a Terminable Venture by the change of 
Capital or Differentiating between Opening Capital and Closing Capital :: Profit or 
loss of a terminable venture can be determined by the change of capitals (i.e. 
differentiating between Opening Capital and Closing Capital of the venture ). If 
the Opening Capital is less than the Closing Capital of a venture, the difference 
between them is called Profit. Again, if the Opening Capital is more than the 
Closing Capital, the difference between them is called Loss. If a venturer with- 
draws any asset or cash for personal use or household purpose, the value of 
these is to be added with the Closing Capital. Similarly, if any further invest- 
ment is made, the value of further investment also deducted from the Closing 
Capital. The following is the statement of determination of profit or loss of a 
venture. 


STATEMENT OF PROFIT OR LOSS OF THE VENTURE 


Rs, Rs. 


Closing Oapital ase 
Add Drawing ave 


Less Opening Capital 
Add Further Investment 


Profit (or Loss) of the venture 


[It the final result is positive, it indicates profit; again, if tho final result is negative, it 
indicates loss of the venture | 


Idea of Capital and its- change: In Economics, capital is the creater of 
income. Normally, the amount of which is used for production of goods is 
called capital. So, the income creating wealths are called capital. The wealth 
which cannot create any income is not capital but is called consumers’ goods. 
In Accountancy, the amount of total assets which is used to earn incomes, is 
called capital. So, the capital is used to earn profit repeatedly in a business. 
So, capital is the amount of money or assets which are invested by the owner 
or owners to purchase the income-creating assets and to pay the running and 
maintenance expenses of a business. 
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The amount of cash or Bank is introduced by a owner or owners to start or 
to maintain a business is called Financial Capital. A part of Financial Capital 
which is used to purchase the fixed assets of a business is called Fixed Capital ; as, 
Land & Building, Plant & Machinery, Furniture etc. A part of financial capital 
which is used to purchase raw materials, finished goods etc., to pay sundry 
creditors, bills payable, loans etc. and to realise cash from sundry debtors, bills 
receivable, advance etc. is called Circulating Capital. Again, capital which is 
introduced by the owner or owners, long-term Іоапѕ еѓс. are called Fixed Liabilities. 
Similarly, short-term loans. sundry creditors, bills payable, outstanding expenses 
etc. are called Current Liabilities. The excess of current assets over current 
liabilities is called Working Capital. If the fixed assets and fixed liabilities are 
unchanged, the increase of Working Capital indicates profit and decrease of 
working capital indicates loss of the business. Simply, we can say that the 
amount of capital is changed for profit or loss of a business. If the amount 
of profit is re-invested in the business, the opening capital for the next 
accounting period or venture will increase ; again if the amount of loss is not 
made good by the owner or owners, the opening capital of next accounting 
period or venture will decrease. If the owner introduces any further capital, 
the closing capital will increase, But this incredment does not indicate any profit. 
If any amount is withdrawn by the owner or owners during an accounting 
period, the closing capital will decrease. But, the reduction of closing 
capital does not indicate loss of the business. So, the profit of the venture 
can be determined after adjustment of drawing and further investment. For 
this reason, a great writer of Accountancy said that “Inflow of excess assets 
indicates profit and outflow of net assets indicates loss.” On the above discussion, 
we come to conclusion the following, items : 

(i) ) When, Opening Capital Closing Capital ( i.e. the stage of no profit or 
no loss 

(i) When, Opening Capital « Closing Capital ( i.e. the stage of profit ) 

(iii) When, Opening Capital2 Closing Capital ( i.e. the stage of loss ) 

The determination of profit by comparing between Opening Capital and 
Closing Capital is shown in the following illustration. 


Illustration 3: А. Bose started a venture with Rs. 10,000 as capital, At the 
end of the venture he earned Rs. 1,500 as profit. 
Show his Capital Account at the end of the;venture. 


11,500 11,500 


Solution : In the Books of A. Bose 
Dr. CAPITAL ACCOUNT Cr. 
MAIER ТУ: Ое 0E aec ai cmn Re 
Date Particulars m | Amoust | Date | Particulars m | Amount 
Rs. | Rs. 
To Cash | 
Final Cash Balance | aut By Cash (Starting Cash) 10,000 
at the end of the By Venture A/o 1,500 
venture 11,500 Profit of tbe venture 
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Illustration 4: B. Bose started a venture with Rs. 8,500 as capital, At the 
end of the venture he incurred a loss of Rs. 1,200. 
Show his Capital Account at the end of the venture. 


Solution : 
In the Books of B. Bose 
Dr. CAPITAL ACCOUNT Or. 
———————————————————e 
T 
Date Particulars | J.F. | Amount | Date | Particulars | J F. | Amount 
To Venture Rs. Rs. 
v Loss of the venture 1,200 ө By Cash 8,500 
р) 
" Final cash at the ond 7,300 
of the ventura LA 
8,500 | 8,500 
E m ка 


Illustration 5: Mrs, R. І. Subba started a venture оп Ist August, 1985 with 
following assets: Cash Rs. 2,000; Bank Rs. 4,000; Furniture Rs. 500 and 
Machinery Rs. 1,500. 

On 30th November 1985, she completed the venture and she had the 
following assets on that date : Cash Rs. 4,300 ; Bank Rs. 3,500 ; Furniture Rs. 300 
and Machinery Rs. 1,200. 

Calculate the profit of the venture and change of capital as on 30th 
November, 1985. 

Solution : 
In the Books of Mrs. R. L. Subba 
STATEMENT OF ASCERTAINMENT OF PROFIT OR LOSS OF THE VENTURE 


Rs. | Вз. 
Closing Capital : 

Cash 4,300 | 

Bank 8,500 | 

Furniture 300 

Machinery 1,200 9,300 
Less Opening Capital : | 

Cash 2,000 ? 

Bank 4,000 

Furniture 500 

Machinery 1,500 8,000 

Profit of the venture 1,300 


In this illustration, opening capital is Rs. 8,000 and closing capital is 
Rs, 9,300. So the increase of capital і.е. profit is Rs. (9,300 — 8,000) or Rs. 1,300. 


Illustration 6: Mr. Mukherjee entered into a contract of road construction. 
He agreed to receive the contract price of Rs. 1,50,000 after the completion of the 
road, He brought the following assets into the contract work on Ist November, 
1979: 

Cash in hand Rs. 50); Cash at Bank Rs. 26,300 ; Materials from own Stores 


Rs. 18,400 ; Machinery Rs. 10,000. Ё р h 
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On 29th February, 1980, he completed the contract and cash was duly 
received by the Government on ~29th February, the position of assets was as 
follows : 

Cash in hand Rs. 42,500;: Cash at Bank Rs, 40,200; Materials unused 
Rs. 10,600 ; Machinery Rs. 7,500. 

Calculate the Profit or Loss of the venture assuming that Mr, Mukherjee 
i took Rs. 2,200 for household expenses. [Tripura H. S., 1980] 


Solution : 
In the books of Mr. Mukherjee 


STATEMENT OF ASCERTAINMENT OF PROFIT OR LOSS OF THE VENTURE 


—— — 


Particulars Amount Amount 
Rs, Tis. 
Closing Capital : 
Cash in hand 49,500 
Cash at Bank 40,200 
Unused materiala 10,600 
Machinery 7,500 
1,00,800 _ 
Add Drawings 2,200 1,03,000 
Less Opening Capital : ЖЕТЕ 
Cash in hand 500 
Cash at Bank 26,300 
Materials from own stores 18,400 
Machinery 10,000 55,200 
Profit of th: venture | 47,800 


(c) Calculation of Profit or Loss by the Preparation of a Venture Account: If 
all transactions of a terminable venture are made in cash, these are recorded in 
a Cash Book and Profit or Loss of the venture is ascertained by calculating 
difference between Opening Cash and Closing Cash. But in all cases, only cash is 
not introduced to start a venture. It can be started a venture with cash, goods and 
assets, Similarly, at the end of the venture, all goods and assets may not be sold 
in cash. These can be used by the venturer for household or opening capital of 
the another venture. In this case, we can record all transactions under Double 
Entry System and Venture Account is prepared to ascertain the profit or loss of 
the venture. The cost of production or purchase price of goods, administration 
expenses and selling & Distribution expenses are recorded in the debit side of the 
Venture Account. The amount of sales or contract price, value of goods or assets 
taken by the venturer and any other incomes are recorded in the credit side of the 
Venture Account. Ifthe credit side of the Venture Account is heavier than that 
of debit side, it indicates profit, if the debit side is heavier than that of credit side, 


it indicates loss of the venture. The profit or loss of the venture is transferred 


to the Capital Account. 
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The recording of transactions of a terminable venture under Double Entry” 
System are given below : 
(a) Capital brought in cash by the venturer : 


JOURNAL Dr. Or. 
E ———————————— 
Rs. Rs. 
Cash Account Dr. 


To Capital Ac ount - 
Being cash brought into business 


S E 


(b) Goods and assets supplied by the venturer for a venture : 


JOURNAL Dr. Or. 
EJ CUP imu иле ————————=— тоо т 
Вз. | Rs, 
Venture Account Dr. | m | 


То Capital Account 
Being goods or assets supplied by the venturer | | 
Р | 
(с) Purchase of goods and assets of a venture : 
(i) Inthe case of cash purchases : 


JOURNAL Dr. Or. 
: Вз, | Rs, 
Venture Account Dr. 


To Cash Account dt | 
Being goods/assets purchased in cash 


_ _————-—-————— 


(i) In the case of credit purchases : 


JOURNAL Dr. Or. 
| Rs | Rs. 


Venture Account 
To Sellers or Creditors Account 


Being goods/assets purchased on oredit | | 


(d) Payment of expenses of the venture : 


JOURNAL Dr. Or. 
Rs, | Ез. 
Venture Account Dr. m | 


To Cash Account | 
Being expenses paid | 


HE erro 0 cur rue ERE SERE CR NE 
(е) Payment of cash te sellers or creditors : 
JOURNAL Dr. Or. 


Sellers or Creditors Account 
То Cash Account 
Being cash paid to sellers or creditors 


| 
| 


VENTURE AOOOUNT 1.257 


(f) Sale of goods of a venture : 
(i) In the case of cash sales : 


JOURNAL Dr. Or. 
Rs. Rs. 

Cash Account Dr. E 
To Venture Account ө 


Being goods sold in cash 


(ii) In the case of credit sales : 


JOURNAL Dr. Cr. 
Rs. 
Buyers or Debtors Account Dr. am 
To Venture Account oe 
Being goods sold on credit 
(8) Receipts of cash from buyers or debtors : 

JOURNAL Dr. Cr. 
| Bs. Rs 
| Cash Account Dr, aw 

To Buyers or Debtors Account m 
Boing cash received 
———————— 
(h) Amount not realised from buyer/debtors or discount allowed : 

JOURNAL Dr. Or. 

— ————————————————————————_—— 
Rs. Tis, 


Venture Account Dr. et 
To Buyers or Debtors Account 
Being the bad debts written off or discount allowed 


| 
ee ——————————————————————————————__—__—— 


(i) Payment of expenses by venturer himself ; 


JOURNAL Dr. Or. 
г osdaarkanor 0 Ин à 
| Rs. Bis. 
Venture Account Dr. ^" Я 
To Capital Account D 


| Being expenses paid by yenturer 
Lee eS ee 


G) Part of claims of sellers or creditors given ир: 


JOURNAL Dr. Cr. 
———_ 
Rs. Ri. 
Sellers or Creditors Account Dr. $ 
To Venture Account 3x 
Being the part of payment given up by sellers / 


or creditors 
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The recording of transactions of a terminable venture under Double Entry 
System are given below : 


(a) Capital brought in cash by the venturer : 


JOURNAL Dr. Cr. 
um 
Rs, Rs. 
Cash Account Dr. oo 
To Capital Ac ount - К 


Being cash brought into business 
ЕВ 
(b) Goods and assets supplied by the venturer for a venture : 


JOURNAL Dr. Cr. 
———————————— 


Venture Account Dr. m 
To Capital Account | | 


Being goods or assets supplied by the venturer | 
p —————— 


(с) Purchase of goods and assets of a venture : 


(i) In the case of cash purchases : 


JOURNAL Dr. Cr. 
/„  __ ———-——-==———_—— 
. В. | Rs. 
Venture Account Dr. 


То Cash Account 
Being goods/assets purchased in cash 


PS —— —— —— 


(d) In the case of credit purchases : 


JOURNAL Dr. Or. 
ООУ ы о ———————————— 
| Rs. Rs. 


Venture Account 
To Sellers or Creditors Account 


Being goods/assets purchased on credit | 


(d) Payment of expenses of the venture : 
JOURNAL Dr. Cr. 


Venture Account 
To Cash Account | 


Being expenses paid 


(е) Payment of cash to sellers or creditors : 


JOURNAL Dr. Cr. 
Rs. Rs. 
Dr. . 


Sellers or Oreditors Account 
То Cash Account 
Being cash paid to sellers or creditors 
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(f) Sale of goods of a venture : 
(i) In the case of cash sales : 


JOURNAL Dr, Or. 
Cash Account Dr, 
To Venture Account ө 
Being goods sold in cash 
(ii) Та the case of credit sales : 
JOURNAL Dr. Or. 


Buyers or Debtors Account Dr. tee 
To Venture Account ө 


Being goods sold on credit 


(g) Receipts of cash from buyers or debtors : 


JOURNAL Dr. Or, 
Rs. Tis. 

Cash Account Dr. ^" 
To Buyers or Debtors Account "HB 


Boing cash received 
Se 


(h) Amount not realised from buyer/debtors or discount allowed ; 


: JOURNAL Dr. Or. 
_———— ИЄмЄ————________________—_— 
Rs, Rs. 
Venture Account Dr. m 
To Buyers or Debtors Account ө 


Being the bad debts written off or discount allowed 


(i) Payment of expenses by venturer himself ; 
JOURNAL Dr. Or. 


Rs. Вз. 


Venture Account Dr. 
To Capital Account 
Being expenses paid by venturer 


——————————————————— 


(j) Part of claims of sellers or creditors given up : 
JOURNAL Dr. Cr. 


Sellers or Creditors Account Dr. 


Being the part of payment given up by sellers 
or creditors 


| 
To Venture Account | 
| 
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(k) Sold goods returned by buyers or debtors of the yenture : 


JOURNAL » Dr. Cr, 
OES PRO TTA 
| Rs, Rs 
Venture Account z Dr. | T 


To Buyers or Debtors Account | 
Being goods returned by buyers or debtors 


(1) Unsold goods returned to sellers or creditors : 


JOURNAL Dr. Cr. 
———————————————— 
| Rs. | Ез. 
Sellors or Creditors Account Dr. en 
To Venture Account f m 
Being unsold goods returned vd 


(m) Unsold goods taken by the venturer : 


JOURNAL Dr. Cr. 
Bs | RB 


| 
| 

Capital Account Dr. | ae 

To Venturo Account 

Being unsold goods taken by the venture 


(n) Cash withdrawn by the proprietors for personal use : 
JOURNAL Dr. Cr. 


Rs, Rs, 


Capital Account Dr. 
To Cash Account 
Being cash withdrawn by proprictors 


(о) Receipts of cash for income of a terminable venture : 
JOURNAL : Dr. Or. 


Cash Acc unt Dr. 
To Venture Account 
Being cash received from income 


(p) In the case of profit of the venture : 
JOURNAL . Dr. Cr. 


| Venture Account Dr. 
| о Capital Account 
Т Being profit cf the venture transferred 
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(q) In the case of loss of the venture: 


JOURNAL Dr. Or. 
———————————— ———-—-——— 
Capital Account Dr. 


To Venture Account 
Boing loss of the venture transferred 


а oe ea ae 
(r) Amount of capital withdrawn at the end of the venture : 


JOURNAL Dr. Cr. 
—————————— (m9 
2 | Rs. Rs. 
Capital Account Dr. 
To Cash Account | „ 
Being cash repaid at the end of the venturo " 
| 


шш е ы шгыЕ e И ARDEN FS mr Eon qo BRUM pes soa 

Generally, all transactions of a venture are to be recorded under Double 
Entry System by preparing at least following three accounts—(l) Venture 
Account, (2) Cash or Bank Account and (3) Venturer’s Capital Account. But, 
in the case of credit purchase, the Creditors Account is to be prepared and in the 
case of credit sales, the Debtors Account is to be prepared. At the end of the 
venture, the debit balance of Cash or Bank Account is equal to the balance of 
Capital Account, 

Illustration 7: On 30th November 1985, Panchanan started a venture with 
Rs. 3,200. He purchased goods of Rs. 2,600 and paid the following expenses : 
Wages Rs. 300 ; Carriage Rs. 420 and other expenses Rs. 340. On Ist December 
1985, he sold Rs. 4,600 and paid selling and distribution expenses Rs. 170. 

Prepare a Venture Account on 1st December 1985. 


Solution : 
In the Books of Panchanan ^ 


Dr. VENTURE ACCOUNT Or, 
Date Particulars Amount | Date Particulars Amount 
———* 
1985 Rs. 1985 : Bs. 
Nov 30 | To Cash —Purcbase of goods 2,000 | Dec. 81 | By Cash : Sales proceed 4,600 
To Cash : 
Wages 300 
Carrlage 420 
Other Expenso3 340 1,060 
Dec, 1 | To Cash : 
Belling and Distribution 
Expenses | 170 
4, 1| To Capital 770 


(Profit of the venture) 


4,600 4,600 


Illustration 8: On Ist January 1985, Bhabesh Babu started a venture with 
Rs. 5,000. On Ist January 1985 he purchased goods for Rs. 4,100 and paid 
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carriage Rs. 300. On 2nd January 1985, he sold goods for Rs. 5,800 and paid 
various expenses Rs. 700. 


Show the necessary Journal entries and close the books of Bhabesh Babu, 
Solution : 


In the Books of Bhabesh Babu 


i JOURNAL Dr. Cr. 
————————————————— — 
Date Е Particulars , ТЕ. | Amount | Amount 
— — 
1985 Rs, Rs. 
Jan. 1 Cash Account Dr. 5,000 
То Capital Account 5,000 
Being venture started with cash 
d 
» 1 Venture Account Rs. Dr. 4,400 
To Cash Account ; 4,400 
Purchase of goods 4,100 
1 Carriage 300 
Being the goods purchased and carriago paid 
5» 9 Cash Account Dr. 5,800 
To Venture Account b 5,800 
Being goods sold in cash T 
» 2 Venture Account Dr. 700 f 
To Cash Account 700 
Being various expenses paid 
» 2 Venture Account Dr. 700 
То Capital Account 100 
Being profit on Venture transferred | 
pk Capital Account Dr, 5,700 | 
To Cash Account | 5,700 
Being capital repaid 


лл 


Ledger 
CAPITAL ACCOUNT 
Dr. Or. 
Date | Partioulars Amount | Date | Particulars | Amount 
1985 | Rs. 1985 Rs, 
Jan, 2 | То Cash Account | 5,700 Jan. 1 | By Cash Account 5,060 
| 2| |, Venture Account (Profit) 700 
| 5,700 i 5,700 
| 


VENTURE ACCÓUNA 1261 


VENTURE ACOOUNT 
Dr. Or. 
Date Particulara Amount | Date | Particulars Amount 
185 Rs, 1985 Bs, 
Jan, 1 | To Cash : Jan. 9 | By Oash : 
Goods purchased 4,100 Sale of goods 5,800 
Oarriage 300 4,400 А 
2| „ Ca-h—Various 
Expenses 
2] ,, Capital (Profit of tho 
venture transferrcd) 
5,800 1 
RN 
а 
CASH ACCOUNT . 
Dr. Cr. 
—————————————M — án 
Date Particulars Amount | Date Particulars Amount 
1985 Re. 1985 | Rs. 
Jan. 1 | To Capital (Starting Cash) 5,000 Jan. 1| By Ven'ure : 
, 2| , Venture—Bale of goods 5,800 Purchase of goods 4,100 
Carriage | 800 
» 2| , Venture—various Exp, | 700 
» 2| , Capital | 
(Repayment) , 5,00 
10,800 | 10,800 


Does the adjustment of closing stock, pre-paid expenses, pre-reccived incomes, 
accrued incomes and outstanding expenses of a terminable venture are necessary ? 

The unsold goods are taken by a venturer at the end of a venture. So, 
there is no existence of closing stock. 

There is no continuity of transactions of a terminable venture. So, the 
outstanding expenses are paid and accrued incomes are realised before the close 
ofa venture. Again, until the outstanding expenses are paid or accrued incomes 
are received, a venture cannot be closed. 

Again, the questions of advance payment of expenses and advance receipt of 
incomes cannot be raised in the case of a terminable venture. The expenses which 
are paid during the life time of a venture, the effects of the expenses do not 
exceed the life time of that venture. The incomes cannot be received in advance 
inthe case of a venture. Because, there is no existence of a business after termi- 
nation of a venture. 

There is no specific accounting period of a venture. After completion of the 
financial object of a venture it is terminated. The adjustment of closing stock, 
pre-paid expenses, outstanding expenses, accrued incomes and outstanding incomes 
are necessary in the case of a business with specific accounting period (i.e. a going 
concern). But, the adjustments of closing stock, outstanding expenses, pre-received 
incomes, accrued incomes and pre-paid expenses are not necessary in the case 


a terminable venture. 
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Relation between Capital and Profit of a Venture 


The volume of profit or loss reflects the umount of capital of a business. The 
amount of capital will increase in the case of profit and it will decrease in the case 
of loss. Generally, the maximum transactions of a venture are made in cash, 
The amount of profit or loss also reflects the volume of cash at the end of the 
venture, i.e. final cash balance at the end of the venture. If any further capital 
is not invested and drawings are not made, the volume of capital will increase in 
the case of profit and volume of capital will decrease in the case of loss, 

The businessmen introduce their capital to earn profit, i.e. to create a surplus. 
If the business earns profit, the amount of closing capital will increase, If the 
business does not create any surplus, the amount of capital will not change: on the 
contrary, the amount of capital will decreased in the case of loss. If a concern 
runs on losses for a few accounting periods, it has to dessolve for heavy shortage 
of capital. 


Maintenance of Financial Capital of a Venture 


The entrepreneurial activities of a business are completed with the help of 
money. Cash, Bank and other assets may be introduced to form and continue 
a business. The amount of Cash, Bank and money value of other assets which are 
introduced to form and continue a business are called Financial Capital. The method 
of keeping financial capital intact is called the Maintenance of Financial Capital. 

Method of Maintenance of Financial Capital: The amount of capital is 
introduced to continue the entreprencural activities of a business. The financial 
results (i.e. profit or loss) are ascertained by recording the financial transactions 
ofa concern. The financial capital of a concern will increase in the case of profit 
(i.e. after maintenance of financial capital, surplus is to be created). In the case 
of loss, the amount of financial capital will also decrease (i.e. the financial capital 
cannot be maintained). If there is no profit or loss, the financial capital is 
maintained without creating any surplus. As for example, Ramlal Thapa 
purchased woolen sweaters, comforters, etc. for Rs. 3,800 and a part of goods sold 
for Rs, 4,500 at Sealdah Station and balance to the New Chhaya Stores (a cloth 
merchant) for Rs. 1,200. Ramlal earned Rs. (4,5004- 1,200 — 3,800) or Rs. 1,900 in 
the venture. Now, we can say that he was able to maintain his financial capital 
and created a surplus for Rs, 1,900. Suppose, Ramlal sold goods at Sealdah 
Station for Rs, 2,800 and to the New Chhaya Stores (a cloth merchant) Rs. 700, 
In this case, he could not maintain his financial capital. Then the loss of the 
venture was Rs. [ 3,800 — (2,800-1-700)] or Rs. 300 and his financial capital would 
decrease to Rs. (3,800 — 300) or Rs, 3,500. Similarly, if all goods аге sold for 
Rs. 3,800, the amount of financial capital would not be changed, i.e. only financial 
capital of the venture was maintained without creating any surplus. 

We can say that first target of a businessman is to maintain his financial 
capital, then he wants to creaet a surplus. The influence of maintenance of financial 
capital is effected in a terminable venture, After the termination of a venture, the 
venturer can purchase goods for the next venture. If the financial capital is not 
properly maintained, the venturer cannot purchase the similar amount of goods 
which he purchased in the previous venture. 
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Again, а venturer withdraws cash, goods or assets more than the amount of 
profit, the financial capital of a venture cannot be maintained and the venture 
will become poorer than the previous venture, If he keeps a portion of profit in 
the venture, then it will be richer than the previous venture. 

The profit means the creation of surplus after payment of remuneration to 
other factors of production (i.e. rent of land, salaries of labourers, interest on 
capital-etc. ) So, the maintenance of financial capital depends upon the correct 
ascertainment of profit. 

Changes of Price Level and Maintenance of Financial Capital: In the case 
of inflation ( i.e. when total demand is more than the total supply of a country ), 
the prices of goods will increase. In the case of deflation, (i.e. when total 
demand is less than the total supply of a country ), the prices of goods will 
decrease. The inflation and deflation are called together the change of price level. 
The maintenance of financial capital is directly effected by the change of 
price level. 

The price level of a country will increase in the ease of inflation. So, the 
maintenance of financial capital is very important in the case of inflation. Because 
the purchasing power of money will decrease in inflation, If atrader maintains his 
financial capital on the basis of price level at the time of investment, the financial 
capital will decrease on the basis of present price level (ie. he cannot purchase 
goods which he could at the time of investment). Simply, we can say that the 
financial capital willbe maintained onthe basis of real capital. Atradercan determine 
the real capital on the basis of price level at the time of investment. In inflation, 
money capital is less than real capital. So, at the end of the accounting period, 
the determination of real capital and to set aside a part of profit are essential for 
maintenance of financial capital. If there is по change in price level, the amount 
of financial capital will be the amount of real capital. As for example, S. 
Amarnath invested Rs. 8,000 in a venture ; suppose he earned and drew Rs, 2,200 
for household purpose. In the mean time, the price leyel is increased to 125%. 
If he wants to purchase goods which he purchased at the starting time of the first 
venture, he has to pay at Rs. (8,000 x428) or 10,000. In inflation, if he wants to 
maintain the financial capital, he has to set aside a part of profit for increase of 
price level. In the above case, if S. Amarnath wants to maintain his financial 
capital, he has to set aside Rs. 2,000 from the profit of the venture. Then he 
can draw only Rs. 200. i 

1f the financial capital is not maintained in inflation, the size of the business 
will reduce. In such case, a loan is to be taken for running and administration of 
the venture, then the profit of the venture will decrease for payment of interest 
on loan. ^ Ae ya 

The same procedure of maintenance of financial capital is to be followed in 
the case of a going concern also. In inflation, the replace cost of the fixed assets 
is to be inereased, so, the depreciation on fixed assets is to be charged on the basis 
of replacement cost. If the depreciation on fixed assets is charged on historical 
amount is to be set aside in form of ‘Reserve’ from the profit & Loss 


cost, an RS KREY 
At the same time, a provision must be maintained for purchase of raw 


Account. 
materials and finished goods. 
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Principles of Maintenance of Financial Capital : The principles of maintenance 
of financial capital are discussed below : 

(i) The expenses should be maintained from the incomes of the concern. 

(ii) The remuneration of all factors of production should be paid out of 
income, 

(iii) The depreciation on fixed assets with replacement cost should be 
charged against income. 

(iv) A portion of profit should be set aside in form of reserve for future 
increase of price. 

(v) A separate reserve should be created for future extention and develop- 
ment of a business. 


The maintenance of financial capital is comparatively easier in the case of 
deflation. More goods and assets can be purchased with the money capital even 
though the profit of the business is drawn for a particular accounting period. 


Reconciliation Statement of Profit or Loss 


Definition; The statement which is prepared to varify the correctness of 
profits or losses calculated under different methods (i.e. by preparing Cash Account, 
statement of Capitals and Venture Account) is called Reconciliation Statement of 
Profit or Loss. 


The profit or loss of a venture may be calculated in three procedures—(a) 
by differentiating between opening cash and closing cash, (b) by differentiating 
between opening capital and closing capital and (c) by preparing a Venture 
Account, A reconciliation statement may be prepared to varify the correctness 
of profits or losses calculated by the above three methods. The profits or losses 
under different methods may differ for the following reasons : 

(a). Goods or assets taken for personal use by the venturer ; 

(b) Cash drawn for personal use ; 

(c) Losses of assets ; 

(d) Depreciation or devaluation of assets ; 

(e) Allowances to customers etc. 

A speciman form of a Reconciliation Statement of Profit or Loss is given 
below : 


RECONOILIATION STATEMENT OF PROFIT OR LOSS 


| 
Final Cash Balance at the end of the venture | 
Less Starting Cash. Н «se | 
„ Farther cash/assets/goods introduced (if any ske 
Add Cash dtawn tor personal use (if any) eS | 
, Goods/assets drawn for personal use (if any) ES 
Less Depreciation/loss on assets (if any) rz 
Allowances to customers AES 


» 


Profit or loss of the venture аз per Venture Account | 


а 
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If the statement is started from the Profit or Loss as per Venture Account, the above 
items which are to be added in the above case, should be deducted and the items which are to 


be added in the above case, should be added. 
—————_———————————— 


Solutions of Important Problems - 


Illustration 9: On Ist February 1985, Bishwakarma Rao gets a contract 
for the construction of a School Building for Rs. 3,20,000. On 2nd February 
1985 he started the work and deposited Rs. 1,50,000 in a Bank, He incurred the 
following expenses for the construction of the Building: Materials purchased 
Rs. 1,65,000 ;; Wages paid Rs. 83,000; Architect fees Rs. 4,500; Supervision 
expenses Rs. 18,200; Other expenses Rs.4,300. He completed the building 


and realised the contract price on 13th July 1985. 


Show the necessary Journal entries and Ledger Accounts to close the books 
of Bishwakarma Rao. 


Solution : 


In the Books of Bishwakarma Rao 


Being cash paid at the end of the venture 


JOURNAL Dr. Or. 
А ——————————————————————————————ы т. 
Date Particulars L.F, | Amount Amount 
1985 3 Rs. Rs. 
Feb. 2 Bank Accouin Dr. 1,50,000 
To Cap tal Account 1,50,000 
Being cash deposited into bank 
Venture Account Dr. 2,75,000 
"То Bank Account 2,715,000 
Materials purchased Rs. 1,605,000 
Wages paid » 83,000 
Architect fees paid " 4,500 
Bupervision Expenses » 18,200 
Other Expenses ; 4,300 
Being raw materials purchased and expenses paid 
y 
July 18 | Bank Account Dr. 8,920,000 
To Venture Account 3,20,000 
Being contract price realised 
Venture Account Dr. 45,000 
То Capital Account 45,000 
Being profit on venture transferred to Capital 
Account 
Oapital Account Dr. 1.95,000 
To Bank Account 1,95,000 
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Ledger 
BANK AOCOUNT 
Dr. Or. 
Date Particulars Amount | Date | Particulars Amount 
1985 | | Rs, 1985 | Rs 
Feb. 2 | То Capital Account |1,50000 | Feb, 2 | By Venture Account ; 
July 18 | ,, Venture Account | Materials Bs. | 
— Contract price realised 8,20,000 purchased 1,65,000 | 
Wages 83,000 | 
Architect foes 4,500 | 
Supervision Exp. 18,200 |" 
Other Expenses 4,900 | 2,75,000 
July 18 | ,, Capital Account 1,95,000 
«70,000 470000. 
| 
Dr. VENTURE ACCOUNT Or. 
Date Particulars | Amount Date Particulars Amount 
1985 Е | Rs, 1985 Rs. 
Feb, 2 | To Bank Account : | July 13 | By Bank Account 
Materials Rs, — Contract price 
purchased 1,05,000 | . | realised ~ 3,20,000 
Wages paid 83,000 
Architect fees 4,500 | 
Supervision fees 18,200 | 
Other expenses 4,900 | 2,75,000 | 
RM | 
» Capital Account | 
Profi of the venture | 
transferred 45,000 
8,920,000 | 3,120,000 
==) | === 
Dr. CAPITAL ACCOUNT Or. 
Date Partioulars | Amount | Dato | Particulars Amount 
1985 Rs, 1985 Rs, 
July 13 | To Bank Account 195,000 | Feb. 2 | By Bank 1,50,000 
July 13 | ,, Venture Account 
—Profit of the venture 
transferred 45,000 
1,95,000 : 1,95,000 


Illustration 10 : 


I : From the following particulars regarding the working of a 
terminable venture in respect of textile and silk goods write up a Cash Account as 
well as a Venture A/c and reconcile the amount of profit earned or loss incurred. 


1978 Rs. 

Jan. 1 Started with a cash balance from personal source 1,000 

» 2 Obtained loan from a friend 5,000 
» 4 Purchased 

Silk shirts 1,000 

Cotton sarees 3,000 

Ladies garments 500 
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1978 Rs. ~ 
Tan. K н jap almirah for keeping the goods 600 
” 
Silk shirts 1,400 
Cotton sarees 1,600 
» 10 Paid for carriage 300 
» 12 Purchased— 
Woolen sweater etc. 2,000 
Shawls 1,000 
» 17 Paid wages 200 
» 21 Sold— 
Sweaters 1,700 
Shawls 1,300 
Ladies’ garments 800, 
» 28 Sold remaining goods 
Sarces 2,000 
Sweaters 800 
» 31 Paid wages 200 
» » Paid rent 100 
» » Paid light charges (electric) 100 
» a» Repaid loan from the friend 5,000 
Sold almirah 300 


[ W. B. H. S. Examination, 1978 ] 


Dr. OASH ACCOUNT Or. 


Particular 


1978 
Jan, 1 | To Capital Alc Hy Venture Tr 
Cash received from Onah pad for 
porronal sources | arelivwe of 
„| To Loan Ajo 5,000 silk Bhirta 1,000 
Cash revetved from Barcos. 3,000 
И ҮҮ! Ladies! Garaenta 500 
» 7 | To Venture Ајс . By Furniture A/o воо 
Cash reo: ived for рма for 
sale of : Almirah 
Bilk Shirts By Venturo A/o 300 
Cotton Barces Cash pald for carriage 
„ 21 | To Venture A/o Ву LL NS 
Cash received for 
sale of : nd 
Sweaters ned wor ele, 2,000 
Shawls 1,000 
Yadies' Garments By тан Alo 
» 28 | To Venture A/o | Cash paid for wages 200 
Cash ro-eived for | Ву Venture NS 
nale of : | Cash paid for : 
Вагова Wi 200 
Rent 100 
» 91 | To Farnitare AJo Eloctrlo 100 
Ornh recelved for | By Loan Alo 
salo of Almirah Omih 6,000 
E 
15,900 
—— - 
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Dr. VENTURE ACCOUNT Or. 
Date Particalars J.F. Amount | Date | Particulars | J.F. | Amount 
1978 Rs, | 1978 | Rs. 
Jan, 4 | To Cash )000 | Jan 7 By Cash 1,400 

Cash 3,000 ” Qash 1,600 
» Cash 500 „ 91, ” Onsh 1,700 
» 10} , Cash 500 ^ Cash 1,900 
. 13| . Cash 2,000 " Cash 800 
Fi h 1,000 „ 28, " Cash 2,000 
17 | „ Cash 200 " Cash 800 
91| , Cash 200 
„ Cash 100 
„ Cash 100 
» 91, , Fumituro—Loss on 
` Sale (Rs, 600— Hs. 300) 300 
» 31| , Capital Alo 
Profit on Ven!ure I 
transferred 900 | 
9,600 9,600 
<== = 


STATEMENT OF PROFIT OR LOSS 
И 


Partloulars Amount 
- Rs. 
Final cash balance at the end of the yenture 1,900 
Less starting cash of the venturo 1,000 
Profit of the venture 900 


Illustration 11: Parimal started a venture with Rs. 1,00,000 cash and made 
the following transactions : 
(i) He purchased a piece of land at Rs. 50,000. 
(i) He paid for registration of title deeds etc. Rs. 10,000. 
(iii) He spent Rs. 20,000 for further development of the land and divided 
the land into four plots of equal area. 
(iv) He sold two plots of land @ Rs. 25,000 per plot. 
(v) He constructed two exactly similar buildings on the remaining two 
plots at a further cost of Rs. 60,000. 
(vi) He sold опе of the buildings at Rs. 80,000 and retained the other 
for himself. 
From the above particulars prepare the Cash Account and the Venture 


Account of Parimal, showing the profit or loss made on the venture. 
[W. B. H. S. Examination., 1979] 
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Solution : 
In the Books of Parimal 
CABH ACCOUNT 
Dr. à Cr, 
Date Particulars ds Amount | Date Particulars Amount 
5 Ts. Tu. 
To Capital Starting Cash) 1,00.000 By Venture AJo 60,000 
» Venture AJo 60,000 | (Cost of Iand) 
(Bale of 2 plots) ^ |.» Venture Afo 10,000 
ur » Venture Ajo (Registration Expenses) 
(Bale of one building) 80,000 t » Venture A/o 20.000 
(Development Expenses) 
» Venture Afo 60,000 
‘Construction Cost of 
Buildings) 
» Capital A/o 90,000 
(Capital repayment 
Including profit) 
2 00,000 
а 4 ——— 
== 1 
VENTURE ACCOUNT 
Dr. Or, 
Particulars 
LU 
s. | To Onah Ајс ave | By Cash A/o 60,000 
Ona of land) (Sale of 2 plota) 
m » Омћ A/o an „ Cash A/o 80,000 
istration Exp.) (Bale of a NS 
ө di Alo AC 20,000 m e Oa tal д» (One building 50,000 
een. over) 
ve „ Onash А А 60,000 
кейтн. сові of 
Balldings) 
a „ Capital (Profiton vouture | 40,000 
transferred) 
1,80,000 1,80,000 
a — 
È ш. 
Cost of Land (1 x 50,000) 12,500 
Registration Exp. (1 x 10,000) g 2,500 
Development Exp, (1 X 20,000) 5,000 
Construction Exp. (4 х 60,000) 30,000 
50,000 
—= 


Illustration 12: Sree Abhaga started a venture to buy clay toys from 
Krishnanagar, Nadia and to sell at the fair of Baghbazar, Calcutta, From the 
following information prepare necessary ledger accounts : 
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Rs. 
Capital invested 18,000:00 
Purchased clay toys ' 12,500°00 
Loan taken from his father 2,700:00 
Construction Expenses of temporary stall 500:00 
Paid Stall Rent for fair committee 300°00 
Paid salary to salesman 650:00 
Sale proceeds from clay toys 19,500°00 
Sundry Expenses 500°00 
Sundy Expenses 1,200'00 
Unsold clay toys taken for household 250:00 
Paid donation to Puja Committee 12000 
Paid Travelling Expenses [H. S. Examination (External) —1983] 


Solution : 
In the Books of Abhaga 
VENTURE ACCOUNT 


———!——————————7( 
Particulars | Amount | Particulars Amount 
Вз. Ез. 
То Cash Account : By Cash Account : 

Purchase of clay toys 12,500 Bale proceeds from clay toys 19,500 
Construction expenses of stall 500 „ Capi al Account : 
Stall ren: for fair committee 800 Unsold clay toys taken х 1,200 
Salary to salesman 650 
Sundry expenses ` 500 
Donation to Puja Committee 250 
Travelling oxpenses 120 

„ Capital Account 5,880 
— Profit of the venture transferred 

20,100 | 20,700 


CASH ACCOUNT 
Dr. Cr. 
аг ———————————————— 
Particulars Amount | Particulars Amount 
Rs. Iis, 
To Capital Account 18,000 ! By Venture Account: « 
», Father's Loan Account 2,700 Purchase of clay-toys 12,500 
» Venturo Account : Construction expenses for stall 500 
Bale proceeds 19,500 Btall rent paid 300 
Ba'esman's salary 650. 
Sundry Expenses 500 
Donation to Puja Committee 250 
Travelling Expenses т 120 
„ Loan Acconnt repsyment 2,700 
» Capital Account 
—final payment 29,630 
40,200 40,200 


= е — 


———— 
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CAPITAL ACCOUNT 


Dr. : l Cr. 
Particulars | Amount | Particulars ‚| Amount 
| 
П 
Rs. "Ts, 
To Venture Account By Cash Account 18,000 
—Unsold toys takon 1,200 » Venture Account 5,880 
„ Cash Account (Profit on venture transferred) 
—final payment 22,680 . 
29,880 23,880 


FATHER’S LOAN ACCOUNT 
Dr. Cr. 
rs —— 
Particulars Amoant | Particulars Amount ` 
| Bs. Rs. 
To Cash Account By Cash Account 2,700 
—repaymont 2,700 


` 


Illustration 13: Md. Lysel Haque started a venture for buying old motor 
cars and selling them after repair. He opened a bank account with Rs. 75,000 
on Ist July 1984. He made the following transactions : 

1984 

July 6 Purchased 1 motor lorry for Rs. 30,000 and 3 Ambassador cars for 

Rs. 24,000. 
8 Paid Rs. 2,300 for repair charges of the motor lorry and Rs. 3,900 

for painting charges of 3 Ambassador cars. 

12. Purchased 2 Military Jeeps for Rs. 45,000. 

14 Paid Rs. 2,000 for repair charges for 1 Military Jeep. 

16 Paid Rs. 3,000 for conversion of 1 Military Jeep into a Station 
Wagon. 

19 Sold the motor lorry for Rs. 42,000. 

21: Sold 2 Ambassadors @ Rs. 18,000 each. 

25 Withdraw Rs. 56,000 from the venture. 

26 Sold the Station Wagon for Rs. 13,000. 

28 Sold the Military Jeeps for Rs. 30,000 and retained T Ambassador 
for himself, 

Show the relevant accounts for the venture to ascertain the profit or loss of 
theventure. 
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Solution : 
In the Books of Md. Lysel Haque 
CABH ACCOUNT (BANK COLUMN ONLY) 
Dr. Or, 
f 
Dato Partloulars Amount | Date Partleulam | Amount 
1984 м. 1994 Ta. 
July 1 Cah! 15000 | July 5 | By Venture Account : 
9 | „ Ventare Account ; PA of 1 motor lorry 
- motor lorry 42,000 Us 
21| , Venture Account : Sj» тур - 
Bale of 9 ir Obarges 2,300 
@ Fa. 18,000 cach. 86,000 nting Charges 3,000 
26 CI eA riii А Я 4 ——| 6,900 
- agon 1 12 | , Venture Account : 
9: 2н | nm dep NEL 
= 50,000 | 
гөн 14 | „ Venture Account : E | 2,000 
Вера! charges 
16 | ,, Venture Account : 13,000 
| Conversion Charges 
Мы tal Account : 56,000 
thdrawn 
tal Account 
ee O ы сы м 29,800 
the on 
1,96,000 
Dr. Ur. 
Date Particulars Amount 
1984 | 1 Ta. 
July Cash : July 19 | By Cash : | 
Pomba oti 4 | „с Де | ал 
motor А 
[чәй id) Ambassadors 30,000 
з Ambassadors 21,000 , 
8| „Омь; " Bale of Station Wagon 13,000 
Charges 1,200 " Balo ot Military Joops 90,000 


ә ital 
ела telalnod 


| 
| 


eye 
{ 


eF 
R 


Date l'articulam 
1984 
July н T Dank Accosnt 


Ventum. Account 


Value of Ambassador retained by Lysel Haque : 


һ. 
Darebase Price Ma a xo 


Painting Кариева - 9 = 1,500 


Purchase Price of Ambassador ^ 9,0 


IMustration 14: An Engineer purchases a second-hand Motor truck for 
Rs, $0,000, He spends Rs. 12,000 for repairing; and for painting he spends 
Rs. 4,000. He then sells the Motor truck through a broker for Rs. 80,000 on 
payment of a commission of 5% on sales. 


Prepare (/) Cash Account; (i) the Venture Account and (Ш) the 
Capital Account. А [ W. В. Н. S. Examination, 1980 ) 


18 [185] ә 
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(ii) VENTURE ACCOUNT 
Dr. Cr. 
Date Particulars Amount | Date , Particulars | Атопп& 
| Ев. | Bs Rs, 
* | To Cash Account : | tee By Cash Account : 
| Cost of Motor | Bale of Motor truck 80,000 
track 60,000 | 


Repairing Charges 12,000 
Painting Charges 4,000 


Brokerage 4,000 | 10,000 
[6 „ Capital— Profit on | 
venture transferred | 10,000 
80,000 
(iii) CAPITAL ACCOUNT 
Dr. Or. 
Dato Particulars | Amount | Date | Particulars Amount 
| Rs. Rs, 
we То Cash Account » Ву Cash Account : 
—Repayment of Capital Cost of Motor truck 50,000 
Repairing Charges 19,000 
Painting Ohargos 4,000 | 66,000 
5% „ Venture Account 
—Profit of the venture 10,000 


76,000 


Illustration 15: Shri Bimal Sen opened a stall at Maidan on the occasion 
of ‘Book Fair—1980'. 
From the following particulars, prepare necessary accounts. 


Rs. 
Shri Sen invested 8,000 
Purchased goods 7,200 
Purchased goods on credit from Sri Roy 2,400 
Paid rent for the stail 1,200 
Sundry Expenses $ 1,000 
Sold goods 10,000 
Sold goods on credit to Shri Sen’s friend 800 
Received from Sen’s friend in full settlement 200 


Unsold goods worth Rs. 400 returned to Shri Roy 

Paid to Shri Roy in full 

Paid for advertisement 240 
[W. В. Н. S. Examination, 1981] 
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Solution : 
In the books of Shri Bimal Sen 
VENTURE ACCOUNT 
Dr. Cr. 
— 
Date Particulars Amount | Date Particulars Amount 
Rs. Rs, 
tee To Cash Account : ” By Shri Ben's Friend Account 
Goods purchased 7,200 —Credit Sales 800 
Rent paid 1,200 » Cash Account 
Sundry Expenses 1,000 — Sales 10,000 
Advertisement 240 e » Shri Roy Account 
on „ Shri Roy Account 2,400 —Unmsold goods returned 400 
ve » Son's Friend Account oe » Capital Account 1,440 
—Bad Debt 600 (Loss on Venture) 
12,540 12,640 
САВН ACCOUNT 
Dr. Or. 
Date | Particulars | Amount | Date | Particularg Amount 
Rs. Rs. 
see | To Capital Account 8,000 «+ | By Venture Account : 
» Боп'в Friend Account 200 Goods purchased 7,200 
» Venture Account Rent paid 1,200 
—Cash Bales 10,000 Sundry Expenses 1,000 
Advertisement 240 
„ „ Shei Roy Account 2,000 
—Final payment 
>“ „ Capital Account 6,560 
(Final payment) 


(Final payment) 


ү 
| 


еә 
CAPITAL ACCOUNT 
Dr. Or, 
pn a 
Date Particulars | Amount | Date | Particulars Amount 
Bs, Bs, 
m To Venture Account 1,440 tee By Cash Account 8,000 
(Logs on Venture) 
a ,, Cash Account 6,560 


ee 
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SHRI ROY ACCOUNT 
Dr. Cr. 
Date Particulars | Amount | Dato | Particulars Amount 
| n. Rs 
one То Vonture Account | DE By Venturo Account | 
—Uneold goods returned | 400 — Credit purchaso 2,400 
ve s Cash Account | 2,000 
| : 
| 2,400 9,400 
| Rx [ CHE UM 
BHRI SEN'8 FRIEND ACCOUNT 
Dr. Or. 
Date Particulars | Amount | Date | Particulars Amount 
Rs, Tis. 
To Venture Account - vee By Cash Account 200 
—Credit Bales 800 ө » Venture Account 
(Bad Debt transforred) 600 
800 | 800 


Hlustration 16: An Engineer entered into a contract with a municipality 
for the construction of a 5 kilometre long road at Rs. 2,00,000. He contributed 
towards the venture Rs. 1,50,000. He spent Rs. 75,000 for materials and paid 
Rs. 60,000 as wages to the workers for the construction of the road. In order 
to facilitate the work of supervision he purchased a second hand Scooter for 
Rs.4,000. A further expenditure of Rs. 1,000 was incurred for its maintenance. 
The construction work of the road was completed as per contract. The 
engineer received the amount due to him. Не sold out the scooter and 
received Rs. 4,000/-. 

Prepare the-necessary accounts for and on his behalf. 


[W. B. H. S. Examination— 1982] 


Solution : 
VENTURE ACCOUNT 


—————————-—————— 


Dr. Cr. 
. Ф 
Date Particulars Amount | Date Particulars Amount 
Rs. 3 Rs. 
To Cash A/c : By Cash A/c : 
Raw Materials 15,000 Contract price 9,00,000 
Wages 60,000 Bale of Scooter 4,000 
Bcootet _ 4,000 
Maintainance Exp. 1,000 
To Capital A/c 64,000 
(Profit on venture) 
9,04,000 2,04,000 
Кын» 


А 


жь 
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Dr. _ CASH ACCOUNT Or. 
Dato Particulars Amount | Date Particulars | Amount 
Вз, | | n. 
To Capital A/c 1,50,000 | By Ventare A/c : 
» Venture ; Raw Matorials * | 75,000 
Contract price 2,00,000 | Wages | 00,000 
Bale of Scooter 4,000 |  Boooter 4,000 
| Maintenance Expenses | 1,000 
| By Capital A/o | 214,000 
| Final Payment 
8,54,000 | 34,000 
— = 
i 
Dr. CAPITAL ACCOUNT or. 
Particulars Particulars 
To Cash A/o ACK By Cash A/c 
Final Paymont » Venture A/c 


(Profit of the venture) 64,000 


Illustration 17: Sri Dalal purchased a piece of land from Calcutta 
Development Corporation at a cost of Rs. 5,00,000. He spent Rs. 50,000 for 
registration of land and Rs. 1,50,000 for its development. The entire land was 
divided into 10 equal plots. He sold two plots to a Co-operative Housing 
Society for Rs. 2,00,000, He sold two more plots at cost price—one to his 
married daughter and the other to his eldest son, On the remaining plots he 
constructed six one-storyed similar buildings at a cost of Rs. 4,80,000. He sold 
five of such buildings at a price of Rs. 1,60,000 each and he retained the 
remaining for his own residence. 


From the aboye particulars, prepare Venture Account, Cash Account and 
Capital Account of Sri Dalal, [W. B. H. S. Examination—1984) 


Solution: 
In the books of Sri Dalal 
Dr. VENTURE ACCOUNT Or. 
Date © Particulars b F.| Amount | Dato Particulars ШР, | Amount 
Tis. 
To Bank: By Bank: 
Purchase of land 5,00,000 Bale of two plota 2,00,000 
Registration foo 50,000 „ Bank: 
Development expenses 1,50,000 —Ва1о of two plote 
» Bank: at cost to his eldor 
Cost of constraction 4,80,000 son and married 
„ Onpltal Account daughter 1,40,000 
—profit on venture » Bank : 
transforred [ 1,10,000 sale of five plots 8,00,007 
„ Capital 
—house корі for 
himself 1,650,000 
12,909,000 12,90,000 
— —— 
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Dr. BANK ACCOUNT Or. 
Date Particulars J. z] Amount | Date Particulars J.) Amount 
| 
Вз. Rs, 
To Capital Я 7,00,000 By Venture : | 
„ Venture | Purchase of Land 5,00,000 
—8Bale of two plots 2,00,000 | Registration fees 50,000 
» Venture Development expenses 1,50,000 
—Bale of two plots » Venture Account ж 
to his воп & daughter 1,40,000 —Cost of Construction 4,80.000 
„ Venture | ,, Capital A/c 
— Bale of 5 flats 8,00,000 | —final payment 6,60,000 
18,40,000 | | 18,40,000 
| = 
Dr. OAPITAL ACCOUNT Cr. 
—  — hvh— 
Date Partioulars Amount | Date | Partioulars J. Е.) Amount 
Rs, 
To Venture : By Bank 71,00,000 
house kept by Ventare (Profit) 1,10,000 
the venturer 
» Bank | Й Е 
(Final Payment) 8,10,000 
Working Notes : 
(1) Amount of opening capital : Re, 
Value of Land 5,00,000 
Registration Fees 50,000 
Development Exp, 1,50,000 
7,00,000 
(2) Value of flat taken by his elder son and daughter :+ 
Value of each plot —.5,00,000 + $2001 50,000 _ Rs, 70,000 
Value of two plots Rs. 70,000 x 2= Rs, 1,40,000 
(3) Value of house retained by Sri Dalal : 
Value of each plot of land =Rs, 70,000 
Add: Coat on construction = 280,000 = Rs. 80,000 


1,50,000 


Illustration 18: A trader decided to deal in woollen goods in winter 


season. 
following goods : 


He invested Rs. 27,000 as his capital in the venture and purchased the 


45 ladies shawls @ Rs. 150 each; 60 gents shawls (à Rs. 200 each; 40 


sweaters @ Rs. 125. 
He paid carriage Rs. 475. 


„= 
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He sold all the gents’ shawls @ Rs. 250 each ; 44 ladies shawls @ Rs. 190 
each and all sweaters @ Rs, 170 each. 

He kept one ladies shawl for his wife. 

He paid rent Rs. 150 and miscellaneous expenses Rs. 100. 

You are required to draw necessary accounts to determine the profit or loss 
[Tripura H. S.—1982] 


of the venture. 


Solution : 
Dr. САВН ACCOUNT Cr. 
Particulars | Amount Particulars Amount 
Rs, Rs, 
To Capital A/c; 27,000 | By Venture A/o : 
» Venture Ajo ; 45 ladies shawls @ Rs, 150 6,750 
" 60 gents’ shawls @ Rs. 250 15,000 60 gents’ shawls @ Rs. 200 12,000 
44 ladies’ shawls @ Rs. 190 8,360 40 sweaters @ Rs. 125 5,000 
40 sweaters @ Rs, 170 6,800 Carriage 415 
Rent 150 
Miscellaneous Expenses 100 
„ Capital A/c 

—final payment 32,085 
57,160 57,160 


Dr. VENTURE ACCOUNT Cr. 
Particulars Amount Particulars Amount 
Rs. Rs, 
To Cash A/o ; By Cash A/o : 
45 shawls @ Rs. 150 each 6,750 60 gents shawls @ Rs. 250 15,000 
60 shawls @ Rs. 200 each 12,000 44 ladies shawls @ Нз, 190 8,360 
40 sweaters @ Rs, 125 each 5,000 40 sweaters @ Ra. 170 6,800 
Oarriage 476 » Capital A/o 
Rent 150 —shawl taken, for his wife 150 
Miscellaneous Expenses 100 
» Capital A/o 
—profit of the venture 5,835 
30,310 30,310 
= ————À 
Dr. CAPITAL ACOOUNT Cr. 
Particulars Amount Partioulars Amount 
bl 
Rs. Rs. 
To Cash A/o—Fival payment 39,835 | By Cash AJo 27,000 
» Venture A[c—profit 5,885 
32,835 32,385 
= = 


Working Notes: Value of a shawls retained by the trader's wife is in cost price, 
Rahul opened a ‘Snack stall’ at ‘Asiad’ held in Delhi in 


Illustration 19 : 


December, 1982. The transactions of the venture were as follows : 


1.280 


Cost of Vegetables 

Paid for Fish, Meat & Eggs 
Wages & Salaries paid 
Rent for the stall paid 

Tea, Coffee, Sugar, Biscuits 
Hire-charges for utensils 


Received sale proceeds from the following : 


(a) Chops & Cutlets 
(b) Non-vegetable products 
(c) Food boxes 


Solution : 
(a) 


HIGHER SECONDARY AOCOUNTANOY 


Rs. 1 Rs. 

12,000 Cost of paper, flowers etc. 

21,000 for decoration of the stall 1,400 
5,500 Conveyance charges 200 
4,000 Cost of fruits 800 
3,600 Cost of cold drink 1,300 

900 
Rs. 18,000 (d) Tea & Coffee Rs. 8,000 
» 26,000 (e) Cold drink „ 1,600 
, 11,000 
(b) Venture 


From the above particulars, prepare (a) Cash Account, 
Account and (e) Capital Account. 


In the books of Rahul 


(W. B. H. S. Examination—1983) 


Dr. CASH ACCOUNT Cr. 
eee 
Date Particulars EE Amount| Date Particulars H Amount 

1 
1982 | Bs 1982 Rs. 
Dec. To Capital AJo 50,700 | Dec. | By Venture; 
To Venture A/c: | Cost of vegetable 12,000 
— Bale proceeds Fish, Meat, Eggs 21,000 
Chops & Cutlets 18,000 Wages & Balarie: 5,500 
Non-vegetable products 26,000 Rent for the stall 4,000 
Food boxes 11,000 Tea, Coffee, Sugar, 
Tea & Coffee 8,000 Biscuits 8,690 
Cold drinks 1,600 Hire charges 900 
Cost of paper, flowers etc. 1,400 
Conveyance charges 200 
Cost of fruits 800 
Cost of cold drink 1,300 
» Capital A/c 
—final payment 64,600 
1,15,300 1,15,300 


(b) 
Dr. VENTURE ACCOUNT Ur. 
Date Particulars it Amount | Date Particulars Bj Amount 
' [ 
1982 1982 Tis. 
Dec. | To Cash Afo : Dec. | By Cash A/c: 
Cost of vegetables Bale proceeds 18,000 
Fish, meat, eggs Ohops & Cutlets | 26,000 
Wages & salaries Non vegetable products | 11,000 
Rent for the stall Food boxes 8,000 
Tea, coffee, sugar, Tea, coffee & cold drinks | | 1,600 
biscu ts | 
Hire charges 
Cost of paper, flowers otc. 
Conveyance charges 
Cost of fruits 
Cost of cold drinks 
То Capital — profit of the 
venture 
51,600 
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(o) 
Dr. CAPITAL ACCOUNT Cr. 
————————————————————————— 
J. 
Date Particulars à Атшопп$ | Date | Particulars n | Amount 
A 
1939 Rs. 1982 Rs. 
Dec. | To Cash A/c | Dec, | By Cash Afc 50,700 
- Final payment | 64,600 » Venture—profit of ; 
| the venture 13,900 
| 64,600 64,600 
| | | 0 
Working Notes : 
STATEMENT OF CAPITAL INTRODUCED BY RAHUL 
| Вв. 
Cost of vegetable 12,000 
Paid for Fish, Meat & Eggs 21,000 
Wages & Salaries paid 5,500 
Rent for the stall paid 4,000 
Tea, Coffee, Sugar, Biscuits ^- 8,600 
Hire charges for utencils 900 
Cost of paper, flowers etc, for decoration of the stall 1,400 
Conveyance charges 200 
Cost of fruits 800 
Cost of cold drinks ' 1,900 
Amount of Capital 50,700 


Illustration 20: Md. Abdullah, a seller of Kashmiri Shawls, came to West 
Bengal to sell Kashmiri Shawls from door to door during the months of October, 
November and December, 1984. He invested Capital Rs. 20,000. He borrowed 
from Md. Kublai Khan Rs. 6,000 at 5% interest per month and agreed to pay with 
interest of the principal on 31st October, 1984. 

In the month of October, 1984, he purchased 100 Gents Shawls @ Rs. 150 
each and 100 Ladies Shawls @Rs. 100 each. He sold 90 Gents Shawls 
@ Rs. 225 each and 100 Ladies Shawls @ Rs. 170 each. He paid sundry 
expenses Rs. 2,600. 

In the month of November, 1984, he purchased 100 Gents Shawls @ Rs. 140 
each and 100 Ladies Shawls @ Rs. 110 each. He sold 105 Gents Shawls 
@ Rs. 200 each and 95 Ladies Shawls @ Rs. 175 each. He paid sundry expenses 
Rs. 3,500 

In the month of December, 1984, he purchased 25 Gents Shawls @ Rs. 130 
each and 25 Ladies Shawls @ Rs. 90 each. He sold 28 Gents Shawls @ Rs. 180 
each and 29 Ladies Shawls @ Rs, 125 each. He paid sundry expenses Rs. 1,300. 
He kept unsold Shawls for household purposes. 

Calculate the Profit or Loss of the venture of Md. Abdullah. 


[Specimen Questions of Н. S. Council] 
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HIGHER SECONDARY ACCOUNTANCY 


Solution : 


In the Books of Md. Abdullah 


Dr. VENTURE ACCOUNT Cr. 
Data Particulars Amount | Date Particulars Amount 
1984 Rs. 1984 Rs. 

Oct. To Cash A/c: Oct, By Cash A/c; 
100 Genta shawls 90 Gents shawls 
(à Rs. 150 each 15,000 @ Rs. 225 each 20,250 
100 Ladies shawls 100 Ladies shawls 
(à Rs. 1С0 each | 10,000 @ Rs. 170 each | 17,000 
Sundry Expen: es 2,600 Nov. | By Cash A/c: 
To Loan A/c: 105 Gents shawls 
(Interest paid) 800 @ Rs. 200 each | 21,000 
Noy. To Cash A/c : 95 Ladies shawls 
100 Gents shawls @ Rs. 170 each 16,625 
@ Rs. 140 each 14,000 Deo, | By Cash Ajo: 
100 Ladies shawls 28 Gents shawls 
@ Rs. 110 each 11,000 @ Ra, 180 each 5,040 
Sundry Expenses 3,500 29 Ladies shawls 
Deo, | To Cash A/o: @ Ез, 125 cach 3,025 
25 Gents shawls By Capital A/c: 
@ Rs, 130 each 8,250 2 Gents shawls 
25 Ladies shawls @ Ез. 130 each 260 
@ Ез. 90 cach 2,250 1 Ladies shawls 
Sundry Expenses 1,800 @ Ra. 90 each 90 
То Capital A/o : 
— profit on venture 
transferred 20,690 | 


Dr. ОАВН ACCOUNT Cr, 
Date Particulars Amount | Date Particulars Amount 
1984 | Re | 1984 | Rs. 
Oct. To Capital Afc : | 20,000 Oct. | By Venture A/c: 
2 » Loan Afo: 6,000 > 100 Gents shawls 
„ Oash Afo: (à Rs. 150 each | 15,000 
90 Gents shawls 100 Ladies shawls | 
@ Ез. 225 each | 20,250 (à Rs.100 each | 10,000 
100 Ladies ‘shawls | Sundry Expenses | 8,600 
@ Rs, 170 each | 17,000 By Loan A/c: | 
Noy. | To Cash A/c: Repayment of Loan 6,300 
105 Gents shawls Nov. | By Venture A/c : 
@ Rs. 200 each | 21,000 100 Gents shawls 
95 Tadies shawls @ Rs. 140 cach | 14,000 
@ Ез. 170 each | 16,625 100 Ladies shawls | 
Dec. To Cash Ale: | ' @ Rs. 110 each | 11,000 
28 Gents shawls Sundry Expenses | 8,500 
@ Rs, 180 each 5,040 Dec. | By Venture A/c : 
29 Ladies shawls . 25 Gents shawls 
(à Вз. 125 each 3,625 @ Rs. 130 each 3250 
25 Ladies shawls 
@ Rs 90 each 2,250 
Sundry Expenses 1,300 
By Capital A/c ; 
—final payment of loan 40,340 
1,09,540 1,09,540 
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Dr. CAPITAL ACCOUNT Or. 
Date Particulars С] Date Particulars Amount 
1984 | Bs | 1984 Rs. 


Oct. | By Cash Afc 
— Capital introduced 
„ Venture А/с 90,000 


Dee, | To Venture A/c 
| —unsold stock taken 
2 gents shawls 


@ Rs. 130 each — profit transferred le 
1 ladies shawls , 
@ Ез. 90 each 
„ Cash—final payments 
| 40,690 


Illustration 21: Sri Pulak Chakraborty opened plastic goods stall at Mahesh 
in Serampur during the last chariot festival. From the following particulars given 
below, prepare Cash Account, Venture Account and Capital Account : 


Rs, 

Introduced; Capital 26,000 
Purchased goods in Cash 25,200 : 
Paid stall rent 12,000 
Purchased goods from Bengal Plastic Company 9,800 
Sold to Hamid on credit 5,300 
Amount due to Bengal Plastic Company paid : 

Selling Expenses 5,700 
Sold goods for cash 64,700 
Received Cash from Hamid 5,300 
Paid Salary to an Employee 400 


[ W. B. H. S. Examination ( External )—1984 ] 


Solution : 
In the Books of Sri Pulak Chakraborty 


Dr. VENTURE ACCOUNT Cr. 
Particulars | Amount Particulars Amount 
Rs Rs, 
To Oash Account : By Hamid Account 
Goods purchased 25,200 credit sales of goods 5,300 
Paid stall rent 12,000 » Cash Account : ° 
„ Bengal Plastic Company Cash sales 64,700 
—purchased goods on credit 9,860 
,, Cash Account : 
Selling Expenses 6,700 
Salary to an employee 400 
» Capital Account : { 
—Net Profit transferred 16,900 
70,000 70,000 
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OASH ACCOUNT 
Dr. Cr. 
—————————————————————— 
Particulars Amount Particulars Amount 
Rs. Вз. 
To Capital Account : 26,000 By Bengal Plastic Company 9,800 
» Venture Account : » Venture Account ; 
—Cash sales 64,700 Goods purchased 25,200 
„ Hamid Account ; 5,800 Btall rent paid 19,000 
» Venture Account ; 
Selling Expenses 5,700 
h Salary to an employee 400 
| » Capital Account ; 
—final payment 42,900 
96,000 96,000 


CAPITAL ACCOUNT 
Dr. Or. 
Particulars | Amount Particulars Amount 

Rs, 

To Cash Account By Cash Account 26,000 
—final payment » Venture Account 

—Net Profit transferred 16,900 
42,900 


Illustration 22: Р. Roy opened a Book-stall at Santiniketan during the last 
Pous Mela. He invested Rs. 20,000 for the venture. The transactions of the 


venture were as follows : 


Rs. Rs. 

'Books Purchased 19,000 Paid Salaries and Wages 800 

Books Purchased on credit Paid to Viswabharati 3,600 
from Viswabharati 5,600 Returned unsold books to 

Carriage’ and Cartage paid 1,200 Viswabharati 2,000 

Rent of Stall paid 1,000 Donation to Mela authority 501 

Books sold for cash 29,800 Conveyance for P. Roy 149 


Sold books to local Public 
Library in cash 3,000 
Give Journal entries апа һе necessary accounts. 


[ W.B.H.S. Examination (External), 1982 ] 
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Solution : In the Books of P. Roy 
JOURNAL Dr. Cr. 
Р 
Date Particulars L.F, Amount Amount 
Rs. Bs, 
Oash/Bank Account Dr. 20,000 
To Capital Account 20,000 
Being the amount invested for the venture 
! Venture Account Dr. 32,149 
To Cach Account : 
Books Purchased Rs, 19,000 
Carriage & Cartago paid » 1,200 
Rent of stall paid » 1000 
Salaries and wages paid Ё 800 
Conveyance Allowatce > 149 99,149 
Boing books purchased and expenses Pa'd ” 
Venture Account Dr. 501 
To Cash Account 501 
Being donations paid 
Venture Account Dr. 5,600 
To Viswabharati Account 5,600 
Being books purchased on credit > 
Viswabharati Account Dr. 5 600 
To Bank Account 0 
„ Venture Account d 
Being the amount paid and books returned 2, 
Bank Account Dr. 32,800 
To Ventare Account 32,600 
Being tho books ғо! in cash D 
Venture Account Dr. 6,550 
To Capital Account 4 6.550 
Being profit on venture transferred » 
Capital Account Dr. 26,550 
To Bank Account 26,550 
Being final payment at the end of the venture P 
—_—— S 
Ledger 
VENTURE ACCOUNT 
Dr. Cr. 
Date Particulars Amount | Date Particulars Amount 
| 
Rs. Rs. Rs. Rs. 
То Bank Account By Ban* Account 
Books Purchased 19,000 —Sale of books 29,800 
Carriage & Cartage 1,200 —to local library 8,000 | 32,800 
Rent of stall 1,000 
Salaries & Wages 800 By Viswabharati 
Conveyance 149 | 22,149 Account— Books 
returned 2,0C0 
To Viswabharati Account 5,600 
„ Bank Account 
-—Docation 501 
„ Capital Account 
— Net Profit transferred 6,550 
j 34,800 д 84,800 
с aaa ————————————————————— 
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BANK ACCOUNT 


Dr. Cr. 
a 
Date Particulars | Amount | Date Particulars Amount 
Rs. Rs, Rs. Rs. 
To Capital Account 20,000 | By Venture : 
„ Bank: Books Purch:sed 19,000 
— Books sold 29,800 Carriage & Cartage ` 1,200 
— o Local Library 3,000 | 32,800 Rent of stall 1,000 | 
| Salaries & Wages 800 
| Conveyance 149 | 22,149 
| 
„ Venture—Donation | 501 
» Viswabbarati 3,600 
» Capital Account 26,550 
(Repayment) 
52,800 52,800 
ULP RAE АВАРИ АССА CIN exit 
c CAPITAL ACCOUNT 
Dr. Cr. 
Date Particulars Amount | Date Partioulars Amount 
Rs. Rs, 
To Bank 26,550 By Bank | 20,000 


» Venture Account 
| —Profit of the venture 
| transferred 6,550 


VISWABHARATI ACCOUNT 
Dr. Cr. 


Date Particulars Е Date Particulara Amount 
| Rs. Rs, 
To Bank 8,600 | By Venture 
» Venture | —Books purchased 5,600 
(Books retarned) 2,000 
5,600 | 5,600 
Exercises 


[A] Essay-type Answer Questions 


1. What is a Terminable Venture? What are its features ? 

Ans.: Write from ‘Terminable Venture’ (p. 1.244) “Features of a Terminable Ventura’ (р. 1,245) 

2, State the special features of the accounts of a Terminable Venture. 
[Tripura H. S., 1979] 

Ans.: Write from ‘Features of a Terminable Venture’ (p. 1.245) 
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3. What are the accounts generally kept in a Terminable Venture ? 
[W.B.H.S. Council Exam., 1982] 

Ans.: Write from “Accounting for a Terminable Venture’ (p. 1.245). 

4, What is a Terminable Venture ? How does it differ from a continuing 


Profit-seeking Enterprise ? [Specimen Questions of Н. S. Council, 1978] 
or 

Compare between accounting system of a going concern and that of a 

terminable venture. [ W-B.H.S. Examination, 1984] 


Ans.: Write from '"Terminabla Venture’ (р. 1.244) and ‘Differences between Terminable Venture 
and Profit-seeking going concern’ (p. 1.248). 
5. What is a Terminable Venture ? How does its accounting differ from 
periodical accounting ? { [W. В. Н. 8. Council Exam., 1978] 
Ans.: Write from 'Terminablo Venture’ (р. 1,244) and ‘Differences between Venture Accounting 
and Periodical Accounting’ (p. 1.245). 
6. What do you mean by Single Venture? Through what account or 
accounts can the Profit or Loss of a Terminable Venture be ascertained ? 
[Specimen Questions of H. S. Council, 1978 ; Tripura Н. S., 1978] 
Ans.: Write from 'Terminable Venture’ (p. 1.244) and ‘Ascertainment of Profit or Loss of a 
Venture’ (p. 1.249). 
7. What is a Terminable Venture? What are its salient features? How 
does it differ from a continuing Profit-seeking Enterprise ? 
[Specimen Questions of H. S. Council, 1980 & W. B. H. S. Examination, 1980] 
Ans.: Write from ‘Torminable Venture’ (p. 1.244) ; ‘Features of a Terminable Venture’ (р. 1,245). 
‘Differences between Terminable Venture and Profit-secking going concern’ (p. 1.248 . 
8. What is the role of capital in a Terminable Venture? How Profit is 
related of Capital ? 
Ans.: Write from ‘Idea of Capital and its changes’ (p. 1.252). 
9, What do you mean by Financial Capital ? Point out the distinction 
between transformation and change of Financial Capital. [Tripura H. S., 1978] 
Ans.: Write from ‘Idea of Capital and its changes’ (p. 1.252). 
10. What is Capital ? Explain clearly how it changes. 
[Specimen Questions of H. S. Council, 1978] 
Ans.: Write from ‘Idea of Capital and its changes’ (p. 1.252). 
11. “Profit arises out of inflow of excess asset’’.—Discuss this statement with 
the example from a Terminable Venture. 
[Tripura H. S., 1980 ; Specimen Questions of H. S. Council, 1975] 
Ans.: Write from ‘Idea of Capital and its changes’ (р. 1,252). 
12. Enumerate the principles of maintenances of Business Capital. 
[Tripura H. S., 1979] 
Ans.: Write from ‘Maintenance of Financial Capital’ (p. 1.262). 
13. What is Capital ? How is it maintained ? How is Profit related to it ? 
[Specimen Questions of Н. S. Council, 1978] 
Ans.; Write from “Idea of Capital and its changes’ (р. 1 252) and ‘Maintenance of Financial 
Capital’ (p. 1.262). 
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14. What do you mean by maintenance of Capital of a Business ? How is 
maintenance of Business Capital affected by rising prices ? 
[W.B.H.S. Council, 1983 & Specimen Questions of H. S. Council, 1978, 1982] 
Ans, ; Write from ‘Maintenance of Financial Capital’ (p. 1262, ‘Changes of Price Leved and 
Maintenance of financial Capital’ (p. 2.263). 
15. Briefly narrate what is meant by maintenance of capital in any venture. 
[W. В. Н. S. Council, Exam., 1980] 
Ans.: Write from ‘Maintenance of Financial Capital’ (p. 1.262). 
16. Explain with reference to the activities of а Terminable Venture. What 
is Capital and how is it maintained ? How is profit related to it ? 
[Specimen Questions of H. S. Council, 1980] 
Ans, : Write from ‘Maintenance of Financial Capital’ (р, 1.262). 
17. Explain why adjustments for closing stocks, pre-paid expenses, accrued 
income and outstanding expenses are not necessary in venture accounts. 
[W. B. H. S. Examination, 1984] 
Ans.: Write from ‘Does the adjustment of closing stock, pre-paid expenses, pre-received income 
accrued incomes and oulstanding expenses of a terminable venture’ (р. 1.261). 
18. “Profit arises out of in flow of excess assets."— Discuss statement in the 
context of a terminable venture. [W. B. H. S. Examination, 1984 ] 
Ans.: Write from ‘Idea of Capital and its changes’ (p. 1.252). 
[B] Short-type Answer Questions : 
1. Write short notes on: (a) Financial Capital; (^) Final Cash Balance 
at the end of the Venture. 
Ans.: Write from ‘Financial Capital'(p. 1.253) ; 'Final cash balancel’ at the end of a venture 
(р. 4 249). ы 
2. State what will be the financial position of a terminable venture in the 
following circumstance : 
( When Opening Capital Closing Capital 
(ii) When Opening Capital > Closing Capital 
(iii) When Opening Capital < Closing Capital 
[H. S. Examination, 1982] 
Ans.: (i) No profit, no loss, (ai) Loss, (iii) Profit, 


[C] Practical Questions 

1. Md. Majid took a contract for manufacturing a Radio Set at a price of 
Rs, 450. He brought Rs, 350 as Capital and incurred the following expenses to 
complete the Radio Set: Materials Rs. 200 ; Labour Rs. 40 ; Delivery expenses 
Rs. 20 ; Fittings Rs. 35. 

You are asked to prepare Cash A/c & Venture A/c and reconcile between 


the two. 
(Ans. Profit of the Venture Rs, 155) 


2. S. Amarnath took a contract for construction of a road bridge for 
Rs. 15,000. He invested Rs. 12,500 for the contract. -He incurred the following 
expenses for the purpose: Bricks Rs. 2,000; Cement Rs. 4,500; Iron rods 


Rs. 2,300 ; Stone chips Rs. 1,700 ; Labour Rs. 1,500. 


You are to prepare a Cash Account, Venture Account and Capital Account. 
(Ans. Profit of the Venture Rs. 3,000). 
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3. Mrs. A. Khan, a contractor, agreed to built a Co-operative Housing 
Estate at Raghunathpur, Birbhum for Rs. 4,00,000, payable Rs. 3,50,000 in cash 
and balance in Shares of a Limited Company. А 

He invested Rs. 1,00,000 and supplied a Motor Lorry costing Rs. 50,000 and a 
Cementation Machine costing Rs. 2,500. 

He purchased bricks Rs. 80,000, Cement Rs. 62,000, Iron rods Rs, 30,000 and 
paid Rs. 85,000 for Labour charges. He also paid Rs. 17,000 as other expenses. 
The motor lorry and cementation machine are totally damaged. 

He realised all cash amount due and Shares of the company from the Co- 
operative Housing Estate. He also sold the above Shares at Rs. 48,000. 

You are to prepare Cash Account, Venture Account and Capital Account and 
reconcile between them. 

(Ans. Profit of the Venture Rs. 71,500.) 

4. Biswajit purchased 8 boxes of various types of tea from В, К. Saha & Со. 
at Rs. 650°00 per box and decided to sell the goods to the customers. He paid 
Rs. 270:00 for carriage and Rs. 165-00 for other expenses. 

He sold the goods for Rs. 4,750 excepting two kilogramms costing Rs. 32°00 
which is used for household. He sold the boxes of tea at Rs. 8:00 only. 

Prepare Cash Account, Venture Account and Capital Account. 

(Ans. Loss of the Venture Re. 645.) 

Working Notes: Capital introduced by Biswajit 650 x 8+270+-165 or 5,635. 


5. Kartik Bose, farmer, invested Rs. 1,500 in producing ‘Boro’ paddy in his 
1 bigha of land. He made the following transactions : 


Rs. Rs. 
Cost of seeds 100 Manures and medicines 320 
Ploughing charges 350 Cart hiring 60 
Hire charges of bullocks 50 Harvesting charges 145 
Fooding expenses 40 Selling expenses 100 
Dressing of the ground 210 Labour charges 420 
Watering 130 Sale of paddy 2,870 


Show Cash Account, Venture Account and Capital Account and Reconciliation 
Statement to ascertain the profit or loss of the venture. 
(Ans. Profit on venture Rs, 945.) 
6. The following are the transactions of Sri Amiya Tudu who entered into a 
venture with Rs. 3,500 on 1st March, 1984 : 


Rs. Д9: 

Gg t of goods 3,000 Insurance ` 105 
Cirriage 120 Printing charges 60 
Tipvelling expenses ` 70 Postage and stationery 48 
vertisement 85 Sales 4,600 


Show the profit or loss of the venture after preparation of Cash Account, 


Venture Account and Capital Account. 
(Ans. Profit of the venture Rg. 1,112.) 
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7. Mrs. R. Podder started a venture of buying and selling of ready-made 


garments for Kali Puja fair at Belda. 
follows : 


Rs. 

Introduced cash for 
the venture 4,500 
Hire charges of stall paid 100 
Goods purchased 4,200 
Carriage paid 130 
Cooli charges paid 120 


The transactions of the venture were as 


Rs. 
Cash sales 2,700 
Credit sales - 3,800 
Сопуеуапсе по 


Stock taken for personal 
consumption 420 

Wages paid 600 

Cash received from credit sales 3,500 


Show the necessary ledger accounts to ascertain the profit of the venture. 


(Ans. Profit of the venture Rs, 1,360.) 


8. Biren Sasmal opened сак stall at Tarakeshwar at Gajan Mela. He 


invested Rs. 10,000 for the purpose. 
follows : 


à Rs. 
Purchased books 9,800 
Paid Carriage & Freight 800 


Purchased books on credit 

from The Central Book Agency 2,500 
Paid Stall rent 300 
Sold books in cash 10,400 
Paid to The Central Book Agency 2,000 


The transactions of the venture were as 


Rs. 
Sold books to Singur 
Mahavidyalaya in cash — 6,000 


Paid Salaries and Wages 350 
Paid donation to Temple 

Authority 201 
Returned unsold books to 

Central Book Agency 500 


Give Journal entries and the necessary Ledger accounts. 


(Ans. Profit of the venture Rs. 2,949.) 


9. К. Halder started a venture with Rs. 1,750 to set up a tubewell at Dantan 


Vatter College at a contract price of Rs. 
are given in below : 


Rs. 
Purchased materials 1,400 
Paid Wages 100 
Paid Carriage 50 


2,500. The transactions of the venture 


Аз, 
Surplus Materials sold 30 
Paid Commission 170 
Paid Conveyance 18 


Show the necessary Ledger accounts after realisation of contract price. 


(Ans. Profit of the venture Rs. 792.) 


10. P. Banerjee started a venture with Rs. 25,000 to construct a building at 
an agreed price of Rs. 1,50,000. From the following particulars write his necessary 


ledger accounts : 


Rs. 
Materials purchased 65,000 
Architect’s fee paid 2,300 
Wages paid 38,000 
Supervisor’s salary ` 5,000 
Carriage paid 1,800 


Rs. 
Unused materials taken 2,000 
Sundry expenses 500 
Unused materials sold 100 
Conveyance paid 320 
Contract price realised 1,50,000 


(Ans. Profit of the venture Rs. 39,180 ) 
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11. Shri S. К. Mitra started a venture to buy toys from Calcutta and to sell 
at Mahesh Ratha festival. From the following information prepare necessary 
ledger accounts. - 


Rs. Rs. 

Capital invested 1,250 Paid Sundry expenses 280 
Loan taken from his mother 750 Unsold toys taken for household 65 
Purchased toys 1,600 Paid donation to Puja committee 51 
Paid stall rent 201 Paid travelling expenses 325 
Sold goods 2,626 


(Ans. Profit of the venture Rs 234.) 
12. Prem Tinsulananda entered into a venture. to construct and sell domestic 
flats at Salt Lake. He purchased 20 cottas of land @ Rs, 25,000 per cotta, He 
paid registration fees Rs, 22,000 and Rs, 18,000 for development charges of the 
land. He constructed a three-storeyed building consisting 80 flats for Rs. 8,00,000. 
He sold 25 flats @ Rs. 20,000 each in ground floor ; 25 flats @ Rs, 25,000 each in 
first floor and 28 flats @ Rs. 26,000 each in second floor. He kept two flats for 
his son and daughter at cost of construction. 
Show the necessary Journal entries and necessary Ledger accounts, 
(Ans. Profit of the venture Rs, 0,23,000 ) 
13. Khokan Pal started hawkering business with cash Rs, 225 and purchased 
three boxes of apples at Rs. 68:00 per box, each box containing 20 kilogrammes. 
Н» paid rickshaw fare Rs. 6°00 and decided to sell the goods at Sealdah Railway 
Station. On Ist August, 1985, he opened two boxes and sold in the following 
manner : 
10 kilogrammes @ Rs, 6'00 each ; 
17 kilogrammes @ Rs. 550 each ; 
11 kilogrammes @ Rs. 5'00 each ; 
Rest of the goods @ Rs. 4°00, 
On 2nd August, 1985, he opened the third box. On that date, he also paid 
Rs, 5:00 for rickshaw fare and sold the goods in the following manner : 
8 kilogrammes (à) Rs. 6'00 each ; 
7 kilogrammes @ Rs. 5°50 each ; 
3 kilogrammes @ Rs. 5:00 each. 
Rest of the goods were rotten and could not be sold. He also sold three boxes 


for Rs. 9°00. 
You are to prepare Cash Book and ascertain the Profit or Loss on the 


Venture. 
(Ans. Profit of the venture Rs, 112,00.) 


14. Utpal Das opened a plastic goods stall at Moulali in Calcutta during the 
Ratha Festival, From the following particulars, calculate his Profit or Loss of the 
Venture : 
Introduced Capital Rs. 1,600 ; Purchased goods Rs. 2,520 in Cash ; Paid Stall 
rent Rs. 1,200 ; Purchased goods from P. V. Co. on credit. Rs. 980 ; Sold to Suren 
Aich on credit Rs. 530; Paid to P. V. Co. Rs. 750 ; Received from Suren Aich 
Rs. 420, but the balance due from him could not be realised ; Paid selling and. 


1.292 HIGHER SECONDARY AOCOUNTANOY 


distribution expenses Rs. 570 ; Sold goods in Cash Rs. 3,470; Returned unsold 
plastic goods to P. V. Co. valuing Rs. 150 in full settlement ; Paid salesman salary 


Rs. 50. 
(Ans. Lossof the venture Rs. 1,900.) 


15. Sukumar Ghosh, a contractor, entered into a contract with North 24- 
Parganas Development Authority to construct four kilometres road for 
Rs. 2,30,000. He started the contract and supplied the following assets on 1.1.85 : 

Cash Rs. 2,000 ; Bank Rs: 95,000 ; Road construction materials Rs. 21,000 ; 
Motor truck Rs. 64,000 ; Furniture Rs. 4,500. 

On 30th June, 1985, he completed the contract and contract price realised and 
paid the necessary expenses. He took back the following assets from the contract : 

Cash Rs. 42,000 ; Bank Rs. 1,40,000; Unused Road Construction materials 
Rs. 15,000 ; Motor truck Rs. 50,000 ; Furniture Rs. 3,000. 

Calculate the Profit or Loss of the venture assuming that he had no drawings 
and addition to Capital during the contract. 

x (dns. Profit of the venture Rs, 63,500.) 

16. Haradhan Goswami, a contractor, entered into a contract to build a Shiva 
temple at Alipurduars in Jalpaiguri district. He agreed to contract the temple for 
Rs. 2,00,000. He supplied the following assets on Ist January, 1985: Cash 
Rs. 2,000; Bank Rs, 50,000 ; Material Rs, 12,000; Motor truck Rs, 45,000 ; 
Furniture Rs. 3,500. 

He completed the work on Ist July, 1985 and realised the contract price. Then 
he took back the following assets from the contract: Cash Rs. 6,200 ; Bank 
Rs. 96,000 ; Motor truck Rs. 38,000 ; Furniture Rs, 6,200 ; Materials Rs, 9.000. 

He also withdrawn Rs. 4,000 for personal use and invested further Rs. 10,000. 

Calculate the profit or loss of the venture of Haradhan Goswami. 

(Ans. Profit of the venture Вз. 36,900.) 

17. Mr. Z. Ahmed undertook to construct a co-operative housing estate at 
Tamluk in Midnapore district at a contract price Rs. 15,00,000. He opened a 
Bank account and deposited therein Rs. 10,00,000. On Ist February 1985, he 
started the contract and deposited 10% of the contract price as a caution deposit. 
The caution deposit is refundable after completion of the work subject to a 
deduction agreed upon. He paid the following expenses : Materials Rs. 7,00,000 ; 
Wages Rs. 5,40,000; Carriaging charges 27,500; Hire charges of plant and 
equipments Rs. 12,000; Sub-contractor’s bill for white washing and colouring 
Rs, 12,000; Plumbers charges for sanitation Rs. 21,000 ; Supervision charges 
Rs. 72,500 ; Miscellaneous Expenses Rs, 32,000. 

The contract was completed and contract price realised on 31st Dec., 1985. 
The caution money was realised subject to a deduction of 20% of the deposit for 
defective colouring. Prepare Bank Account, Venture Account and Capital Account. 

(4ns. Profit of the venture Rs. 53,000.) 

18. Sree Pannalal Bagchi started a venture with Rs. 2,00,000 and bought a 
plot of land to build residential flats at Basirhat for Rs. 80,000. Не paid Rs. 6,000 
for legal charges and Rs. 8,000 for registration fees. А sum of Rs. 36,000 was paid 
for leveling the ground and it was divided into 10 equal plots. He kept one plot 
for his brother-in-law and another plot for his son-in-law at cost price. He paid 
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Rs. 4,00,000 to construct 8 flats on the remaining ground. He sold 7 flats @ 
Rs. 90,000 each and remaining flat is kept for himself. 

Prepare the Venture Account and Pannalal Bagchi’s Capital to ascertain profit 
of the venture. 


(Ans. Profit of the venture Rs. 1,89,000 ; Value of each plot Rs. 13,000, Value of each -flat Rs. 
68,000.) 


19. Bivas Sarkar started a venture with Rs. 60,000 cash and made the 
following transactions and events : 
(i) Purchased a piece of land Rs. 25,000 ; 
(ii) Legal expenses for purchase of land Rs. 3,000 ; 
(iii) Expenses for development of land Rs. 12,000 ; 
(iv) Divided the land into four plots of equal area ; 
(v) Sold two plots of land @ Rs. 16,000 per plot ; 
(vi) Constructed two exactly similar buildings on the remaining two plots at 
a further cost of Rs. 1,75,000 ; 
(vii) «Sold one of the buildings at Rs. 1,25,000 and retained the other for 


himself. 
From the above particulars, prepare Cash Account, Venture Account and 
Capital Account of Bivas Sarkar. [ Tripura Н. S. 1983 ] 


(Ans, Profit of venture Rs, 39,500 ; Final Payment to Bivas Sarkar Rs, 2,000.) 
20, Sri A. K. Basak made a contract to build a boundary wall at Naihati Govt, 
Colony measuring 3 kilometres in length 1 metres in width and 2 metres in height 
at a total price of Rs. 5,00,000. He opened a bank account with State Bank of 
India for Rs. 1,00,000. The following transactions are made for the construction 
of the boundry wall : 
(i) Purchase of necessary equipments Rs. 30,000 ; 
(ii) Purchase of bricks Rs. 1,00,000 ; 
(iii) Payment of hire charges of lorries Rs. 30,000 ; 
(iv) Payment of Wages Rs. 1,50,000 ; 
(v) Purchase of furniture Rs. 4,200 ; 
(vi) Payment of other expenses Rs. 34,500 ; 
(vii) Sale of equipments Rs. 14,000 ; 
(viii) Sale of furniture Rs. 2,500 ; 
(ix) Purchase of cement Rs. 80,000 ; 
(x) Purchase of sands Rs. 12,000. 
After completion of the work, he realised Rs. 4,80,000 from the development 
society for fuil settlement of the contract. 
Prepare the Venture Account, A. K. Basak’s Capital Account and Bank 
Account. 
(Ans. Profit of the venture Rs. 55,800.) 
21. Sri Maninder Sinha of Mathurapur guarranted the issue of 20,000 Shares 
(à Rs. 10 each of Mathurapur Paper Mills Ltd. for a commission of 4% on face 
value of Shares in cash and 250 shares of Rs. 10 each of the company. He started 
a venture with Rs. 12,000 only. 
Public offered to purchase 19,000 shares and the balance was taken by him. 
The commission is received in cash and the shares are realised. He sold his entire 


1.294 HIGHER SECONDARY AOCOUNTANOY 


Shares holding as 10% (à Rs. 10 each; 40% @ Rs. 9°75 ; 30% (à @ Rs. 9°50 and 
balance was retained for his sister Kalyani at Rs. 9°00 each. 

Show the necessary ledger accounts to disclose the profit of the venture and 
prepare a reconciliation statement of profit or loss. ] 
(Ans. Profit of the venture Rs, 9,937750) 

22. Mrs. Menaka, a cloth merchant, agreed to supply 2,50,000 pair of super- 
fine dhuti to Bangalakshmi Bhander of Dhaka in Bangladesh at an average price of 
Rs. 25 per piece. He opened a Bank Account with Overseas Bank of India and 
deposited Rs. 1,00,000 for these purpose. He made the following transactions for 
the venture : 

50,000 pair from Vidyasagar Mills @ Rs. 40 per pair ; 60,000 pair from Sri 
Jayaguru Mills @ Rs. 43 per pair ; 40,000 pair from Mohini Mills @ Rs. 44 per 
pair; 30,000 pair from Ambika Textiles @ Rs. 42 per pair; 40,000 pair for 
Basanta Bahar Mills @ Rs. 41 per pair. 

He supplied 35,000 pair from his own stores @ Rs. 45 per pair. He paid Rs. 
18,000 for delivery and Rs. 12,000 packing charges. He kept any surplus stock 
from Vidyasagar Mills. He paid Rs. 22,000 for carriage оп purchases of goods. 
After delivery was made, full payment was received. 

Show the necessary ledger accounts to ascertain profit or loss of the Venture 


and reconciliation statement of profit or loss. 
(Ans. Profit of the venture Rs. 18,923,000.) 


23. Mr. Srikanta Rao obtained a contract for metalling a part of Mahatma 
Gandhi Road 1,000 ft. and 40 ft. wide at a price of Rs. 1,000 per 100 square feet. 
He also opened a Bank Account with Rs, 24,000 and issued a cheque for Rs. 5,000 
as caution money to C. M. D. А. He paid the following expenses : 

Purchase of pitch Rs. 56,000 ; Purchase of sands Rs. 10,000; Purchase of 
stone chips and other materials Rs. 1,20,000; Cost of transport Rs. 32,000 ; 
Rolling charges Rs.16,000; Labour charges Rs. 36,000; Supervision Expenses 
Rs. 5,000 and Travelling expenses Rs. 6,000. - 

The surplus stone chips and pitch are sold for Rs. 9,000 and surplus sands 
worth Rs, 3,000 were taken for household purpose. 

Full contract is certified and full contract price with caution money was 
realised. 

(Ans. Profit of the venture Ез, 1,31,000.) 

24. Sri B, D. Khaitan took a contract for the construction of 100 stalls at 
Book Fair at Maidan in December, 1985. He deposited Rs. 25,000 in his Bank 
Account for his purpose. He purchased 1,000 pieces bamboos @ Rs. 15 each ; 
280 kg coir string (à Rs. 8 per kg. 200 pieces of Tripal (à Rs. 300 per piece. 
He paid Rs. 20,000 for labour charges and Rs. 6,000 for travelling expenses. 

After completion of the stalls, each book-seller paid Rs. 1,000 for hire 
charges. At the end of the Book Fair, he sold all the triple pieces @ Rs. 100 each 
and bamboos at Rs. 5,000. 

Calculate the profit of the venture and prepare Bank Account & Sri B, D. 


Khaitan's Capital Account. 
(Ans. Profit of the venture Rs. 21,760.) 
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25. Sri Parthsarathi started a venture to buy second-hand motor cars and 
sell them after repair and remodelling. He opened a Bank Account with Rs, 
1,00,000 for this purpose. He made the following transactions for this venture : 

(1) He purchased 5 Military jeeps @ Rs. 8,000 each and 8 Military Lorries 
@ Rs. 12,000 each on auction from Panajee. 

(2) He spent Rs. 24,000 for repair and Rs. 5,000 for colouring for 5 Military 
jeeps which are converted to police jeeps. 

(3) He converted 6 Military Lorries into mattadors at a cost of Rs. 25,000. 

(4) He also paid Rs, 4,000 to repair and colour the mattadors. 

(5) He paid Rs. 26,000 to convert 2 Military Lorries into private jeeps. 

(6) He sold 3 police jeeps @ Rs. 26,000 each, 2 police jeeps @ Rs. 18,000 
each. and mattadores @ Rs. 20,000 each : 

(7) He retained one private jeeps and donated another to his son-in-law. 

(8) He took loan from his brother Rs. 25,000 which are paid before termina- 
tion of the venture with interest Rs. 1,000. 

(9) He also received interest Rs, 1,500 on Bank deposits. 

(dns. Profit of the venture Rs. 64,500) 

26. Mr. Apple of Jalpaiguri starts a venture with Rs. 2,00,000 and opened a 
Bank account for the same, He decided to purchase a plot of land and divide 
into small plots. Не also sold few plots and newly constructed buildings. He 
made the following transactions for the venture : 

(i) He took loan from Bank of India for Rs. 50,000. 
(ii) He purchased 45 cottas of land from a landlord for Rs. 4,000 per cotta. 

(iii) He paid registration fees Rs. 20,000 and purchased stamps papers for 
Rs. 15,000. 

(iv) He divided the land into 15 plots of 3 cottas each. 

(v) He paid the levelling expenses Rs. 5,000. 

(vi) He also paid further development expenses Rs. 5,000 and sold 7 plots @ 
Rs. 20,000 each and kept a plot for his daughter. 

(vii) He constructed two-storied buildings of similar dimention on each of 
the rest plot for Rs. 7,00,000. 

(viii) He sold 4 buildings @ Rs. 1,50,000 each 2 buildings @ Rs. 1,40,000 
each to his friends. 

(ix) He repaid the loan with interest Rs. 5,000. 

(x) He also occupied the last building for his resident. Show the necessary 
Ledger accounts in the books of Mr. Apple. 

(Ans. Profit of the venture Rs, 2 20.000) 

27. Mr. Siddharth of Darjeeling started a venture to supply 10,000 kg of 
super quality of tea to Mr. Abraham of the USA @ Rs. 200 per kg. 

He invested Rs. 4,00,000 and opened a Bank Account for the same. He also 
took loan from a money lender, Mr. Tamang for Rs. 3,00,000. 

He purchased 6,000 kgs of tea (à Rs. 150 per kg and 4,100 kgs of tea @ 
Rs. 130 per kg on credit from Ananda. 
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, He paid processing expenses Rs. 10,000. He purchased 200 packing boxes 
which will contain 50 kg. per box @ Rs. 40 each and packing materials Rs, 20,000, 


He paid wages Rs. 5,000, freight Rs. 3,000, and Carriage Rs. 2,500 and 
export duty Rs. 1,000. 


Mr, Abraham sent a Bank draft for Rs. 5,00,000. 


He sent all boxes to Mr. Abraham. But he returned back 2 boxes for 
damaged tea after inspection. The two boxes are sold for Rs. 2,000 per box. 


He repaid the loan to the money lender Rs. 3,15,000. 


He received another Bank draft for Rs. 14,50,000 in full settlement. Не also 
paid for Rs. 14,00,000 to Ananda in full of his claim. He sold 80 kgs. @ Rs. 100 
and rest 20 kg. are taken. 

(dns. Profit of the venture Rs, 4,990,500) 

Working note : Stock taken at market price. 

28. Mr. Bhim Nag started a venture to supply 5,000 pieces ‘Rasogolla’, 4,000 
pieces ‘Sandesh’, 4,000 pieces ‘Love in Tokyo’ and 160 kg. ‘Dai’ for the marriage 
of the daughter of Mr. Ganguram. The prices of ‘Rasogolla’ @ Rs. 0°80 per piece, 
‘Sandesh’ @ Rs. 075 per piece ‘Love-in Tokyo’ @ Re 1.00 per piece and ‘Dai’ 
per kg. @ Rs. 12 are fixed. 

He invested Rs. 10,000 and took loan from his friend Rs. 2,000. 

He made the following transactions: for the venture purchase of materials 
(milk, sugar etc.) : 


Rs. 
for *Rasogolla' 2,500 
for ‘Sandesh’ 2,000 
for ‘Lave-in-Tokyo’ 1,600 
for ‘Dai’ 1,000 
Wages paid for the makers 500 
Stores 2,000 
Coolie & Cartage 800 
Fuel, electricity 100 
Other expenses 200 


He supplied the Sweets and 'Dai' on the date of marriage. He realised cash 
from Mr. Ganguram subject to 5% trade discount on gross amount. 
He sold surplus sweets for Rs. 500 and took for his family costing Rs. 100. 
Show the necessary Ledger accounts in the books of Mr. Bhim Nag. 
(Ans, Profit of venture Rs. 2,174) 
[D] Objective Questions : 
| |. Ascertain Profit or Loss of a Venture in the following cases : 


Opening Cash Closing Cash Profit/ Loss 
Rs. Rs. Rs. 
(a) 5,200 6,100 ? 
(b) 12,700 11,900 ? 
(c) 7,400 9,350 ? 
Pi 20,250 23,750 ? 
e 31,500 32,120 ? 


(Ans. (a) Rs, 900 (profit); (b) Rs. 800 (los); (c) Rs. 1,950 (profit); (d) Rs. 3500 
(profit) ; (е) Rs. 620 (profit). 
2. Fill up the missing figure in the following cases : 
Opening Cash Closing Cash Unsold Stock Drawing Profit Loss 
5. Rs. Rs. Rs. Rs. 


R Rs. 
(a) 1,000 1,200 50 100 ? 
b) 5,380 4,100 400 ? 120 
с 8,700 9,600 ? 120 1,050 
12,000 ? 450 150 1,800 
е ? 23,000 200 1,200 3,400 


(Ans. (а) Rs 350: (b) Rs 769; (с) Rs 30; (d) Rs, 13,200 ; (в) Rs. 27,800). 


CHAPTER X - 
ACCOUNTING FOR A GOING CONCERN [ PROFIT-SEEKING } 


Use of Day Books with Journal and Cash Book for original recording. 


A 


System of Accounting for a Going Concern ( Profit-Seeking].— 

At first, all businesses are divided into various business units for accounting 
purpose. The accounting procedure of a concern depends upon the nature, 
size and special laws of business units, Business unit denotes a concern which 
is engaged to earn profit on long-term basis. On the basis of ownership, business 
units may be divided into five classes; (a) Sole Proprietorship Business, (b) 
Partnership Business, (c) Company Form of Business, (d) Co-operative Business 
and (e) State Enterprise. 

To ascertain the financial results and financial positions, all business 
transactions are recorded in separate forms which are called Accounting Units. 
To record the all transactions under the Double Entry System, it is assumed that 
every accounting unit has its separate entity, i.e. owner or owners and business 
concerns are separate from each other. Again, accounting units and accounting 
procedure depend on the nature, size and principles of business units, 


Accounting Perlod 

The main object of accounting is to ascertain the financial results and 
position of an accounting unit. If all transactions of an accounting unit are 
chronologically recorded in journals and ledger, the financial results and finan- 
cial positions cannot be ascertained unless and until the life of the business 
being ended. But businessman is closely related with the financial results 
and positions after a short period of time. Generally, this is fixed after. expiry 
of 6 months or 12 months. So, an accounting period is the period of time; after 
expiry of it ledger accounts are closed and balanced, and the financial results 
and financial position are ascertained by preparing the final accounts with the 
help of ledger balances, 

Books of Going Concern [ Profit-Seeking ] 

Number of books of a profit-seeking going concern depends on number of 
transactions, nature of business, procedure of collection of data, uses of infor- 
mation and nature of preservation of information. Generally, these books are 
divided into two classes : (1) Books of Account and (2) Statistical Books, —— 

(I) Books of Account; The journals in which all transactions are 
recorded and ledger accounts in which all transactions are posted from journals 
are called Books of Account. As for examples, Journal Proper, Purchases 
Day Book, Sales Day Book, Cash Book, etc. ; 

(2) Statistical Books: The books in which non-financial transactions 
and information of an accounting unit are recorded, are called Statistical Books. 
For example, Order Book, Address Book, Letter Register Book etc. 
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_ He paid processing expenses Кз. 10,000. Не. purchased 200 packing boxes 
which will contain 50 kg. per box @ Rs. 40 each and packing materials Rs. 20,000. 


He paid wages Rs. 5,000, freight Rs. 3,000, and Carriage Rs. 2,500 and 
export duty Rs. 1,000. 


Mr. Abraham sent a Bank draft for Rs. 5,00,000. 


He sent all boxes to Mr. Abraham. But he returned back 2 boxes for 
damaged tea after inspection. The two boxes are sold for Rs. 2,000 per box. 


He repaid the loan to the money lender Rs. 3,15,000. 


He received another Bank draft for Rs. 14,50,000 in full settlement. He also 
paid for Rs. 14,00,000 to Ananda in full of his claim. Не sold 80 kgs. @ Rs. 100 
and rest 20 kg. are taken. 

(Ans. Profit of the venture Rs. 4,99,500) 

Working note: Stock taken at market price. 

28. Mr. Bhim Nag started a venture to supply 5,000 pieces ‘Rasogolla’, 4,000 
pieces ‘Sandesh’, 4,000 pieces ‘Love in Tokyo’ and 160 kg. ‘Dai’ for the marriage 
of the daughter of Mr. Ganguram. The prices of ‘Rasogolla’ @ Rs. 0°80 per piece, 
‘Sandesh? @\Rs. 0°75 per piece ‘Love-in Tokyo’ @ Re 1.00 per piece and ‘Dai’ 
per kg. @ Rs. 12 are fixed. 

He invested Rs. 10,000 and took loan from his friend Rs. 2,000. 

He made the following transactions: for the venture purchase of materials 
(milk, sugar etc.) : 


Rs. 
for ‘Rasogolla’ 2,500 
for ‘Sandesh’ 2,000 
for *Lave-in-Tokyo' 1,600 
for ‘Dai’ 1,000 
Wages paid for the makers 500 
Stores 2,000 
Coolie & Cartage 800 
Fuel, electricity 100 
Other expenses 200 


He supplied the Sweets and ‘Dai’ on the date of marriage. He realised cash 
from Mr. Ganguram subject to 5% trade discount on gross amount. 
He sold surplus sweets for Rs. 500 and took for his family costing Rs. 100. 
Show the necessary Ledger accounts in the books of Mr. Bhim Nag. 
(Ans. Profit of venture Rs. 2,174) 
[D] Objective Questions : 
1. Ascertain Profit or Loss of a Venture in the following cases : 


Opening Cash Closing Cash Profit/Loss 
Rs. Rs. Rs. 
(a) 5,200 6,100 ? 
(b) 12,700 11,900 ? 
(c) 7,400 9,350 ? 
(d) 20,250 23,750 ? 
(e) 31,500 32,120 ? 
(Ans, (a) Rs. 900 (profit); (b) Rs. 800 (loss); (c) Rs. 1,950 (profit); (d) Rs. 3,500 
(profit); (e) Bs. 620 (profit). 

2. Fill up the missing figure in the following cases : 

Opening Cash Closing Cash Unsold Stock Drawing Profit Loss 

Rs. Rs. Rs. Rs. Rs. Rs. 

(a) 1,000 1,200 50 100 ? 
(Ь) 5,380 4,100 400 ? 120 
(с) 8,700 9,600 ? 120 1,050 
(d) 12,000 ? 450 150 1,800 
(e) ? 23,000 200 1,200 : 3,400 


(Ans. (a) Ез. 350; (b) Bs.760; (c) Вз.30; (d) Rs.13,200 ; (e) Rs. 27,800). 


CHAPTER X 


ACCOUNTING FOR А GOING CONCERN [ PROFIT-SEEKING ] 


Use of Day Books with Journal and Cash Book for original recording. 


System of Accounting for a Going Concern [ Profit-Seeking ] 


At first, all businesses are divided into various business units for accounting 
purpose. The accounting procedure of a concern depends upon the nature, 
size and special laws of business units. Business unit denotes a concern which 
is engaged to earn profit on long-term basis. On the basis of ownership, business 
units may be divided into five classes : (a) Sole Proprietorship Business, (b) 
Partnership Business, (c) Company Form of Business, (d) Co-operative Business 
and (e) State Enterprise. 

To ascertain the financial results and financial positions, all business 
transactions are recorded in separate forms which are called Accounting Units. 
To record the all transactions under the Double Entry System, it is assumed that 
every accounting unit has its separate entity, i.e. owner or owners and business 
concerns are separate from each other, Again, accounting units and accounting 
procedure depend on the nature, size and principles of business units. 


Accounting Period 

The main object of accounting is to ascertain the financial results and 
position of an accounting unit. If all transactions of an accounting unit are 
chronologically recorded in journals and ledger, the financial results and finan- 
cial positions cannot be ascertained unless and until the life of the business 
being ended. But businessman is closely related with the financial results 
and positions after a short period of time. Generally, this is fixed after expiry 
of 6 months or 12 months. So, an accounting period is the period of time; after 
expiry of it ledger accounts are closed and balanced, and the financial results 
and financial position are ascertained by preparing the final accounts with the 
help of ledger balances. 

Books of Going Concern [ Profit-Seeking ] 

Number of books of a profit-seeking going concern depends on number of 
transactions, nature of business, procedure of collection of data, uses of infor- 
mation and nature of preservation of information. Generally, these books are 
divided into two classes: (1) Books of Account and (2) Statistical Books. 

(I) Books of Account: The journals in which all transactions are 
recorded and ledger accounts in which all transactions are posted from journals 
are called Books of Account. As for examples, Journal Proper, Purchases 


Day Book, Sales Day Book, Cash Book, etc. 
(2) Statistical Books : The books in which non-financial transactions 


and information of an accounting unit are recorded, are called Statistical Books. 
For example, Order Book, Address Book, Letter Register Book etc. 
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Division of Books of Account: Books of Account may be divided into 
two classes: (i) Journal and (ii) Ledger. 

(i) Journal: The book in which all financial transactions of a concern 
are recorded immediatly after their occurrence, by analysing them into debit 

pect and credit aspect, chronologically in order to date is called Journal. It 
as already been. discussed in Chapter ш. 
|... The word ‘Journal’ is taken from French Word ‘Jour’. It is literally meant 
** Day". ay to-day financial transactions are recorded in journals. So they are 
called bas AoE RALA ОРИ ðf transactions, they are recorded at first in 
pileos $B 4e рата BUSES Of Prinidiy Entry or Books of Preliminary Entry or 
Books’ of Original’ EF. P TA DSI Entry Systefi Of 'Bóok:-Keepihg, the journal 
is the most important book. At first all transactions are тёбот&ё@4й journals 
chronologically in order to date and later on they are posted in ledger accounts 
correctly. So, it may be called as Books of Prime Entry. At first transac- 
tions are recorded in journals and finally they are posted in ledger accounts, 
So it may be called Subsidiary Books. 

Functions of Journal: The functions of journals are described in 
‘Applied Book-Keeping’ by Ellsworth and Jackson in the following manner : 

(1) Analytical function : At first, transactions are analysed into debit 
aspect and credit aspect according to the nature of transactions. This function 
of journals is called Analytical Function of Journal. 

(2) Recording function : Transactions are recorded after analysing the 
debit and credit aspect of transactions with suitable explanations (i.e. narration) 
and they are posted in ledger accounts with Journal Folio (J.F) Number to find 
out easily the original description of transactions. This is called Recording 
Function of Journal. 

(3) Historical function : Transactions are recorded in journals chrono- 
logically in order to date; so it may be called as Chronological Records or 
Chronological Diary. The function of journals is called Historical Function of 
Journal. 

Is the use of Journal essential? : Under Double Entry System, the 
transactions are recorded in two stages—(1) at first in journal and (2) later on 
in ledger accounts. The question may arise whether we can record the transac- 
tions directly in ledger accounts without recording in journals. 

We can say that the transactions may be recorded in ledger accounts and 
we can ascertain the financial results and positions of aconcern. Financial 
reports may also be prepared after analysis of the final accounts. Again, if we 
record the transactions directly in ledger accounts, the book-keeping expenses, 
time and works will be minimized. 

But it is neccessary to record the transactions into two steps, i.e. at first 
in journal and thereafter in ledger accounts. If the transactions are recorded 
in journal at first and posted them in ledger accounts later on, the following 
advantages will arise : 

(1) The details of transactions are to be known from the narration of 
transactions in journal. But the ledger accounts do not contain any description 
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of transactions. If we record the narrations in ledger accounts, they will be 
of big sizes and may not be neat and clean. 

(2) The mistakes may be occurred, if we directly record the transactions 
in ledger accounts. But many mistakes are found out and rectified at the time 
of posting from journals to ledger accounts. 

(3) The transactions of a large-scale business are numerous. It is very 
defficult work to record all transactions directly in ledger accounts. After 
recording in journals or day books, the transactions can be posted accurately 
and clearly in ledger accounts. 

(4) Generally, the journals and ledger accounts are recorded by separate 
persons. So, they do not venture to dishonest works and frauds which are to 
be detected easily. 

(5) All transactions are recorded in journals after their occurrence 
chronologically in order to date. So, the recording of transactions may not be 
omitted in journals and also in ledger accounts. й 

(6) All transactions are recorded in ledger accounts after analysis of 
debit aspect and credit aspect of transactions. The mistake of posting in wrong 
side of ledger accounts may not be occurred. 

(7) If all transactions are recorded directly in ledger accounts, they can 
not be found out easily. But with the help of chronological records in journals, 
many valuable information regarding transactions may be obtained with the | 
help of ‘J. F. in ledger accounts. 

At last, we come to conclusion that the advantages of recording the 
transactions in two stages are very useful and the uses of journal are essential in 
accounting. 

All-purpose or General Journal : Generally, all transactions are divided 
into two groups to record in a journal—(a) Cash Transactions and (b) Credit 
Transactions. All cash transactions are recorded in Cash Book and credit 
transactions are recorded in the Purchases Day Book, Sales Day Book, Purchases 
Return Book, Sales Return Book, etc. according to their nature. But, in many 
cases, cash transactions and credit transactions are recorded in single journal, 
which is called All-Purpose or General Journal. So, all-purpose or general journal 
is a journal in which all transactions including cash and credit, are recorded.* 
The functions of recording transactions in journals are called Journalisation or 


Journalising. 
A specimen of rulling of the journal is given below : 


Journal 
Amount 
„Е, |- 
Date Particulars bi RA Dr. Or. 
Bid ae GUNT Sape ues Ra. Re. 


*Ret,; Financial & Administrative Accouting—Emyth and Asburne (page 15) 
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The rulling of the above journal is called Double-Column Journal. But in 
the;case of special journals (i.e. Purchases Day Book, Sales Day Book, Purchases 
Return Book, Sales Return Book etc.), the different types of rullings are used. 
Previously, the recording of journals have been discussed in Chapter III. 

Classification of Journal Entries : The journal entries are classified in 
two classes : 

(1) Simple Entry: Simple entry is a journal entry in which one account 
is debited and another account is credited for a transaction. 

Illustration 1: Journalise the following transactions : 

(a) Paid wages Rs. 500 ; (b) Paid rent Rs. 200. 


Solution : 
Journal Dr. Cr. 
Date Particulars LF. Amount | Amount 
Rs. | Rs. 
Wages Account Dr. 500 | 
To Cash Account 502 
Being cash paid for wages 
Rent Account Dr. 200 
"То Cash Account 200 
Being cash paid for rent 


(2) Compound Entry : Compound Entry is a journal entry in which one 
or more accounts are debited and/or one or more accounts are credited. The 
details of Illustration No. 1 are shown in a Compound Entry : 


Journal Dr. Cr. 


Particulars І. В, Amount Amount 
Rs, Rs. 
Wages Account Dr. 500 


To Cash Account 700 


Being cash paid for wages and rent 


АИА a a CCUNETHENUADVATTTTTUIT X 


Rent Account Date. | 200 
| 
| 


Illustration 2: Тарап Kumar started a business on Ist January, 1983 
Journalize the following transactions in the books of Tapan Kumar : 


1983 : Rs. 1983 : Rs. 
Jan. Jan. 
1. Started business in cash 8,000 9 Sold goods in cash 8,000 
3- Purchased a machine in cash 1,300 10 Sold goods on credit 

to Dilip Kumar 3,000 
4 Purchased furniture in cash 100 11 Paidto Swapan Kumar 2,000 
6 Purchased goods in cash 3,000 12 Received from Dilip 
7 Purchased goods on credit Kumar 2,100 


from Swapan Kumar 2,200 15 Paid wages 600 
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Solution : In the Books of Tapan Kumar 
Journal Dr. Cr 


c 


Date Particulars L.F. Amount || Amount 


Ев, Rs. 
Cash Account Dr. 8,000 

To O:pit&l Account 8,000 
Being capital invested by Tapan Kumar 


Machinery Account Dr. 1,300 
To Oash Account 1,300 
Being a machine purchased in cash 


Furniture Account Dr. nee 
To Oash Account 190 
Being furniture purchased in cash 


Purchases Account Dr. 8,000 
| To Oash Account 8,000 
Being goods purchased in cash 


Purchases Aocount Dr. 2,200 9,200 
То Swapan Kumar Account А 
Being goods purchased ор oredit from Swapan Kumar 


9 | Gash Account Dr. 8,000 
To Sales Account 8,000 
Being goods sold in cash 


10| Dilip Kumar Account Dr. 3,000 $000 
To Sales Account / 
Being goods sold on credit to Dilip Kumar 


11 | Swapan Kumar Account Dr. 2,000 2,000 
To Oash Account » 
Being cash paid to Swapan Kumar 


12! Gash Account Dr. 2,700 2,700 
To Dilip Kumar Account E 
Being cash received from Dilip Kumar 


15 | Wages Account Dr. 600 er 
То Cash Account 
Being wages paid 


es ee 
Illustration 3: Journalize the following transactions in the Books of 

Supriya Chatterjee & Co. 

1983 Rs. 1983 Rs. 


April 1 Cash received from 4 1,800 April 14 Paid rent | 900 
2 Purchased goods 16 Sold an old furniture 
in cash 1,300 іл сай — 1,300 
3 Cash paid to X 200 17 Received commission 
4 Paid wages 250 23 n cash 300 
5 Sold goods in cash 2,700 18 Paid salary 
6 Purchased goods on 19 Received loan amb 
credit from Y 3,000 from N 00 
8 Purchased a type-writer 20 Paid Wages. 
in cash 2,800 23 Paid advertisement v 
9 Sold goods on credit expenses 100 
to 2 4,200 27 Paid interest 
10 Paid to Y 2,300 28- Sold goods in cash 800 
12 Received from Z 4,100 30 Purchased goods 


13 Paid salary 800 in cash 750 


Solution : 
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In the Books of Supriya Chatterjee & Co. 
Journal Dr. 


Particulars L.F. | Amount 


Cash Account 


Rs. 
Dr. 1,800 


To A Account 
Being cash received from 4 
eS T ue ee 
2 Purchases Account Dr. 
То Cash Account 
Being goods purchased in cash 


3 X Account Dr. 
To Cash Account 
Being cash paid to X 


4 Wages Account Dr. 
To Cash Account 
Being wages paid in cash 


cobagpuer. rli ee с ————— 
5 Cash Account Dr. 
To Sales Account 
Being goods sold in cash 
лере MEME IP ME OE ЧУВАШ Lal nu 
6 Purohases Account Dr. 
To Y Account 
Being goods purchased on credit from Y 


8 Office Furniture (Ty pe-writer) Account Dr. 
To Cash Account 
Being type-writer purchased in cash 


9 Z Account Dr. 
To Sales Account 
Being goods sold on oredit to Z 


10 Y Account Dr. 
To Oash Account 
Being cash paid to Y 


12 Cash Account Dr. 
To Z Account 
Being cash receivad form Z 


18 Balary Account Dr. 
To Cash Account 
Being salary paid 


14 Rent Account Dr. 
To Cash Account 
Being rent paid 


16 Cash Account Dr. 
To Furniture Account 
Being an old furniture sold in cash 


17 Cash Account Dr. 
To Commission Received Account 
Being commission received 


18 Balary Account Dr. 


To Oash Account 
Being salary paid 


Oash Account : Dr. 
To Loan Account 
Being loan received from N 


1,800 


200 


250 


2,700 


3,000 


2,800 


4,200 


2,300 


4,100 


800 


900 


1,300 


800 


900 


1,300 


200 


950 


2,700 


3,000 


2,800 


4,200 


2,300 


4,100 


800 


900 


1,300 


800 


900 
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Journal (continued) . Dr. Сг. 
— MSG a a Итни M E 
Date Particular L.F, | Amount Amount 
1983 R 
Apr. 20 . Wages Acoonnt Dr. 300 M: 
To Cash Account 300 
Being wages paid 
28 Advertisement Expenses Account Dr. 700 
To Oash Account 700 
Belng advertisement expenses paid 
97 Interest Account Dr. 100 
To Oash Account 100 
Being interest paid 
28 Cash Account Dr. 800 
To Sales Account 800 
Being goods sold in cash 
80 Purchases Account Dr. | 750 
To Cash Account | 150 


Being goods purchased in cash | 


Meaning of goods : Goods are meant by articles or commodities which are 
purchased and sold to earn profit by a concern. All articles and commodities 
may not be called goods ; these may be called assets. As for example, furniture 
are goods to a furniture seller, but these are assets to other businesses. In 
accounting, the transactions of goods are recorded in the following ledger 
accounts : ' 

(a) Purchases Account : Їп the case of purchases, goods come jn a concern. 
The value of goods is debited in the Purchases Account. If purchases are 
made in cash, ít comes through the Cash Book, if purchases are made on credit, 
it comes through the Purchases Day Book. 

(b) Sales Account : In the case of sales, goods go out from a concern, 
the value of goods sold is to be credited in the Sales Account. If sales are 

- made in cash, it comes through the Cash Book, if sales are made on credit, it 
comes through the Sales Day Book. 

(с) - Purchases Return or Returns Outward Account ; Purchased goods may 
be returned to suppliers. Purchases Return or Returns Outward Account is 
to be debited with the value of returns. If goods are purchased in cash, the 
returns come through the Cash Book and if goods are sold on credit, the returns 
comes through the Purchases Return or Returns outward Book. 

(d) Sales Return or Returns Inward Account : Sold goods may be 
returned by customers; Sales Return or Returns Inward Account is to be 
debited by the value of returns. If goods are sold in cash, it comes through the 
Cash Book, if they are sold on credit, it comes through Sales Return or Returns 
Inward Book. 

(е) Stock Account: At the end of each accounting period, all goods may 
not be sold. The unsold goods are called stock. The value of unsold stock is 
to be debited in the Stock Account. The closing stock of an accounting period 
will be called opening stock of next accounting period. 
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Important items to-ascertain Value of Goods for Day Books 

1. Trade Discount ; The amount which is deducted from catalogue price 
or list price of goods at the time of buying and selling is called Trade Discount. 
The purchases price ог sales price is calculated after deduction of trade 
discount from catalogue price or list price. 

2. Sales Tax : The tax which is charged on the amount of sales after 
deduction of trade discount is called Sales Tax. The amount of Sales Tax is to 
be added with selling price. 

3. Local Tax: Generally, the tax is charged on catalegue price or list 
price of goods purchased ог sold. If it is stated that ‘on purchases price’, the 
local tax will be calculated after deduction of trade discount. 

4. Excise Duty: The duty which is charged on production of goods 
is called Excise Duty. After addition of the excise duty, selling price of goods is 
fixed. The duty may be calculated on two bases: (i) On value, ie. the duty 
is charged on catalogue price orlist price. (ii) On fixed rate, ie. the duty is 
charged on quantity of goods produced. 

5. Packing Charges: The charge relating to packing of goods pur- 
chased or sold of a concern are called Packing Charges. Ifthere is no special 
clause for packing charges in purchase or selling agreement, the expense is 
to be paid by purchaser and it is to be added with purchase or selling price. 

6. Container's Charges : Container means a pot where goods are kept 
for purchases or sales. It may be refundable or not. But the cost of it is added 
with cost of goods sold. ' 

7. Forwarding Charges, Postage, etc. : Forwarding charges are meant by 
the expenses for carriage of goods sold. Postage is meant by expenses of postal 
stamps for goods sold. If a seller wants to realise forwarding charges and 
postage, etc. from purchaser, these will be added with cost of goods sold. If a 
seller wants to give special benefits to customers, these may be paid by himself. 

These expenses may be shown in separate columns in day books. But 
separate ledger accounts are maintained for these items. 


Subdivision of Journals 

The journal is a chronological record of business transactions.* The sub- 
division of journals depends on nature, size and duration of a business. At 
first, journals are divided into two classes : (1) Special Journals and (2) Journal 
Proper. 

1. Special Journals : Where different types of transactions are recorded 
in separate set of books or journals they are called special Journals. For instance, 
Purchases Day Book for credit purchases, Sales Day Book for credit sales, etc. 
Again special journals are classified into following books: (a) Cash Book, (b) 
Purchases Day Book, (c) Sales Day Book, (d) Purchases Return Book, (е) 
Sales Return Book, (f) Bills Receivable Book, (g) Bills Payable Book. 


(a) Cash Book 
The book in which all cash transactions are recorded is called Cash Book. 
It is an important day book. Whatever may be the size, nature and duration of 


* Ref. Diotionary for Accountants—E. L. Kohler 
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a business concern, the concern must keep its Cash Book. According to 
nature, size, etc. of the concerns and necessity in accounting, various types 
of Cash Books may be kept. Various types of Cash Books are separately 
discussed in the next chapter. Recording of a Single-column Cash Book is 
shown below : 


Hlustration 4: Record the following transactions in the books of 
Р. Mahanti : 


1983 j Rs. 1983 , ] Rs. 
Aug. 1 Started business with Aug. 5 Paid wages 250 
capital 2,000 6 Paid electric charges 70 
2.Purchased goods in cash 1,000 7 Sold goods in cash 4,800 
3 Purchased furniture in 8 Received loan from 
cash 200 Р. Sen * 1,700 
4 Purchased stationery in 
cash 30 
Solution : In the Books of P. Mahanti 
Dr. Cash Book СР. 
Date Particulars = Amount Particulars Fal Amount 
1988 Ra. Ra. 
Aug. 1 | To Capital Account By Purchage Account 1,000 
Business started with Goods purchased in cash 
cash 9.000 „ Furniture Account 200 
T | ,, Sales Account 1800 Furniture purchased 
Goods sold in cash 4 » Stationery Account 30 
8| , Loan Account 1.700 Stationery goods 
Cash received from A | purchased 
Р, Sen 5 | ,, Wages account 950 
| Wages paid 
6 | , Electric charges Account| 70 
> Electric charges paid 
8| ,, Balance c/d 6,950 
8,500 ~ 8,500 
9 | To Balance b/d 6,950 


(b) Purchases Day Book 


The book in which all credit purchases of goods are recorded chrono- 
logically in order to date is called Purchases Day Book or Purchases Journal. 
Generally, now-a-days, maximum concerns sold their goods on credit. бо, it is 
an important journal of a trading concern. 


A specimen of a Purchases Day Book is given below : 


Purchases Day Book 


Particulars Invoice No, Details 
(1) (2) (3) (5) (6) 
Ra. Ra. 
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The procedure of writing of columns of a Purchases Day Book is given 
below : f 

(i) Date: The date of credit purchases of goods is written in column 
No. (1) of a Purchases Day Book. 

(ii) Particulars : The name of suppliers, quantity of goods, description 
of goods, etc. are written in column No. (2). The purchase of goods from Sonali 
Jute Suppliers 100 bales of jute @ Rs. 200 per bale will be shown in the column 
No. (2) of the Purchases Day Book : 


Sonali Jute Suppliers 
100 bales of Jute @ Rs. 200 per bale 


(iii) Invoice number: The serial number of invoice of a credit purchase 

received by a purchaser is written in column No. (3) of the Purchases Day Book. 

: (iv) Ledger Folio Number : After recording the details of credit purchases 

in a Purchases Day Book, they are posted in ledger accounts. Ledger Account's 
Folio No. is to be recorded in column No. (4) of the Purchases Day Book. 

(v) Details: The amount of deduction from purchases (i.e. trade 
discount ), and any amount of addition ( i.e. carriage, freight, etc. ) are recorded 
in column No. (5) of the Purchases Day Book. 

(vi) Amount : Net calculated amount of column No. (5) of the Purchases 
Day Book is posted in column No. (6) of it. 


Invoice 


The document of a credit purchase which contains names of purchaser 
and seller, details of goods, rate, total value of goods, etc. is called invoice. 
А specimen of Invoice is given below : 


Gram: Jutco 12, College Street, Calcutta-78 
Phone; 84-3635 12th March, 1983 
Messers L, Laha ё Co. No, 1465 
Batatala Bazar Bought of Subodh Bros, 
Midnapore Jute Merchants - 
Term ; 4% 90 days 12, College Street, Caloutta-73 
100 bales of best quality Jute @ Rs, 210 each I 
Less Trade Discount @ 5% 1:050 
19,950 
Add Packing charges 550 
20,500 
Per South Eastern Railway Parcel Train —— 
Freight paid E. O. Е. 
S. Ghosh 
(Bignature) 
Manager 


Subodh Bros., sellers of goods, will call the above invoice as Outward 
Invoice or Sales Invoice or Sales Voucher. Similarly, L. Laha & Co. purchaser of 
goods, will call it as Imward Invoice or Purchases Invoice or Purchases Voucher. 
The information of credit purchases and credit sales is recorded in the 
Purchases Day Book and Sales Day Book. 
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The important items of an invoice are discussed below : 

(1) Gram : Jutco: It is a telegraphic short name of Subodh Bros. Jute 
Merchants, 12, College Street Calcutta-700073. The cost of telegram will 
minimize for telegraphic short name because it contains very few words. 

(2) Terms: 4% 90 days: It indicates the term of payment. Here 
L. Laha & Co. will receive benefit of cash discount @ 4% if he pays the value of 
goods within 90 days of the purchase, 

(3) Е.&О.Е. (ie, Errors and Ommissions excepted): If there is any 
mistake in invoice, it can be rectified. 

(4) Per South Eastern Railway Parcel Train : Freight paid: The goods 
are delivered through South Eastern Railway Parcel Train and necessary freight 
is paid by Subodh Bros. If Subodh Bros. does not pay this freight, the word 
‘freight to pay’ will write here że., L. Laha & Co. will pay this. 

(5) No. 1465: It is a serial number of invoices, Subodh Bros has 
serialled the invoices with the number. The number will be written in ‘Invoice 
Number Column’ of a Sales Day Book of Subodh Bros and Invoice Number 
Column of a Purchases Day Book of L. Laha & Co. 

(6) Trade Discount @ 5%: Trade discount is deducted from list price 
of goods @ 5%. 

Illustration 5: Khan Bros. purchased the following goods on credit 
during the month of January, 1983 : 

Jan. 4 Purchased from Ghosh & Sons 400 kg Wheat @ Rs. 2:20 per kg. 

17 Purchased from Dalal & Co. 200 kg Rice @ 2:50 per kg. 
28 Purchased from Shaha & Sons 100 kg Flour @ Rs. 3°00 per kg. 
Less Trade discount @ 4%, and Freight charges being Rs. 75. 
Enter the above transactions in a Purchases Day Book. 


Solution : In the Books of Khan Bros. 
Purchases Day Book 
Date Partioulars 9 L.F. | Amount | Amount 
1988 Ra. Rs. 
Jan, 4 Ghosh & Sons 
400 kg wheat-@ Rs. 2'20 per kg 880 
17 Dalal & Oo. 
200 kg rice @ Rs, 2°60 per kg 500 
98 Shaha & Sons 
100 kg flour @ Rs. 3'00 per kg 300 
Less Trade Discount @ 4% 12 
288 
Add Freight Oharges 75 868 


Illustration 6. Record the following transactions in a Purchases Day Book 
of Messrs Gupta & Sons : { 
(a) 16-2-83—Purchased from M/s. M. & Со. 25 bales of jute @ Rs. 200 
per bale, less Trade discount (9 5% and Cash Discount 
of 6%. 
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(b) 22-2-83—Purchased from Yarn Manufacturers 300 metres of cotton 
fabrics @ Rs. 12 per metre, /ess Trade discount @ 4%. 
(c) 28-2-83—Purchased from W. Dealers 25 bales of wool pieces @ 
Rs. 2,500 per bale, less 8% Trade Discount and Freight 
charges being Rs. 180. 
Solution : In the Books of Gupta & Sons 
Purchases Day Book 


Particulars 


Invoice 
No. LP. 


Details | Amount. — 


] 
! 
M/s, M. Co. | 
25 bales of Jute @ Rs. 200 per bale 
Less Trade Discount @ 5% 
Yarn Manufacturers 
800 metres cotton fabrics (à) 
Ra. 12 per metre 
Less Trade Discount @ 4% 
W. Dealers е 
20 bales wool р1еовв` @ Rs. 2,500 por bale 
Less Trade Discount @ 8% 


Add Freight Charges 


Notes: Cash discount @ 6% on purchase dated 16-2-83 will not be 
recorded in the Purchases Day Book. The amount of cash discount will be 
recorded in a Cash Book at the time of payment. 

Columnar Purchases Day Book: Many businessmen purchased various 
type of goods. They can add other columns іп the Purchases. Day Book to record 
the purchase of various type of goods in separate. The total of the Purchases 
Day Book will be equal to sum totals of each columns. 


Illustrations 7: Prepare a Columnar Purchases Day Book on the basis 
of particulars as per Illustration No. 6 : 


Solution : In the Books of Gupta & Sons 
Columnar Purchases Day Book 


Wool 


Date Particulars 


1983 
Feb. 16 | M/s. M. & Co. 
25 bales of Jute @ Rs. 200 


per bale 
Less Trade Discount @ 5% 
22 | Yarn Manufacturers 
900 metres cotton fabrics 
(à Rs. 12 per metre 
Less Trade Discount @ 496 
98 | W. Dealers 
20 bales wool pieces @ 
Rs. 2,509 per bale 
Less Trade Discount @ 8% 


Add Freight Charges 


гт Ma. C EE LE ond rusa ДЫ. Дэ сыр 
Date Particulars Invoice | т.р | Details m 
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If other items, e.g. excise duty, packing expenses, sales tax, local tax, etc. 
are included in purchases of goods, they may also be recorded separately in a 
Purchases Day Book on columnar forms. 

Advantages of Purchases Day Book: The advantages of a Purchases Day 
Book are given below : 

1, All information of purchases of goods are not posted in the Purchases 
Account for detailed and chronological records in a Purchases Day Book. Only 
total of a Purchases Day Book is posted after 7 days or 15 days or one month in 
the Purchases Account. 

2. Theexpenses and time of posting in a Purchases Account will minimize. 

3. The Purchases Account becomes small, neat and clean. 

4. All information regarding purchases of goods are available from 
chronological records of the Purchases Day Book. 


(c) Sales Day Book 


The book in which all credit sales of goods are recorded chronologically 
in order to date iscalled Sales Day Book or Sales Journal or Sales Book. Generally 
maximum sales are made on credit. So, it is an important book of a concern. 
А specimen of a Sales Day Book is given below : я 


Sales Day Book 


(1) (9) My ol o | 9 


Rs. Ra. 


The procedure of writing of the columns of a Sales Day Book is discussed 
below : 

(i) Date: The date of credit sales of goods are written in column 
No. (1) of a Sales Day Book. 

(ii) Particulars: The name of customers, quantity of goods, description 
of goods, etc. are written in column No. (2). 

(iii) Invoice Number: The number of invoices of credit sales is written 
in column No. (3) of a Sales Day Book. 

(iv) Ledger Folio Number (і.е. L.F.): After recording details of credit 
sales in a Sales Day Book, they are posted in Ledger accounts. Ledger Folio No. 
is recorded in column No. (4) of a Sales Day Book to find out the details of 
recording in the Sales Account. 

(v) Details: The amount of deduction from sales (i.e. trade discount) 
and any amount of addition, (i.e. carriage, freight, etc.) with sales are recorded in 
column No. (5) of the Sales Day Book, to calculate the net amount receivable 
from the customers. 

(vi) Amount: Net calculated amount of column No. (5) of a Sales 
Day Book are posted in column No. (6) of it. 
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Purchases Return Book ог Returns Outward Book 


АБУ, 5 Debit 
ate Particulars Note No. 


L.F.| Details | Amount 


Rs. Rs, 


The proportionate amount of trade discount, freight, carriage, etc. of 
returned goods is included with purchases return. The procedure of recording 
of a Purchases Return Book is same as Purchases Day Book with an alteration 
of ‘Debit Note No.’ in place of ‘Invoice No.’. The details of Debit Notes are 
discussed below : 

Debit Note: The document relating to causes of debit, which is sent 
to a person or a concern who is debited by another person or a concern, is called 
Debit Note. It contains the information relating to particulars of goods, price, 
rate of discount, causes of return, name of purchaser and seller, etc. Debit Note 
may be issued on the following cases : 

(i) A seller may send a debit note to a purchaser for under-calculation of 
price of goods in an invoice. 

(ii) A purchaser may send a debit note to a seller as a document of 
liability for over-calculation of price of goods in an invoice. 

(iii) А purchaser may send a debit note as a document of liability to a 
seller for return of £oods in an invoice. 

Purchases Return Book is recorded with the help of debit note and the 
serial number of a debit note is posted in the ‘Debit Note No.’ column of 
Purchases Return Book, A specimen of Debit Note is given below : 


Debit Note No, 128/83 


Messrs Mukherjee & Sons BABESA ОТТЫ 
23 Daryaganja, New Delhi 110002 
Dr. to Messrs Р. K, Basu & Qo. 
135 Oollege Street, Calcutta-700078. 


1983 | Be | Re 


Маг, 27 | 20 cases medical goods purchased under your Invoice No. 782 
dated 16th February, 1983, now returned, as goods are поё | 


of sample as Rs. 250 per case, 5,000 | 
Add Freight 820 | 5920 
——— 
E, & O. E. 
P. К, Basu 
Manager 


Advantages of Purchases Return Book: The advantages of a Purchases 
Return Book or Returns Outward Book are discussed below : 

(a) The total amounts of Purchases Return Book are posted in Purchases 
Return Account. So, time and labour cost of posting are minimized. 

(b) The size of Purchases Return Account becomes small for details 
recording in a Purchases Return Book. 
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(c) The Purchases Return Book is more informative. Because, details 
of goods returns of credit purchases are recorded chronologically in order to 
date. 


(d) The nature and causes of returned goods are to be known from it, 


Illustration 11: From the following particulars write up the Returns Out- 
ward Book (Purchases Return Book) of Sarkar Bros. : 
1983 
March 2 Returned to Messrs M. Co. 2 bales jute as damaged, Rate 
being Rs. 200 per bale, less 5% Trade Discount. 
10 Returned to Yarn Manufacturers 5 metres cotton fabrics as 
not as sample: Rate being Rs. 12 per metre, less 4% Trade 
Discount. 
25 Returned to W. Dealers 1 bale wool pieces as inferior quality ; 
rate being Rs. 2,500 per bale less 8% Trade Discount, plus 
Freight Charges Rs. 9:00. 


Solution : In the Books of Sarkar Bros. 
Returns Outward Book 


ee 
Date Particulars PETAT L.F.| Details | Amount 


1988 M/s. M. Oo. Re. Rs. 
Mar, 2 2 bales Jute @ Ra. 200 per bale 
goods being damaged 400°00 
Less Trade Discount @ 5% 20700 |  ggogo 
10 Yarn Manufacturers 
Б metres cotton fabrics (2) Rs. 12 per metre, " 
goods being not as sample 60700 
Less Trade Discount @ 4% 9°40 57°60 


25 W. Dealers 
1 bale wool piece @ Rs. 2,500 per bale 


as goods being inferior quality 2,500'00 
Less Trade Discount @ 8% 200'00 
2,800'00 

Add Freight Oharges 9°00 | 2,809:00 


2,746°60 


(5) Sales Return Book or Returns Inward Book 


The day book in which information of goods returned by customers, 
which are sold on credit, are recorded chronologically in order to date is called 
Sales Return Book or Returns Inward Book. The causes of returns are also 
mentioned in this book. When sold goods are not as sample or defective or 
do not reach in due time or any other causes, may be returned. If goods are 
sold in cash, then the details of returned goods are passed through a Cash Book ; 
if the goods are purchased on credit, then the details of return are passed 
through Sales Return Book. The proportionate amount of trade discount, 
freight, carriage, etc. on returned goods are included in a sales return book. 
A specimen of Sales Return Book or Returns Inward Book is given below : 


2 [2] 
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Sales Return Book or Returns Inward Book 


Date Particulars EN Ш.Е.) Amount | Amount 


Rs. Rs. 


The recording of Sales Return Book is same as Sales Day Book with an 
alteration of Credit Note No. in place of Invoice Number. 

Credit Note: It is a document relating to causes of credit, which is sent 
to a person or a concern who is credited by another person or a concern, is 
called Credit Note. lt contains the information relating to particulars of 
returned goods, price, rate of discount, causes of return, names of purchaser and 
seller, etc. Generally, credit note is issued on the following cases : 

(i) A seller may send a credit note as a document to a perchaser for 
over-valuation of goods in invoice. 

(ii) A purchaser may send a credit note as a document to a seller for 
under-valuation of price of goods in invoice. 

(iii) Aseller may send a credit note as a document to purchaser on 
receipt of returned goods 

The Sales Return Book or Returns Outward Book is recorded with the 
help of a credit note and serial number of credit note is posted in Credit Note 
No Column of Sales Return Book. А specimen of a Credit Note is given below : 


Credit Note No. 312/83 


Messrs Chand & Sons 
26, Mahatma Gandhi Road, Calcutta 700009 
Or. by Gautam Bros. 
13, Station Road, Barasat, 24-Parganas. 


Date : 17th May, 1983 


1983 Rs. Rs. 
May 17 110 kg Soda ash purchased under your Invoice No, 1245 
dated 18th March, 1983, now returned, as goods wet @ 
Rs. 120 per kg 
Less 10% Trade Discount 


Add Freight 


E. &O. E. 
S. R. Gautam 


Advantages of Sales Return Book: The advantages of Sales Return Book 
or Returns Outward Book are discussed below : 

(a) The total amounts of Sales Return Book are posted in Sales Return 
Account after an interval of time. So, time and labour cost of posting in the 
Sales Return Account are minimized. 

(b) The size of Sales Return Account becomes small for detailed recording 
in the Sales Return Book. 
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(c) The Sales Return Book is more informative. Because details of 
Sales Return of credit sales are recorded chronologically in order to date. 

(d) The nature and causes of returned goods of credit sales are known 
from it. 

Illustration 12: Enter the following transactions in our Returns Inward 


Book : 
1978 
April 5 Returned by Shawl Kutir to us 3 shawls -each costing Rs. 150 
on account of inferior quality. 
12 Agartala Tailors returned to us 4 suits, each costing Rs. 250 on 
account of being not in accordance with their order. 
20 Tripura Stores returned to us 6 dozen silk handkerchiefs each 
dozen costing Rs. 60 being out of size. 
30 Udaipur Textiles returned to us 10 woolen trousers, each costing 
Rs. 250 being worn and old. 
[Tripura H. S. Examination, 1979] 
Solution : 
Returns Inward Book 
Date | Particulars 758 “ae Т.Е. Details | Amount 
1978 Ез. Ra. 
Apr. 5 | Shawl Kutir 
8 shawl (2) Rs. 150 each 450 


Goods baing of inferior quality 

12 | Agartala Tailors 

| 4 suita @ Rs, 260 each 1,000 

| Goods being not in accordance with the order 

20 | Tripura Stores 2 

6 dozen silk handkerchiefs @ Rs, 60 per dozen 860 

| Goods being out of size 

80 | Udaipur Textiles 

10 Woolen trousers @ Rs. 250 each 2,500 
Goods being worn and old 


(6) Bills Receivable Book 


The day book in which the details of amount are receivable from Bills of 
Exchange on maturity are recorded, is called Bills Receivable Book. The 
specimen of Bills Receivable Book with two transactions are given below : 


Bills Receivable Books 


Drawer | Acceptor Due Where 
of Bill | of Bill | Tem | Dato payable _ 


Date of Received 
Acceptance | from 


F. Amount |Remarks 


90 Days | 18.9.83 | Midnapore 


P. Di | K, Ro; 
‚ Das . Roy 
| 120 Days | 25.10.83 | Calcutta 


10.6.88 К. Коу 
Self | M, Ghosh 


22.6.83 M. Ghosh 


(7) Bills Payable Book 
The day book in which the details of amounts are to be paid for Bills 
Payable on maturity are recorded, is called Bills Payable Book. The specimen of 
Bills Payable Book with one transaction is given below : 
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Bills Payable Book 
T Drawer | Acceptor io ne аала 
Given to of Bill of Bill Term Payable ai Е. 


10.6.88 | N. Laha Self Burdwan 


60 days 


(8) Journal Proper or General Journal 


The transactions which are not recorded in Special Journals, are recorded 
in а day book or Journal is called Journal Proper. All transactions of a concern 
are not recorded in Special Journals, i.e. Purchases Day Book, Sales Day Book, 
Sales Return Book, Purchases Return Book, etc. These transactions are recorded 
in the Journal Proper or General Journal. On contrary, we can say that when a 
special type of transactions is very few, these may be recorded in the Journal 
Proper or General Journal. 


A specimen of Journal Proper is given below : 


Journal Proper/General Journal/J: ournal Dr. cr 
Date Partioulars/Bxplanations L.F. | Amount Amount 
(1) (2) (8) (4) (5) 
PIE. BE RUD eel PAARE Е 
| Rs, Rs 


Rules for Recording Journal Proper : The procedure of recording Journal 
Proper is discussed below : 

(i) Date: The dates of occurrance of transactions are recorded in the 
column No. (1) of a Journal Proper. 

(ii) Particulars: The account which is to be debited, is written in this 
column and the word ‘Dr.’ is to be put on the right-hand side of the name of 
account in parallel to this account. The account which is to be credited, is 
written in the second line after keeping a little space and writing the word ‘To’ 
at first. The short or meaningfull description or explanation is to be written 
below the names of account. The description or explanation is called 
Narration. Castle and Owens say in their book ‘Principles of Accounts’ “А 
Journal entry is not complete without narration”. 

(iii) Ledger Folio Number: The pages where transactions are posted 
inthe Ledger Accounts, the serial number of the pages are recorded in the 
column number (3) of the Journal Proper. 

(iv) Debit, i.e. Dr.: The amount of debit account or accounts is 
recorded in the column No. (4) of the Journal Proper. 

(v) Credit ie Cr.: The amount of credit account or accounts is 
те corded in the column No. (5) of the Journal Proper. 


DAY BOOKS 2,21 


Names of Recorded Journal Entries in Journal Proper: Generally, the 
following types of journal entries are recorded in the Journal Proper : 


(a) Adjustment Entries, (b) Transfer Entries, (c) Opening Entries, 
(d) Closing Entries, (e) Rectification Entries, (f) Entries for Purchase and 
Sale of Assets on Credit (g) Residuary Entries. 

(a) Adjustment Entries: The journal entries which are made for pre- 
paid expenses, pre-received incomes, outstanding expenses, outstanding 
incomes, etc. at the end of an accounting period to ascertain the correct financial 
results and financial position of a concern are called Adjustment Entries. 
Generally, this type of journal entries are recorded at time of preparation of 
a Trading and Profit & Loss Account and Balance Sheet. 


Illustration 13: Pass necessary adjustment entries in respect of following 
items : 

(i) Wages outstanding Rs. 600; (i?) Commission received in advance 
Rs. 200; (ii) Salaries paid in advance Rs. 300 ; (iv) Interest accrued but not 
received Rs. 420 ; (у) Depreciation on Plant and Machinery Rs. 3,200. 


Solution : 


Journal Proper Dr. Cr 


Particulars Amount Amount 
————————— —— 
Ra. Re, 
Wages Account Dr. 600 
To Outstanding Wages Account 600 
Being adjustment of wages not paid. 
rr a ŘŘŮĖŘŮŮ 
Commission Recelved Account Dr. 900 
То Commission Received in Advance Account 2 200 
Being the adjustment of commission received in 
advance. 
MM M — —————— 
Advance Salaries Account Dr. 300 
To Salaries Аосопп% 800 
Being the adjustment of salaries paid in advance, 
—_— —————— 
Interest Accrued Account Dr. 420 
To Interest Received Account 420 
Being the adjustment of interest accrued but not 
received. 
Depreciation Account Dr. 3,200 
To Plant and Machinery Account 8,200 
Being depreciation charged on furniture. 


(b) Transfer Entries: The journal entries which are recorded for 
transfer of any amount from one account to another account are called Transfer 
Entries. The entry may be recorded at any time within an accounting period. 


Illustration 14: Show the transfer entries of the following items : 

(i) A sum of Rs. 430 is transferred from debit of Kabita Account to 
Sabita Account on 1st November, 1983. 

(й) On 31st December, 1983, Gross Profit amounting to Rs. 15,200 
transferred from Trading to Profit & Loss Account. 
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(iii) On 31st December, 1983, Net Profit amounting to Rs, 8,900 


transferred from Profit & Loss Account to Capital Account. 


Solution : 


Journal Proper Dr. Crs 
Date Particulars L.F.| Amount Amount 
1983 Rs. Rs. 
Noy. 1| Sabita Account Dr. 430 
To Kabita Account 430 
Being the amount transferred. 
Dec, 31 | Trading Account Dr. 15,200 
To Profit & Loss Account 15,200 
Being gross profit transferred. 
31 | Profit & Loss Account Dr. 8,900 
To Capital Account 8,900 


Being net profit transferred. 


(с) Opening Entries: The journal entries which are recorded with the 
remaining balances of ledger accounts after preparation of the final accounts 
to start the accounting record of transactions on first day of the following 


accounting period are called Opening Entries. 


Illustration 15: The following is the Balance Sheet of Sri Gouranga Das 


of Nabadwip as at 31st December, 1983 : 


Balance Sheet as at 31st December, 1983 


e ————__—_———— 


Liabilities Amount Assets 
Rs. 
Sundry Oreditors 5,600 Gash and Bank 
Loans 8,000 Debtors 
Reserves 13,000 Stock in Trade 
Capital 52,400 Furniture 


79,000 


————— 


Pass the Opening Entries as on Ist January, 1984. 


Solution : 


Plant and Machinery 
Land and Building 


In the Book of Sri Gauranga Das, Nabadwip 


Amount : 


Journal Proper Dr. Cr. 
А 
Date Particulars І.Е. | Amount Amount 
1984 Ra. Вз. 

Jan, 1 | Oashand Bank Account Dr. 4,250 
Debtors Account Dr. 12,500 
Stock in Trade Account Dr. 7,200 
Furniture Account Dr. 2,150 
Plant and Machinery Account Dr. 22,900 
Land and Building Account Dr. 80,000 

To Sundry Creditors Account 5,600 

»» Loans Account 8,000 

,, Reserve Account 18,000 

» Capital Account 52,400 


Being incorporation of opening assets aud liabilities, 
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(d) Closing Entries: The journal entries which are recorded to close 


the balances of nominal accounts at the end of the accounting period to prepare 
the Trading and Profit & Loss Account or Income & Expenditure Account are 
called Closing Entries. 


Illustration 16: The following are the Ledger Balances of Narahari 
Pramanik as оп 315 December, 1983 : 


Rs. Rs. 
Wages Account 2,100 Carriage Outward Account 800 
Salaries Account 4,300 Commission Received 
Rent Account 2,000 Account 1,200 
Carriage Inward Account 500 Sales Account 22,500 
Purchases Account 12,000 


Journalise the above to close the Accounts on 31st December, 1983. 


'Solution : In the Books of Narahari Pramanik 
Journal Proper Dr. Cr. 
Date Particulars L.F.| Amount Amount 
1988 Rs. Ев. 
Dec. 81 | Trading Account ` Dr. 14,600 
To Purchases Account 12,000 
» Wages Account 2,100 
, Carriage Inward Account 500 
Being the transfer of balances to close the accounts. 
91 | Sales Account Dr. 22,500 
To Trading Account 22,500 
Being the transfer of balance to close the account. 
81 Profit,& Loss Account Dr. 7,100 
To Salaries Account 4,300 
, Rent Account 2,000 
» Oarriage Outward Account 800 
Boing transfer of balances to close the accounts. 
5 
31 | Commission Received Account Dr. 1,200 
To Profit & Loss Account 1,200 


Being the transfer of balance to close the account. 


(e) Rectification Entries : The journal entries which are made for recti- 
fication of errors recorded in journals and/or ledger accounts are called Rectifica- 
tion Entries. If any mistake is made in recording or posting of journal or ledger 
accounts can not be rectified by making pen through on it. А separate 
journal entry is to be recorded to rectify this error. 

It is discussed at the end of this chapter under the heading of * Rectifica- 
tion of Errors.’ 


Illustration 17 : Show the rectification entries of the following items : 
(i) А credit sales of Rs. 320 to K. P. Bose was debited to P. K. Bose. 
(ii) An office almirah purchased for Rs. 900 was debited to Machinery 
Account. T 
(11) Paid rent Rs. 200 was entered in Interest Account. 
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Solution : 
Journal Proper Dr. Cr. 
a e 
Date Particulars L.F. | Amount Amount 
Rs. Ra. 
K. P. Bose Account Dr. 320 
To Р, К. Bose Account 320 


Being the goods sold to K. P, Bose wrongly 
debited to P. К. Bose A/c. now rectified. 


Furniture Account Dr. 900 
To Machinery Áccount 

Being on office almirah purchased wrongly 

debited to Machinery Account, now rectified. 


900 


Rent Account Dr. 200 
To Interest Account 200 
Being the payment of rent entered in Interest 


Account, now rectified, 


(£) Entries for Purchase and Sale of Assets on Credit : The journal entries 
which are recorded for the details of purchase and sale of assets on credit are 
called Entries for Purchase and Sale of Assets on Credit. 


Illustration 18: Journalise the following transactions : 
(a) Sold an old machine to Bhabatosh on credit Rs. 2,100. 
(b) Purchased furniture to Madan & Sons on credit Rs. 1,200. 


Solution : 


Journal Proper Dr. Cr. 


LF. 


Particulars Amount 


Ra. Rs. 
Bhabatosh Account Dr. 2,100 
To Machine Account 2,100 
Being old machine sold өп credit. 
Furniture Account Dr. 1,200 
To Madan & Oo. Account 1,200 


Being furniture purchased on credit. 


(g). Residuary Entries: The Journal entries which are recorded for the 
details of transactions, those are not included in above six types of entries 
and are not recorded in Special Journals are called Residuary Entries. 


- Illustration 19: Journalise the following transactions : 


(a) Purchased goods worth Rs. 390 which were taken by. proprietor for 
personal use. 


(b) Goods sent on consignment to Bombay worth Rs. 2,000. 


Solution : 


Journal Proper Dr. Cr: 
Particulars .| Amount Amount 
Ra. Rs. 
Drawing Account 300 
То Purchase Account 300 
Being goods withdrawn by proprietor for personal 
use. 
Goods sent on Consignment Account Dr, 2,000 
To Purchase Account 2,000 


Being goods sent on consignment, 
ЕЕЕ. 
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Illustration 20: Show the Journal Entries for the following transactions : 


(a) Purchased Plant and Machinery costing Rs.2,000 from Machine 
Dealers Ltd. on credit. 


(b) Closing stock valued at Rs. 4,300. 
(c) Sold an old furniture to P. Raha & Co. on credit for Rs. 370, _ 
(d) Transferred interest on loan to Loan Account amounting to Rs. 150. 


Solution : 


Journal Proper Dr. Cr. 
pE 
Date Particulars L.F. | Amount Amount 
| Ев, Ев, 

Plant and Machinery Account Dr. 2,000 
То Machine Dealers Ltd. Account 2,000 


Being Plant and Machinery purchased on credit 
| from Machine Dealers Ltd, 


Olosing Stook Aceount Dr. 4,300 
| To Trading Account 4,900 
| Being closing stock brought into account. 


| P. Raha & Co, Account Dr. 370 
| To Furniture Account 870 
Being furniture sold on credit to P, Raha & Со. 


| Interest on Loan Account Dr. 150 
To Loan Account 150 
Being iuterest on loan transferred {о loan account, 


Advantages of Subdivision of Journal: If transactions are recorded in 
separate day books, i.e..in special journals, the following advantages are shown : 

(1) Advantages of Division of Work + In modern time, businesses are in 
| large scale and transactions are numerous. So, a book-keeper cannot record 
alltransactions of a big concern. For subdivision of Journals, many book- 
| keepers can record the transactions efficiently at a time. The efficiency of a book- 

keeper is increased for journalising in separate set of books. So, subdivision of 

Journal is necessary in all large-scale businesses. 
(2) Advantages of Minimum Time and Expenses of Posting in Ledger: If 
all transactions are recorded in special journals, the posting in ledger accounts 
á is very easy ; it requires minimum time, labour and expenses. Day to day, all 
particulars of transactions are not recorded in ledger accounts. Generally totals 
of journal are posted in ledger accounts after an interval of time, i.e. a week, a 
fortnight, a month, etc. The narration of all transactions are not recorded in ledger 
accounts. So, time, labour and expenses of ledger accounts posting are minimised. 

(3) Advantages of Receiving Information : Special types of transactions 
are recorded in specialjournals. So, we can receive special information from 
each type of journal. As for example, total credit purchases for а period is 
available in a Purchases Day Book, credit sales in a Sales Day Book, purchase 
returns in a Purchases Return Book, etc. 

(4) Advantages of Delegation of Authority: If a particular work is given 
to a particular employee by dividing the journals, the liability of the employee 
is increased to complete work without mistake. 

(5) Advantages of Bearable: After subdivision of journals, these become 
small and easy bearable. 
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(6) Advantages of more Information: Various type of explanation or 
narrations are recorded in journals after their sub-division, which are more 
informative in accounting. 

Necessity for Subdivision of Journal: The necessity for subdivision of 
Journals depends upon the scale of a business and number of transactions. In case 
of a small-scale business, only a Journal and a Ledger are kept for recording and 
posting of transactions. But, in the case of a large-scale industry all transactions 
cannot be recorded in a journal and a ledger. Thesize of these two books will 
very heavy and unhandy. If ajournaland a ledger are kept for recording and 
posting of transactions; only one man can work at atime. The function of 
recording cannot be made in proper time. But the Journals are divided into 
various subdivisions, many book-keepers can work atatime and they can 
gather efficiency in recording and posting of transactions. The size of sub- 
divisions of Journals and Ledger is comparatively small and handy. The 
totals of subdivisions of Journals are recorded in Ledger accounts after an 
interval of time. So, the advantages of ledger posting are possible for sub- 
divisions of Journals depend upon size of business and number of transactions. 

Differences between Special Journal and Journal Proper: Journal Proper 
and Special Journals are all day books. But, there are many differences between 
Special Journals and JournalProper. The differences between Special Journals 
and Journal Proper are discussed below : 


pomi MM —— nw M 
Special Journals н Journal Proper 


> . :. " 
transactions are made in cash and size 


t There is no necessity for 1. Allconcerns have to keep their 
recording of Special Journals if all | Journal Proper. 


of concern is very small. 


2. The specimen of Special 2. The specimen of Journal Proper 
Journals is different from Journal | is different from Special Journals. 
Proper. 

3. The special types of transac- 3. The transactions which are not 
tions are recorded іп Special Journals, | recorded in Special Journals, аге 
ie credit purchases in Purchases Day | recorded in Journal Proper. 

Book, credit sales in Sales Day Book etc. 


Rectification of Errors 

The errors in accounting may occur in recording of transactions in 
Journals and posting them in Ledger Accounts. In Accountancy, the errors can 
not be rectified by striking off any item. The mistakes may be rectified by passing 
journal entries and posting them in ledger accounts. If any mistake of amount is 
found out just after recording or posting the transactions, it may be rectified by 
striking off the wrong amount and putting a signature of the person concerned. 

The errors are classified in following two types for the advantages of 
rectifications : 

1. One-sided Error : The error which is occurred in recording Journals 
or posting them in Ledger Accounts in one aspect or side of a transaction (i.e. 
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Debit Side or Credit Side) and other aspect or side (i.e. Credit Side or Debit Side) 
of that transaction is correctly recorded is called One-sided Errors. As for 
example, sold goods to Hari for Rs. 950, Sales Account is posted for Rs. 950 
but Hari Account is posted for Rs. 95 only. 

2. Two-sided Error: The error which is occurred in two sides ofa 
transaction in recording or posting in ledger accounts is called Two-sided 
Error. As for example, sold goods to Hari for Rs. 950 but Rs, 95 are recorded 
in both accounts, i.e. in Sales Account and Hari Account. 

Again, nature of rectification depends upon the stages of detection of 
errors. The errors may be detected in any of the following three stages : 

(1) Before preparation of Trial Balance, i.e. before closing the Ledger 
Accounts. 

(2) After preparation of Trial Balance but before preparation of Final 
Accounts. 

(3) After preparation of Trial Balance and Final Accounts. 

(1) Rectification of Errors before preparation of Trial Balance : Generally 
the Trial Balance is prepared just after closing of the ledger accounts. We 
assume that before preparation ofa Trial Balance, the ledger accounts are not 
closed. In this stage, errors of accounting are rectified on the following ways : 

(a) One-sided errors are rectified by posting in aside of an account 
where mistakes have occurred. So, Journal entries are not necessary to rectify 
this type of errors. 

(b) Two-sided errors are rectified in following ways : 

(i) Ifsame amounts of mistakes are in both sides of a transaction separate 
entries are to be made for these mistakes. 

(ii) In the case of mistakes for separate amounts in both sides of transac- 
tions, no journal entry is necessary to rectify these errors. The wrong amount 
of debit account is to be debited and the wrong amount of credit account is 
to be credited. 

(iii) If a correct amount is posted in wrong account a separate journal 
entry is necessary to correct this mistake. 

(iv) When an amount of a transaction is posted in wrong side of an 
account, the double amount of that transaction is to be posted in opposite side 
of that account. 

Illustration 21: Rectify the following errors which was detected before 
preparation of a Trial Balance : 

(a) Goods sold to Pranab for Rs. 400 was wrongly debited to his account 
as Rs. 40. 

(b) Goods purchased from Kanai Rs. 300 was wrongly credited to his 
account as Rs. 330. 

(c) Sales Day Book was overcast by Rs. 100. 

(d) Purchases Day Book was undercast by Rs. 1,000. 

j (e) Rs. 300 received from P. Ghosh was wrongly credited to R. Ghosh 
А/с. 

(f) Machine purchased Кз. 1,200 was wrongly passed through the 

Purchases Day Book. 
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(g) Goods received for Rs. 1,200 from A. Basu was wrongly debited in 
Returns Inward Account Rs. 1,000 and credited in A. Basu Account Rs. 120. 

(h) Cash received from S. Mitra was debited in his account Rs. 300. 
Solution : 

(a) It is an one-sided error апа: before closing the ledger accounts, the 
mistake is detected. So a journal entry is not necessary to rectify this error. 
Only Pranab Account is to be debited by writting “To under debit on account of 
sale оп......Ёз. 360, i.e. Rs. (400— 40)". 

(b) It is an one-sided error and before closing the ledger accounts, the 
mistake is detected. So a journal entry is not necessary to rectify this error. Only 
Kanai Account is debited by writting “То excess credit on purchases on...... Rs. 30, 
i.e. Rs. (330 — 300)". 

(c) It is an one-sided error and detected before closing the ledger accounts. 
So, a journal entry is not necessary to rectify this error. Only Sales Account is 
to be debited by writing “То overcasting in Sales Day Book on......Rs. 100". 

(d) It is an one-sided error and detected before closing the ledger accounts. 
So, a journal entry is not necessary to rectify this error. Only Purchases Account 
is to be debited by writing “To Further Debit for undercasting in the Purehases 
Day Book on ..... Rs. 1,000". 

(e) It is a two-sided error. R. Ghosh Account is credited in place of 
P. Ghosh Account. The following journal entry is necessary to rectify the error : 


Journal Proper Dr. Cr. 
А Re. 

R. Ghosh Acoount Dr. | 300 
To Р, Ghosh Acoount 800 


Being the amount received from P. Ghosh was 
wrongly entered in R. Ghosh Acoount—now 
reotified, 


(f) It is a two-sided error. Purchase Account is debited in place of 
Machinery Account. The following journal entry is necessary to rectify theerror: 


Journal Proper Dr. Cr. 


Machinery Account 
To Purchases Account 

Being a machine purchased was wrongly debited 

to Purchases Account—now rectified. 

(g) It is a two-sided error. But, the amounts of debit account and credit 
account are not equal. The wrong amount of Returns Inward Account Rs. 200, 
i.e. Rs. (1,200 — 1,000) and of A. Basu Account Rs, 1,080, ie. Rs. (1,200— 120) are 
to be recorded. So Journal entry is not necessary to rectify this error. Returns 
Inward Account is to be debited by writting “То under debit on goods return...... 
Rs. 200” and A. Basu Account is to be credited by writting “By under credit on 
goods return on...... Rs. 1,080”. 

(h) It is an one-sided error. S. Mitra has paid in cash Rs. 300. But 
S. Mitra Account is debited in place of crediting. Now, S. Mitra Account is to 
be credited by double amount of payment, i.e. Rs. (300-- 300) or Rs, 600. by 
writing “By posting on wrong side on...... uà 
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2. Rectification of Errors after preparation of Trial Balance but before 
preparation of Final Accounts : A trial balance is prepared with the closing balances 
of Ledger Accounts. So, the Ledger Accounts are not open to record transactions 
for the accounting period. Again a trial balance is prepared to verify the arith- 
metical accuracy of the transactions. If any difference is found in preparation of 
the trial balance and it cannot be rectified immediatly, the difference is to be 
posted in the Suspense Account to agree the trial balance. In this stage, all errors 
are to be rectified through the journal entries and difference in debit side or 
credit side of a rectification entry is to be transferred to the Suspense Account. 

Illustration 22 : Rectify the following errors which are detected after 
preparation of Trial Balance but before preparation of Final Accounts : 

(a) Purchases Day Book was overcast by Rs. 200. 


(b) Goods sold to Haralal for Rs. 2,100 was debited to his account 
as Rs. 210. 


(c) Goods purchased from Abhirlal for Rs. 420 was credited to his 
account as Rs. 42. 


(d) Returns Inward Book was undercast by Rs. 300. 
(e) Goods sold to Jamunalal for Rs. 650 was credited to his account. 
(f) Rs. 200 paid to Ramlal was omitted to be posted to his account. 
(в) Rs. 400 received from Ratanlal was credited to Madanlal Account. 
m Furniture purchased for Rs. 80 was passed through the Purchases 
Day Book. 
(i) Rent Rs. 200 paid to Babulal, a landlord, was debited to his account. 
(j) Wages paid Rs. 800 was debited to Salary Account. 


(k) Credit Sales of Rs. 1,200 to Gangalal was recorded in the Sales Book 
as Rs. 120 and posted to Gangalal Account as Rs. 12. 


Solution : 
Journal Proper Dr. Cr. 
Date Particulars T "| Amount | Amount Remarks 
— „у ————_— 
Вв. Rs. 
(a) Suspense Account Dr. 200 (a) The Suspense Account was credited 
To Purchase Account 200 for more amount recorded in the 
Being Purchase Day Book Purchase Account than actual. 
overcast—now reotified. 
a te аа ее LÁ 
(b) Haralal Account Dr. 1,890 (b) The Suspense Account was debited 
То Suspense Account 1,890 with Rs. (2,100— 210) or Rs. 1,890 for 
Being goods sold Rs. 2,100 recording of Rs, 210 in place of 
to Haralal wrongly entered Re, 2,100 in Haralal Account, 
in his account Rs, 210— 
now rectified. 
NAE РВИ a 
(c) Suepense Account Dr. 918 (c) The Suspense Accoun; was credited 
To Abhirlal Account 978 with Rs. (420-42) or Re. 878 for 
Being goods purchased Ra. recording of Rs. 42 in place of Rs, 420 
490 from  Abhirlal was in Abhirlal Account. 
wrongly posted in his 
account Rs. 42—now 
rectified. 
SS APs Kn Si ar CES es 
(d) Returns Inward Account Dr. 800 (d) The Suspense Account was debited 
To Suspenss Account 300 Re, 200 for less amount recorded than 
Being Returns Inward actual in Returns Inward Account, 
‘Account was undercast— 


отон 
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Journal Proper (Continued) 


Date Particulars 


‘| Amount 


Amount 


Remarks | 


(в) Jamunalal Account Dr. 
То Suspense Account 

Being goods sold to 

Jamunalal credited to 

his account—now rectified. 

eee 

(f) Ramlal Account Dr. 
To Suspense Account 

Being the amount paid to 

Ramlal omitted to record 

in his acoount—rectified. 


(7) Madanlal Account Dr. 
To Ratanlal Account 

Being the amount received 

from Ratanlal was credited 

to Madanlal . Account— 

now rectified. 


(h) Furniture Account Dr. 
To Purchases Account 
Being furniture purchased 
was wrongly passed 
through the Purchases Day 
Book—now rectified. 


SS 


To Babulal Account 
Being rent paid to Babu- 
lal was wrongly entered 


(4) Rent Account Dr. 


in his account—now 
rectified, 
(j) Wages Account Dr. 


To Salaries Account 
Being wages paid was 
wrongly entered in Salaries 
Account—now rectified. 


(k) Gangalal Account Dr. 
To Sales Account 
„ Suspense Account 

‘Being goods sold to 
Gangalal was wrongly 
debited to his account Rs. 

120 and Sales Account Rs. 
12—now rectified. 


1,300 


200 


400 


80 


200 


800 


1,188 


1,300 


200 


400 


80 


200 


800 


1,080 
108 


(в) The Suspense Account was debited 
Ез. (650+ 650) or Rs. 1,800 for wrong 
posting in credit side in place of debit 
side in Jamunalal Account, 


(f) The Suspense Account was debited 
Rs, 200 for unrecorded amount in 
Ramlal Account. 


eS 


(0) There was no mistake in amount 
ofthe transaction in both sides. Bo 
the Suspense Account is not necessary. 
Here Madanlal Account is debited In 
place of Ratanlal Account, 


ee 


(h) There was no mistake in amounts 
in-both sides of the trial balance. So 
Suspense Account was not opened 
here. Purchase Account was debited 
in place of Furniture Account, 


ee M ш 
(i) There was no mistake in amount 
in both sides of transactions. Bo 
Suspense Account was not opened 
here, Babulal Account was debited, 
in place Rent Account. 


(j) The mistake is not detected in 
Trial Palance., Bo, Suspense Account 
is not opened, But, Rs, 800 were 
debited in Wages Accountin place of 
Salaries Account. 


(g) It was а two-sided error. Gangalal 
Account is debited Rs. 12 in place of 
Rs, 1,200 and Sales Account is credited 
Rs. 120 in place of Rs, 1,200, 


3. Rectification Errors after preparation of a Trial Balance and Final 
Accounts: The mistake which is the cause of disagreement of Trial Balance, 


is recorded in Suspense Account. 
transferred to the Trading Account, Profi 


The balances of nominal accounts are 
t & Loss Account or Profit & Loss 


Appropriation Account. So, there is no existence of Nominal Accounts to rectify 
them after preparation of Final Accounts. Ultimately, the combined results of 
Nominal Accounts are in Profit & Loss Account or Profit & Loss Appropriation 
Account. To rectify the mistakes of Nominal Accounts, Profit & Loss Adjust- 


ment Account is to be debited or credited in place of Nominal accounts. 
rectification of all errors, the bala 


is to be transferred to Capital Account. 
Profit & Loss Adjustment is to be transferred to Profit & Loss Account. 


After 


nce of Profit & Loss Adjustment Account 
Incase of a company, the balance of 


«M 


| 


-. 


Illustration 23 : 
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Rectify the following errors which are detected after 


preparation of a Trial Balance and Final Accounts : 


(a) Purchases Day Book was overcast by Rs. 1,200. 
(b) Returns Inward Book was undercast by Rs. 150. 


(c) Furniture purchased Rs. 400 was wrongly passed through purchases 
Day Book. 


Book Rs. 90 and P. К. Das Account as Rs. 9,000. 


(d) 


Wages paid Rs. 600 was wrongly debited to Rent A/c. 


(e) A credit purchase of Rs. 1,420 from A. B. Biswas was recorded in 
books as Rs. 142. 
(f) А credit sale of Rs. 900 to P. K. Das was recorded in a Sales ра 


Solution : 


Tournal Proper 


Dr. 


Cr. 


Date 


overcast—now rectified. 


Particulars ү 


(a) Suspense Account Dr. 
To Profit & Loss 
Adjustment Account 


Being Purchases Day Book 


(b) Profit & Loss 
Adujustment Account Dr. 
To Suspense Account 
Being Return Inward Book 
undercast—now rectified, 


@ 


(c) Furniture Account Dr. 
To Profit & Loss 
Adjustment Account 

Being furniture purchased 

was recorded in Purchases 

Day Book—now reotified. 


(f) Suspense Account Dr. 


(e) Profit & Loss Adjust- 
ment Account Dr. 
To A. В. Biswas 
Account 
Being goods purchased Rs. 
1,420 was wrongly entered 
in the books as Rs. 142— 
now rectified. | 


To Profit & Loss 
Adjustment Account 

» P., K. Das Account 
Being goods sold to Р.К. 
Das for Rs. 900 was posted 
to Sales Day Book Rs. 90 
and P, К. Das Rs. 9,000— 
now rectified. 


Rs. 
1,200 


150 


400 


1,278 


8,100 


Amount | Amount 


Rs. 
1,200 


150 


400 


1,278 


810 
8,100 


| 


Remarks 


(a) Suspense Account is opened 
for this error. Profit & Loss Adjustment 
Account is credited for overcasting in 
Purchase Account, 


(b) Suspense Account is debited for 
this error. Profit & Loss Adjustment 
Account is debited for undercasting in 
Return Inward Account, 


(c) The error is not detected inthe Trial 
Balance, Furniture Account is debited 
and Profit & Loss Adjustment 
Account ia credited in place of 
Purchase Account, 


(d) The error is not detected in a Trial 
Balance. There ів a mistake in two 
Nominal Accounts. Бо, there is no 
necessary for rectification, 


(e) The erroris not detected in Trial 
Balance and same amounts of mistake 
are in debit and credit sides, The 
undercast in Purchase Account is to be 
transferred to the Profit & Loss Adjust- 
ment Account. 


(f) It is а two-sided error. Р, K. Das 
Account is debited Rs. 900 in place of 
Rs, 9,000 and Sales Account is 
credited Rs. 90 in place of Rs. 900, 
So, Suspense Account was credited 
Rs. 8,910, i.e. Rs. (9,000 — 90). 


Formula for Rectification of Errors : 


rectified with the help of following formula : 


(a) The correct entry, which was wrongly recorded, is to be written. 


H (b) . The reversal entry of incorrect entry which has already been passed, 
is to be written. 


The errors of accounting can be 
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(c) The entry, after act of disfiguring with correction of above (a) and 
(b) entries, is called Rectification entry. If there is any difference in debit 
side or, credit side of a journal entry in amount column, is to be transferred to 
Suspense Account. The rectification of errors by this formula is shown by the 
following illustration : 


Illustration 24 : Rectify the following "errors which are detected after 
preparation of Trial Balance but before preparation of Final Accounts as on 
31st Dec., 1983 : 


(1) Sales to Bhutanath Rs. 1,000, debited to Premnath. 

(2) Purchases from Bholanath Rs. 200 was credited to Somnath, 

(3) Return to Haranath Rs. ‘710 passed through the Sales Day Book. 

(4) Return from Jadunath Rs. 420 passed through the Purchases Day 


Book. 
(5 Cash received from Priyanath Rs. 680 was posted to his account as 
Rs. 860. 
(6) Cash paid to Taraknath Rs. 470 posted to his account Rs. 47. 
Solution : 
(a) (b) (c) 
Date Correct Entry Reversal of Entry already passed Rectification Entry 
— a 
1983 Rs. Ra. Rs. Re. Rs. Rs. 
рево. 31| 1. Bhutanath Bales AJo. Dr. 1,000 Bhutanath A/o. Dr. 1,000 
Alo. Dr. 1.000 To Premnath Alc. 1,000 To Premnath A/c, 1,000 
То Bales AJo. 1,000 Being goods sold to Bhutanath 
debited to Premnath—now reoti- 
fied. 
а ENOO E > zt ae tee 
Rs. Rs. Ra. Rs. Ев. Rs, 
81 | 2. Purchases Somnath A/o. Dr. 200 Somnath A/c. Dr. 200 
Alc. Dr. 900 To Purchases A/o. 200 To Bholanath A/o. 200 
To Bholanath Being goods purchased from 
Alc. 200 Bholanath credited to Somnath 
—now rectified. 
Rs. Rs. Rs. Rs. Rs. Rs. 
81 | 8. Haranath Sales AJo. Dr. 710 Sales A/c. Dr. 710 
Alo. Dr. "10 To Haranath A/c. 710 To Purchases Return 
To Purchases Ale, 710 
Return A/o. 710 Being goods return to Haranath 
4 passed through Sales Day Book. 
ъа OS EE 
Ra Res. Ез. Re. Rs. Ев. 
31 | 4. Sales Return Jadunath АЈе. Dr. 420 Sales Return A/c, Dr. 420 
Alc. Dr. 420 To Purchases A/c. 490 To Purchases A/c. 420 
To Jadunath Being goods return to Jadunath 
Alo. 420 passed through Purchases Day 
ү Book—new rectified, 
_ 
Rs. Re Re. Ra. Ез. Вз. 
31 | 5. Cash A/o. Priyanath Ajo. Dr. 860 Priyanath А/с. Dr. 180 
| Dr. 680 To Oash Alc. 860 To Buspense А/с. 180 
| To Priyanath Being cash received from 
Alo. 680 Priyanath wrongly entered in 
his account Rs, 860 in place of 
Rs. 680—now rectified. 
zal 
Rs. Rs. Re — Re. Bs Вв. 
81 | 6. Taraknath Qash Afo. Dr. 410 Taraknath A/c, Dr. 423 
Alc. Dr. 410 Te Taraknath A/c. 470 To Suspense A/c. 423 
To Cash Being cash paid to Taraknath 
Alo. 470 entered in his account Rs. 470 
—now rectified, 


NEA Мызы аа алада. 
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In the above illustration, the Column Nos. (a), (b) and (c) are shown in 
one table to learn easily ; but in answer paper of an examination, Column 
Nos.(a) and (b) are to be shown in working notes and Column (c) only is to 
be shown as an answer of this illustration in Journal Proper. 


Solutions of Important Problems 
Illustration 25: Record the following transactions in suitable Day Books : 
1984 
Jan.10 Purchased from Calcutta Steels 10 Steel almirah @ Rs. 3,500 
each less Trade discount at 5% ; Invoice No. B/84/35. 
18 Returned to Calcutta Steels 1 Steel almirah out of those purchased 
on 10th January, 1984 being damaged ; Debit note No. C/84/112. 
25 Sold to ‘Asbabpatra’ 8 Steel almirah @ Rs. 4,500 each less Trade 
discount at 1095 on condition that a further cash discount at 3% 
would be allowed ifthe purchaser settles his account within a 
month, Freight charges Rs. 1,600 ; Invoice No. А/84/98. 
30 Returned by ‘Asbabpatra’ 2 Steel almirahs out of those sold on 
25th January, 1984 being out ofsize. Credit note No. P/84/02. 


Solution : 
In the Books оѓ... 
Purchases Day Book 
Date Particulars en L.F| Details | Amount 
1984 Ra. Re. 
Jan. 10 | Caloutta Steel B/84/35 
10 Steel altsirah @ Rs. 3,500 each 35,000 
Less 5% Trade Discount 1,750 
83,250 


Purchases Return Book 
: раа Алоо ee 
Debit [үт Details Amount 


Date Particulars Note 
1984 Rs. Rs. 
Jan, 18 | Calcutta Steels 0/84/112 
1 Steel almirah @ Rs. 3,500 each ae 


Less 5% Trade Discount 


Sales Day Book 


Invoice |r, 7) Details | Amount 


No. 


Particulars 


1984 Rs. Rs. 
Jan. 25 | 'Asbabpitra' 36,000 
8 Steel almirahs @ Rs. 4,500 each 4/84/98 

Less 10% Trade Discount 3,600 
32,400 
Freight Obarres 1.600 

drm 84,000 

— 
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Sales Return Book 


Date Particulars Покет L.F.| Details | Amount 
1984 Rs Rs, 
Jan. 30 | 'Asbabpatra" P/84/02 
9 Steel almirahs @ Rs. 4,500 cach 9,000 
Less 10% Trade Discount 900 
8,100 
Add Freight Charges 400 
8,500 


Illustration 26: Enter the following transactions in columnar Sales Day 
Book ( with cost and carriage, freight etc.) : 
1983 
Dec. 5 Sold to Mukherjee & Co. 
1,000 pieces of sarees @ Rs. 70 each, less Trade Discount @ 595 
and cash discount @ 5%. 
16 Sold to M/s. Mulla & Co. 
200 tins of Jyoti Biscuits @ Rs. 100 per tin, carriage and 
freight being Rs. 750 
25 Sold to Imperial Stores. 
400 kg of bliching powder @ Rs. 20 per kg. packing and 
carriage being Rs. 150 /ess Trade Discount @ 4% and Cash 
Discount (à) 25%. 
Solution : 
In the books ої... 
Sales Day Book 


E  —— —M ——M—Üáürüiaze——7À 
Date Particulars Invoice|L.F.| Details | Amount | Cost eee ote 
1983 Ез. Rs, Ra. Ra. 
Dec. 5 | Mukherjee Co. 
1,000 pieces of Sarees (2 Re. 70 70,000 
emo! 3,500 | 66,500 66,500 
Less Trade Discount @ 5% DN S 
16 | M/s Mulla & Со, 90.000 
200 tins @ Rs. 100 per tin '150 | 20,750 90,000 150 
Add Carriage & Freight 
95 | Imperial Stores 
400 kg. of bliching powder 8,000 
@ Rs. 20 per kg 390 
Less Trade Discount @ 4% 7,680 | 
Add Packing and Carriage 150 | 7,830 7,680 150 
95,080 94,180 900 


Illustration 27: Enter the following transactions in Purchases Day Book 


with cost and carriage, freight, etc. columns. 
1983 
March 1 Purchased 1,000 kg of Dalda from Dalmia & Co. @ Rs. 12 
per kg freight charges being Rs. 700 less Trade Discount @ 596 
and Cash Discount @ 2%. 
16 Purchased 300 bags of soda ash @ Rs. 100 per bag from 
Birla & Co. Carriage and Packing charges Rs. 600, less Trade 
Discount @ 25%. 
30 Purchased 100 tonnes of Steels @ Rs. 2,000 per ton from 
Tata & Co., Carriage Rs. 1,200 and Freight Rs. 800 less Trade 
Discount @ 4%. 
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Solution : 


Purchases Day Book 


Date Particulars Invoice NIU 
1988 Rs. 
March 1 Dalmia Co. Ltd. 
1,000 kg Dalda (9 Rs. 12 per kg 12,000 
Less Trade Discount @ 5% 600 
11,400 
Add Freight Obarges 700 12,100 11,400 700 
16 Birla & Uo, Ltd. 
300 bags of soda ash @ Rs. 100 
per bag 80,000 
Less Trade Discount @ 256 150 
29,250 
Add Carriage and Packing 
charges | 600 | 29,880] 29,250 600 
30 Tata & Co. Lid. 
100 tonnes of steels @ Rs. 2,000 2,00,000 
Less Trade Discount @ 22% ..5.000 
1,95,000 
Add Carri: 1,900 
4 Freight é воо |_1,97,000 | 1,95,000 2,000 
— — | 2,88,950 | 2,85,650 9,300 


ee eee 
Illustration 28: From the following transactions prepare an analytical 
Purchases Day Book with cost and tax, duty, etc. columns : 
1983 


June 17 Purchased 1,200 kg of Rice from Sainthia Mills Ltd. @ Rs. 3 
er kg Carriage and Freight charges Rs. 100, less Trade 


p 
discount @ 10%. 

21 Purchased 100 tins of Dalda from Perfect Suppliers @ Rs. 160 
per tin and Excise duty Rs. 400, less Trade Discount @ 8%. 


25 Purchased 20 bags sugar from Kanpur Mills Ltd. @ Rs. 1,200 
per bag and Sales Tax @ 5%, plus local tax (à 195, including 
forwarding expenses Rs. 600. 
Solution : 
Purchases Day Book ( Folio 11 ) 


Data Particulars E | D Details | Amount| Oost | Tax, Duty, eto. 
1983 Rs. Rs. Rs, Ra. 
June 17 | Saiuthia Mills Ltd. 
1,200 kg rice:@ Rs. 3 per kg 8,600 
Less Trade Discount @ 10% 360 
3,240 
Add Packing & Freight charges | 100 3,340 8,240 100 
21 | Perfect Suppliers | 16,000 


100 tins Dalda @ Ев. 160 


Less Trade Discount (2 8% 1,980 
14,720 

Add Excise Duty 400 | 15120 | 14,720 400 
95 | Kanpur Mills Ltd. | 94,000 
20 bags Sugar @ Rs. 1,200 per bag | "1200 
Add Sales es Mes fto 

Local Tax @ 1 | 
, Forwarding Expenses | 600 | 96,040 | 24,000 2,040 
| 44500 | 41,960 2.540 
| a eee 


Purchases Afc Dr. | тея 
Тах, Duty, etc. А/в Dr. | аль. 
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Illustration 29: From the following transactions prepare an Analytical 
Sales Day Book with Cost, Sales Tax and Carriage, Packing, etc. columns : 
1983 . 


Aug. 1 Sold to Variety Stores Ltd. 100 reams of Bengal Papers @ Rs. 24 
per ream, Carriage & Packing being Rs. 15, Jess Trade Discount 
@ 5%. 

Aug. 7 Sold to Bibekananda Stores 400 kg Chandan Biscuits @ Rs, 15 
per kg, cost of containers being Rs. 5 for every 10 kg of biscuits. 

12. Sold to Khan and Chouhan Co. Ltd. 100 tins of Baygon Spray 

@ Rs. 15 per tin Jess Cash Discount @ 5% and Trade Discount 
@ 10%, Carriage being Rs. 50. 
Sales Tax @ 5% is chargeable on all the items, 


Solution : | 
Sales Day Book 


Т. ДУ. 
Date Partioulars || N.N; | Details | Amount | Cost ae iom | 
1988 Ra. Rs. Rs. Вв, Ra, | 


Aug. 1 | Variety Stores Ltd. 
- 100 reams of Bengal Papers 


@ Ез. 24 per ream 2,400 
Loss Ттайе Discount @ 5% 120 
79280 
Add Carriage & Packing 15 
9,295 
Add Sales Тах @ 5% 115 | 2410 | 2,980 | 115 15 


7 | Bibekananda Stores Fat, 
400 kg Chandan Biscuits 
е @ Rs. 15 per kg 6,000 
Add cost of containers 900 
урдах @5®% бою | 6510 | 6,000 | 310| ооо 
12 | Khan & Ohouhan Oo. Ltd. 
100 tins of Вау gon Spray T D 
@ Rs. 15 per tin E 
Less (Trade Discount @ 1095 150. 
1,350 
50 
A ii p 
dd Oarriage on 
10 
Add Sales Tax @ 5% fava 
S 1,470 | 1,950 70 50 
10,890 | 9,680 | 495 365 
e 
Sales A/o Or. (ЖТ 
Sales Tax A/c Cr. I es 
Carriage, Packing, etc. Cr. dite 


Working Notes: In the above illustrations, the goods are not classified 
but taxes and expenses are classified. 


Illustration 30: The following errors were committed by the accountant 
of M/s. Prasad & Co. : 


(a) Cash paid to X Rs. 327 was posted in his account as Rs. 273. 
(b) Cash received from M Rs. 121 posted as Rs. 112 in his account. 
(c) Purchase of postage stamps Rs. 51 were not posted in the Postage 


(d) Sales Day Book was overcast by Rs. 250. 
(е) Rs. 500 paid for purchase of office furniture was charged to Office 
Expenses. 


(f) Goods returned by N Rs. 1,300 posted to his account from Returns 
Inward Book as Rs. 3,100. 
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Rectify the errors by suitable Journal Entries where ever necessary, 
assuming that they are detected (a) before preparation of Trial Balance, 
(b) after preparation of Trial Balance and taking difference to a Suspense 
Account but before preparing Final accounts and (c) after preparation of Final 


Accounts. 


Solution : 


———mm 


Before preparation of 
Trial Balance 


(а) X Account will be 
dabited with Re. 54, i.e. 
(327 — 273) 


In the Books of M/s. Prasad & Co. 


Journal Proper 


After Preparation of Trial Balance 
but before Preparation 
Final Accounts 


SS 


After Preparation of Final 


Re. 
54 


Rs. 
(a) X Account Dr. 
To Suspense Account 54 
Being cash paid to X Rs. 827 but 
debited Rs. 373—now rectified 


Accounts 
Rs, Rs. 
(a) X Account Dr, 54 
To Suspense AJo 54 


Being cash paid to X Rs, 827 
but debited in his account 
Ra. 273— now rectified 


(b) M Account will be 
oredited by Rs, 9°00, 
ie. (121—112) 


Rs, Ra. 

(b) Suspense A/o Dr. 9°00 
` To M Alc 9'00 
Being cash received from M 


Вз. 121, wrongly entered in his 
account Rs, 112—now rectified 


Ra. 
9°00 


Rs. 
(b) Suspense A/o Dr. 
To M Alo 9'00 
Being cash received from М 
Rs. 121 wrongly entered in 
his account on Rs. 112—now 
rectified 


(c) Postage Account will 
be debited with Rs. 51 


Rs. 
(c) Postage Alo Dr. 
To Suspense A/c 5i 
Being postage stamps purchased, 
not posted to Postage A/c—now 
reotified 


61 


(а) Sales Account will be 
debited with Rs. 250 


Ез. 
(d) Sales A/c Dr. 
To Suspense A/e 950 
Being Sales Day Book Overcast 

by Rs. 260—now rectified 


250 


—— oo 


Вз, 
(e) Office furniture 
Alo Dr. 500 
To Office Expenses 
Alo 
Being office furniture 
purchased was wrongly 


Re. 


x Rs. Rs. 
(e) Office Furniture 
Ale Dr. 500 
To Office Expenses £00 


Being office furniture purobased 
was wrongly entered in the Office 
Expenses A/c—now rectified 


charged to Office 
Expenses A/c—now 
rectified 
Rs. Rs. 
(f) N Account will be | (f) N Ale Dr. 1,800 
debited with Rs, 1,800, To Suspense A/c 1,800 
i.e, (3,100—1,300) Being goods returned by N 


Illustration 31 : 


Rs. 1,800 was wrongly entered iu 
his account Rs. 8,100 in place of 
Rg, 1,300—now rectified 


(year close on 31-12-78) : 


(i) Salary Rs. 
accrued on investment Rs. 


1,000 for 


Rs. 
51 


Re. 
(c) P/L дај. Ao Dr. 
To Suspense A/c 51 
Being postage stamps pur- 
chased, not posted to Postage 
A/c—now rectified 


_ ———— 


Re. 
(а) 1/1, Adj. Ao Dr. 950. 
To Suspense Afo 250 
Being Sales Day Book oye- 
cast by Rs. 250—now rectified 


Re. 


Ra, Rs. 
(e; Office Furniture 
Alo Dr. 500 
To F/L Adj. Alo 500 


Being office furniture pur- 
chased was wrongly entered 
in the Office Expenses A/o 
—now rectified 


Ra. 
1,800 


Rs. 
(f) N Alo Dr. 
To Suspense A/c 1,800 
Being goods returned was 
wrongly entered in his account 
Rs. 3,100 in place of Re, 1,300 
—now rectified 


Pass the necessary adjustment entries for the following 


December, °78 is outstanding. (ii) Interest 
200. (iii) Rent received in advance Rs. 400, 
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(iv) Insurance prepaid Rs. 300, (v) Closing Stock Rs. 10,000. (vi) Depre- 


ciate Furniture by Rs. 800. [H. S. Council Examination, 1979] 
Solution : 
In the Books of ... 
Journal Dr. Cr. 
E ———————— 

Date Particulars Т.Е. | Amount | Amount 
1978 Rs, Rs. 
Dec, 31 | Salary Account Dr. 1,000 

To Outstanding Salary Account 1,000 


Being the adjustment of outstanding salary | 
for December 


81 | Interest Accrued Account = Dr. 200 

To Interest Received Account 200 
Being the adjustment of interest accrued on 
investment 


g1 | Rent Received Account Dr. 400 
To Advance Rent Received Account 400 
Being the adjustment of rent received in advance 


81 | Insurance Prepaid Account Dr. 300 
То Insurance Account 800 
Boing adjustment of prepaid insurance 


81 | Closing Stock Account Dr. 10,000 

To Trading Account й 
Being the adjustment of Olosing Stock in 
Trading Account 


10,000 


81 | Depreciation Account Dr. 800 
To Furniture Account 800 
Being the adjustment of depreciation on furniture 


Illustration 32: Explain with reasons which of the following are transac- 
tions and which are not : Д 

(i) A businessman purchased a building for Rs. 1,00,000 for his business. 

(ii) The said businessman presented a book costing Rs. 50 to his son on 
the occasion of his birthday. 

(iii) He supplied to his customer goods worth Rs. 12,000 on receipt of 
proper orders. [H. 8. Examination, 1982] 


Solution: (i) It isa transaction of a business. Because, a businessman 
purchased a building for his business. If the transaction is made in cash the 
business cash goes out and fixed asset comes in; if the purchase is made on 
‘credit, the fixed assets of the business came in and the amount of creditors 
increased. 

(ii) It is a transaction of household of the business man, but it is not a 
transaction of his business. He presented a book costing Rs. 50 to his son on 
the occasion of his birthday. If he took Rs. 50 from his business cash, it will 
be treated as transaction of his business. 

(ii) It is a transaction of his business. For the supply of goods, the 
business cash or Sundry Debtors is increased and the amount of goods is 
decreased. 


DAY BOOKS 5,39 


Exercises 
(A) Essay-Type Questions : 


1. What are the advantages of Journal ? 
Ans.: Write from ‘Is use of journal essential Ф (р. 2.2). 
2. What їз Јошгпа! ? Describe the functions of Journal. 
Ans.: Write from ‘Journal’ (р. 2.2) and ‘Functions of journal’ (p. 2.9) 
3. Is journal indispensable in accounting ? 
Ans,: Write from ‘Ts use of journal essential’? (p. 2.2). 
4. What do you understand by Journal? Briefly state the various 
subdivisions of journals. 
[H. S. Examination, 1979] 
Ans.: Write from ‘Journal’. (р. 2.9) and “Subdivisions of Journal’ (p. 2.8). 
5. Describe the advantages of subdivisions of journal. 
Ans.: Write from ‘Advantages of Subdivisions of Journal’ (р. 9.95). 
6. What do yon mean by ‘Bought Day Book’? What are its 
advantages ? [Tripura H. S. 1978] 


Ans.: Write from ‘Purchases Day Book’ (p. 2.9) and ‘Advantages of Purchases Day 
Book’ (p. 2.18). 


7. What do you mean by Day Books? Why are they used? Explain 
the proforma of them, illustrating with imaginary examples. 
Ans.: Write from 'Day Book' (p. 9.9) and ‘Uses of Journals’ (p. 9.9). 
8. What do you understand by Sales Day Book? Give draft rulling of 


the Sales Day Book and write up therein at least two imaginary transactions. 
Ans.: Write from 'Sales Day Book’ (р. 2.18) and ‘Specimen of Sales Day Book’ (p. 2.18). 
9, State the advantages of maintaining ‘Books of Original Entry’. 
[ B. U. Ent. 1961 ] 


Ans.: Write from ‘Is use of Journal essential’ ? (p. 2.2). 

10. What is Journal Proper ? How does it differ from special journal ? 
What types of transactions are recorded in Journal Proper? Illustrate your 
answer. [ Specimen Question of H. S. Council, 1982 ] 

Ans.: Write from *Journal Proper (p. 2.20), ‘Difference between Special Journals and 
Journal Proper’ (p. 9,26) and ‘Names of Recorded Journal entries in Journal Proper’ (p. 2.21). 
11. What is Journal Proper ? Explain its uses and utilities. 


Ans,: Write from ‘Journal Proper’ (p. 2.20). 


(B) Short Answer-Type Questions : 


1. Write short notes on: (a) Accounting unit, (b) Business unit, 
(c) Going concern, (d) Statistical Books. 


Ans.: Write from (a) «Accounting unit (p. 2.1), (b) ‘Business unit’ (p. 2.1), (с) ‘Going 
concern’, (p. 2.1) (d) ‘Statistical Books’ (p. 2.1). 
2. Write short notes on: (а) Simple Entry, (b) Compound Entry, 
(c) Books of Account, (d) General Journal, (e) Accounting Period. 


Ans.: Write from (a) ‘Simple Entry’ (р. 2.4), (b) ‘Compound Entry’ (p. 2.4), (с) ' Books 
of Account’ (p. 2.1), (d) ‘Accounting Period' (p. 2.1). 


3. Write short notes оп: (a) Debit Note, (b) Credit Note, (c) Invoice. 
[ C. U. P. U. 1964, '65, '66, '67, Н. S. Exam. 1967 ] 
Ans.: Write from (a) ‘Debit Note’ (р. 9.16), (b) ‘Credit Note’ (p. 2.18) and (c) ‘Invoice’ 
(p. 2.10). ч 
4. Give the names of Special Journals. [ Tripura Н. S. 1979 ] 
Ans,; Write from ‘Subdivisions of Journals’ (р. 2.8). 
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5. Give the names of documents from which entries are made in (а) 
Purchases Day Book, (b) Sales Day Book, (c) Purchase Returns Book, (d) 
Sale Returns Book. 


Ans.: Write from (a) ‘Surchase Day Book’ (p.2.9), D ‘Sales Day Book’ (p. 2.18), 
(с) ‘Purchase Returns Book’ (р. 2.15), (d) Sales Return Book (р. 2 


6. Write short noteson: (a) Opening ae jo Closing Entry, (c) 
Adjustment Entry, (d) Rectification Entry, (e) Transferring Entry. 
Ans,: Write from (a) ‘Opening Entry’ (p. 2.22), (b) Closing Entry (р. 9.98), o Adjust- 
ment Entry (p. 3.21), (d) Rectification Entry (p. 2.23), (e) Transferring Entry (p. 2.2 
(C) Practical Questions : 
1. .Journalise the following transactions in the books of Bhattacherjee 


& Co. 
1984 Rs. 1984 Rs. 
Jan. 1 Cash received from Jan. 6 Purchased stationery 
Kari 1,300 in cash 25 
2 Purchased goods in 7 Received commission 
cash 800 in cash 150 
3 Purchased furniture 8 Paid salary in cash 300 
in cash 300 9 Sold goods in cash 900 
4 Sold goods in cash 2,100 10 Purchased goods on 
5 Paid wages in cash 900 credit from A 300 
2. Journalise the following transactions in the Books of Das & Sons: 
1984 Rs. 1984 Rs. 
Feb.1 Mr. Das started a Feb. 8 Cash paid to Mitra 
business with capital 5,000 Bros. 3,800 
2 Bought goods in cash 3,000 9 Received commission 
3 Bought goods from in cash 700 
Mitra Bros. on credit 4,300 10 Received cash from 
4. Paid wages 600 Gupta & Co. 2,100 
5 Sold goods in cash 6,800 11 Goods returned to 
6 Sold goods to Gupta Mitra Bros. 150 
& Co. on credit 2,400 12. Gupta & Co. returned 
goods 80 
3. Journalise the following transactions in the Books of Choudhury & Co. : 
1983 Rs. 1983 Rs. 
Nov.1 Sold goods in cash 3,000  Nov.6 Paid wages in cash 300 
2 Sold goods on credit 7 Outstanding wages 100 
to Ghanashyam 1,600 8. Received commission 
3 Purchased goods in cash 650 
in cash 2,900 9 Commission accrued 
4 Purchased goods on but not received 310 
credit from 10 Received from 
Radhashyam 1,300 Ghanashyam 1,200 


11 Paidto Radhashyam 920 
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4. Journalise the following transactions 


& Co.: 
1983 
June 1 Started a business 


with cash 


N 


Purchased goods 
in cash 
Purchased goods on 
credit from Rao 
4 Purchased two 
machines in cash 
Purchased stationery 
in cash 
6 Paid wages in cash 


w 


wn 


Rs. 


9,000 


4,000 


3,200 


1,000 


200 
1,300 


1983 
June 7 
9 

10 


п 


13 
14 


15 
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in the Books of Karunanidhi 


Rs. 
Paid to Rao in cash 2,700 
Sold goods in cash 11,000 
Sold goods on credit 
to P. Seth — 4,800 
Sold a machine 
in cash 300 
Received Rent in cash 1,100 
Received interest on 
Bank Deposits 300 


Received from P. Seth 3,900 


5. Journalise the following transactions in the Books of Sanatan & Co. : 


1983 
Sept. 1 Purchased goods on 
credit from Hajarat 
2 Sold goods to 

Mahadev in cash 
3 Sold goods to Jisu 
5 Paid to Hajarat 
in cash 
6 Purchased goods 
from Gautam Buddha 
in cash 
8 Paid wages in cash 
to Bishwakarma 


Rs. 


9,200 


8,500 
4,300 


7,400 


3,200 


1,200 


6. Journalise the following transactions in the Books of Amarnath : 


1983 
Jan. 1 Started business 
with cash 
Supplied household 
furniture 
2 Purchased goods in 
cash 
3 Paid carriage in cash 
4 Purchased furniture 
on credit from 
*Asbabpatra' 


Rs. 
20,000 
3,000 
4,000 


500 


2,100 


1983 Rs. 

Sept. 10 Sold goods to Indra 
in cash 4,300 

11 Sold goods to 

Ganesh on credit 1,300 

12 Received rent from 
Brahma in cash 820 

13 Paid commission to 
Mahabir in cash 640 

14 Purchased furniture 

from Narada on 
credit 2,300 
1983 Rs. 

Jan. 5 Purchased a machine 
іп са 1,900 
7 Sold goods іп cash 6,300 
Sold goods on credit 4,500 
9 Paid cash to customer 3,200 

10 Received cash from 

acustomer 4,700 

12 Purchased stationery 
goods in cash 910 
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7. Journalise the following transactions in the Books 


1983 
Dec. 1 Purchased goods 
in cash 
Purchased goods 
on credit 


3 Paid rent in cash 
Paid salaries in cash 
4 Sold goods in cash 
Sold goods on credit 
5 Received commission 
in cash 
6 Sold old newspapers 


Rs. 
9,000 
4,200 


1,000 
2,300 


82 
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8. Journalise the following information in the Books of X Ltd. : 


1983 
Aug.l Purchased a machine 
in cash 
Purchased goods 
on credit 
5 Sold furniture on 
credit to Y 
6 Sold goods in cash 
Paid wages in cash 


9. Write up the Purchases Day Book of Ghos 


particulars : 


1984 
Jan. 2 


Rs. 


400 


200 


150 


970 
210 


Bought of Simla Plastic 
Rs. 7 per dozen. 

5 Bought of Bharat Glass W 
10 Bought of Ramkrishna Ltd. 66 mahogany tables @ 


of Madanlal & Co. : 
1983 Rs. 
Dec.9 Sold an old furniture 718 
10 Paid wages in cash 800 
12 Received cash from 
customers 3,400 
13 Paid cash to 
customer 2,300 
14 Received loan from 
P.Sen 3,600 
15 Paid to S. Thapa 
in advance 2,400 
1983 Rs 
Aug.9 Paid advertisement 
expense 80 
10 Received cash from H 390 
12 Paid rent 30 
14 Paid advance 200 
16 Received interest 
in cash 300 
20 Paid salaries 120 
21 Received loan 900 


h & Co. from the following 


Co. Ltd. 24 dozen of plastic tubes (9 


and 10 chairs @ Rs. 63 each. 


12 Bought of Sri Ramkrishna & Sons 22 chairs @ 


15% Trade Discount plus Freight charges Rs. 40. 


10. From the following particulars draw up a Purchases Day Book 


1984 


Jan. 11 Purchased from G. Shaha 400 radio sets @ 


Trade Discount @ 4%. 


orks 50 table glasses @ Rs. 15 each. 
Rs. 82 each. 


Rs. 30 each less 


[ Ans.: Total of Purchases Day Book Rs. 7,561 | 


Rs. 230 each—less 
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12 Purchased 100 boxes of pins from Calcutta Gramophone Mart 
@ Rs. 3:20 per box—less Trade Discount @ 72%. 
18 Purchased from Ghoshal & Co. Ltd. 1,000 Gramophone records 
@ Rs. 5 each—less Trade Discount @ 2%. 
23 Purchased from Sealdah Stores 300 Gramophones @ Rs. 310 each 
—less Trade Discount @ 5%. 
[ Ans. : Total of Purchases Day Book Rs. 1,81,866 | 
11. Record the following transactions in suitable ruled Purchases Day Book: 
(a) 6-1-67—Purchased from M/s. A & Co. 20 bales of cotton @ 
Rs. 150 per bale, less Trade Discount at 5% and cash 
discount of 6%. 

(b) 10-1-67—Purchased from Yarn Manufacturers 150 meters of cotton 

fabrics @ Rs. 7.50 per meter, less 8% Trade Discount. 

(c) 17-1-67—Purchased from B. Dealers 25 bales of silk pieces @ 

Rs. 2,100 per bale less 73% Trade Discount. 
[C-U. Pre-Univ., 1967] 
[ Ans.: Total Purchases Day Book Rs. 52,441'50 ] 
12. Draw the rulings of a Suitable Purchases Day Book and enter therein 
the following transactions of Sri Nirmal Kumar Laha : 

(a) 3-10-66—Bought goods on credit from Finlay Mills Ltd. 50 bales of 
Superfine Dhoti @ Rs. 2,500 per bale, less Trade Discount 
at 5% as per invoice No. D/67/135. 

(b) 12-10-66—Purchased on credit from M/s. Print Hall, 20 bales of 
Printed Sarees @ Rs. 2,000 per bale, less 74% Trade 
Discount and subject to a Cash Discount of 24% if the 
payment is made within a month as per invoice No. 
PS/67/C/92. 

(c) 15-10-66—Purchased on credit from M/s. Bangabasi Mills Private 
Ltd. 30 bales Superfine Dhoti @ Rs. 2,100 per bale 
subject to a Trade Discount at 6% asper Invoice No. 
K/D/267. ' [Higher Secondary (Class XI), 1967] 

[ Ans.: Total of Purchases Day Book Rs. 2,14,970 1 
13. Draw up a properly ruled Purchases Day Book from the following 


particulars : 
1963 
Зап. 11 Purchased from S. K. Giri & Co. 200 radio sets @ Rs. 120 each— 
less Trade Discount @ 12%. 
16 Purchased from Chintamoni Iyer 200 gramophones @ Rs 200 
each—less Trade Discount @ 74%. 
22 Purchased from Sen & Co. Ltd. 500 gramophone records @ Rs. 3 
each—less Trade Discount @ 5%. 
27 Purchased 100 boxes of pins from Calcutta Gramophone Mart 
@ Rs. 2.10 per box—less Trade Discount @ 35%. 
Close the book as at 31st January, 1964. [C. U. Pre-Univ-, 1964] 
[Ans.: Total of Purchases Day Book Rs. 5974712 ] 
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14. Give the rulings of the Sales Day Book and record the following - 
transactions therein : x 1 


(i) On 22nd February, 1984—Sold to Darjeeling Tea Co. Ltd. 50 chests — 
of tea for Rs. 3,500 each, less Trade Discount of 73%. ( 


(ii) On 23rd February, 1984—5010 to В. Kar & Co., 75 dozen Postage 
Albums @ Rs. 22 each, less Trade Discount of 6%. 


(ii) On 24th February, 1984— Sold to Alpha Studio 60 dozen Photograph 
frames (à) Rs. 2:50 each, less 8% Trade Discount. 


[ Ans.: Total of Sales Day Book, Rs. 1 82,143 ] 


15. Give the rulings ofthe Sales Day Book and record the following . 
transactions therein : 


(i) On 2nd February, 1961—5014 to Green Tea Co. Ltd. 3 chests of Tea 
for Rs. 650, less Trade Discount of 23%. 


(i) On 3rd February, 1961— Sold to S. Sarkar & Co. 2$ dozen Postage 
Albums @ Rs. 11 each, less Trade discount of 4%. 


(iii) On 4th February, 1961—Sold to Beta Studio 3 dozen Photograph 

frames @ Rs. 1°25 each, less 5% Trade Discount. [C. U. Pre-Univ., 1961] 

[ Ans.: Total of Sales Day Book Rs. 2,260°80 ] 

16. Enter the following transactions in a suitably ruled Sales Day Book 

of S. M. Chatterjee & Co. : 
1984 


Jan. 6 Soldto Biswas Bros.: 30 pairs of Shoes @ Rs. 24 per pair and 
20 pairs of Sandles @ Rs. 6 per pair. Allowed 5% Trade 
Discount. 


13 Soldto S. Sen: 20 pairs of Ladies’ Shoes @ Rs. 18 per pair, 15 
pairs of Boy Shoes @ Rs. 8 per pair. Charged Rs. 20 for 
Packing. 


[ Ans.: Total of Sales Day Book Rs. 1,298 ] 


17. Enter the following transactions in a Sales Day Book of Bikash 
Chandra & Co. : 
(i) 2-12-83—Sold goods to Kanak Stores of Rs. 6,500. 


- (di) 8-12-83—Sold goods to Santosh & Sons of Rs. 4,300, Jess Trade 
Discount @ 3%. 


(iii) 12-12-83—Sold to Panchanan & Co. 20 bags of goods @ Rs. 120 per 
bag, Jess Trade Discount @ 5% 


[ Ans.: Total of Sales Day Book Rs. 12,951 ] 


18. From the following particulars, write up the Returns Outward Book 
of J. Basu & Co. : 


1983 


Aug. 1 Returned to Rabi & Sons 12 Chairs for “Notas Ordered", 
invoiced at Rs. 95 per Chair. 


13 Returned to Smith Bros. 5 Tables invoiced @ Rs. 250 each, less 
5% Trade Discount for “Ваа quality wood". 


22 Returned to Amin & Co. 10 Almirahs invoiced @ Rs. 2:0, less 
4% Trade Discount for “Glass cracked”. 


[ Ans.: Total of Return Outward Book Rs. 4,727°50 | 
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19. From the following particulars prepare a Purchase Returns Book of 
M/s Р. Sur & Co. 


1983 
Nov. 1 Returned to D. Basu & Co. 4 dozen Ladies’ garment @ Rs. 120 


per dozen for “Not as Ordered”, less 3% Trade Discount ; 
Freight Charges Rs. 30. 

13 Returned to S. Ghosh & Co. 20 books @ Rs. 35 each for 
“Defective Binding", less Trade Discount (t 12196. 

24 Returned to S. Kumar & Co. 100 kg Sugar @ Rs. 5:00 per kg for 
*Not as Ordered", less 10% Trade Discount ; Freight Charges 


Rs. 30. 
[ Ans.: Total of Purchases Return Book Rs. 1,588'10 ] 


20. From the following particulars prepare a Returns Inward Book of 
Messrs Mahanti & Sons : 


8 
NL 12 Anil & Co. Returned 1 Almirah Rs. 1,000 for *Not up to 
Sample", less 5% Trade Discount. 
18 Swadesh Ltd. returned 3 Tables @ Rs. 230 per table, for “Badly 
Damaged”, plus Freight Charges Rs. 1^0; 
27 S. М. & Co. returned 12 Chairs (à Rs. 75 each for “Badly 


Scratched". 
[ Ans.: Total of Sales Return Book Rs. 2,670 ] 


21. From the given particulars, write up the Sales Return Book (or 
Return Inward Book) : 

(i) 4th October, 1983—'National Tea Co. Ltd.’ returned 1 chest tea for 
goods not sample, at Rs. 3!0°00, less Trade Discount @ 25%. 

(ii) 9th October, 1933—‘B. К. Sarkar & Co.’ returned 3 Postage Albums 
for goods being torn @ Rs. 15 each, less Trade Discount @ 4%. 

(iii) 13th October, 1983—‘Pratichhabi’ Studio returned 20 photograph 
frames for goods being for inferior quality (à, Rs. 3°00 each, less 10% Trade 
Discount; Freight Charges Rs. 12°00. 

[ Ans.: Total of Sales Return Book Rs. 49830 | 

22. Enter the following transactions in the proper Subsidiary Books : 


1983 
Dec. 15 Purchased goods from P. Nag Rs. 25,000, less Trade Discount 


@ 5%. 

18 Sold goods to D. Sinha Rs. 32,000, Jess Trade Discount @ 4% 3 
Freight Charges levied Rs. 3,200. 

21 Returned goods to P. Nag Rs. 3,000 ; goods being purchased 
on 15th December, 1983, for ‘Damaged Articles’. 

28 D. Sinha returned goods Rs. 4,500. Goods being sold on 18th 
December, 1983, for “Not as Sample”. 


[ Ans.: Total of Sales Day Book Rs. 33,920 ; Purchases Day 
Book Rs. 23,750 ; Purchases Return Book Rs. 2,850 ; 
Sales Return Book Rs. 4,770 ] 
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23. Enter the following credit transactions in the Books of Harsha- 
bardhan & Со. : 


1965 
Feb. 1 Purchased goods from M/s. Basu & Co. Rs. 5,000 
Terms: Trade Discount @ 5%. 
Sold goods to Sugandha Traders Rs. 3,000 
Goods returned to Debu Mazumdar Rs. 8,000 
2 Issued a Debit Note to Karuna & Co, Rs. 250 
Received a Credit Note from Dhiren & Co. Rs. 100 
Goods Returned by Buddhadev Rs. 2,000 
3 Sold goods to Pronovananda & Co. Rs. 20,000 
Freight and carriage charges on above Rs. 500 
Trade Discount @ 3% 
Purchased from Debu Mazumdar Rs. 5,000. [B. U. Ent., 1965] 
[ Ans.: Total of Purchases Day Book Rs. 9,750 ; Sales Day Book 
Rs. 22,900 ; Purchases Return Book Rs. 8,100; Sales 
Return Book Rs. 2,250 | 


24. Give the necessary Journal Entries with narration to rectify the 
following errors : 
(i) Repair charges for Office Buildings for Rs. 2,495 wrongly posted to 
the Office Building Account. 
(i) А special remuneration for Rs. 650 paid to the Manager, Sri 
Samanta, had been mistakenly posted to his personal account. 
(iii) Cash Sales of goods for Rs. 900 wrongly entered in the Book of 
Prime Entry as cash purchases of goods. 
(iv) Withdrawal of cash for Rs. 500. from Bank for Office use erroneously 
posted to the credit side of personal account of the proprietor. 
(y) Though Furniture for Rs. L200 was purchased on credit. from 
Madhab, it was mistakenly recorded in the Cash Book as cash purchase of 
furniture. 


25. Pass necessary Journal Entries to close the books on 31st December, 

1962 : 

(i) Sundry Debtors stood at Rs. 26,000 on 3lst December, 1962 of which 
Rs. 500 was considered bad and you are asked to maintain a reserve of 24% for 
doubtful debts. 

(й) Plant and Machinery Stock at Rs. 15,600 on 30th June, 1962, you 
are asked to depreciate at 9% for six months. 

(Hi) Salaries Rs. 1,000, Rent Rs. 500 and Telephone Bill Rs. 430 were 
outstanding on the closing date. [ Higher Secondary Exam., 1964 ] 
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26. Pass the suitable adjustment entries to record the following 
statements : 
(a) Advertisement A/c included the printing charges for Office Statio- 
nery Rs. 900. 
(b) Sundry Debtors stood at Rs. 12,000 on the closing date of which 
Rs. 1,000 was treated as Bad debts and a reserve for Doubtful debts is to be 
created at 5%. 
(c) A purchase of Rs. 400 was entered in Purchases Day Book but goods 
were received 15 days after the closing date. 
(d) Received an intimation from the Bank that bills payable for Rs. 600 
has been paid on the closing date. 
21. Before closing the books of a trader the following errors were 
detected. Pass the necessary Journal entries correcting the errors : 
(a) An invoice received from Sunderlal for Rs. 750 was entered into the 
books for Rs, 75 only. 
(b) A bill of Rs. 325 received for sale of an old furniture was entered 
on Sale, 
(с) Rs, 2,000 paid for repairs to building were debited to Building 
Account. 
(d) Rs. 950 paid for rent were debited to Landlord’s Account. 
[ Higher Secondary Examination, 1966 1 
28. The Trial Balance of Х & Со. ason 3!st Deeember, 1959 did not 
agree, but the Trial Balance was prepared after transferring the difference to 
a Suspense Account. The following errors were detected subsequently and you 
are requested to pass the necessary Journal Entries rectifying the errors with 
suitable narrations : 
(a) A Credit Sale of Rs. 2,500 to R was posted to his personal account 
as Rs. 250. 
(b) A cash discount of Rs. 100 allowed to G was debited to G's Account. 
(c) Goods sold for cash to N for Rs. 500 was correctly entered in the 
Cash Book but the same was credited to M's personal account. 
(d) Sales Day Book was undercast by Rs. 1,000 in January, 1959. 
( Higher Secondary Examination, 1963 ] 
29. For the year ended on 3lst December, 1981 the following errors 
crept into the account books of a trader. For that a difference of Rs. 196 was 
transferred to the debit of a Suspense Account and the Trial Balance was agreed. 
Give the necessary Journal Entries and also show the Suspense Account : 
(i) Sales Day Book for the month of May was overcast by Rs. 510. 
(ii) Purchase of furniture for Rs. 300 was wrongly passed through 
Purchases Day Book. 
(iii) Rs. 157 received from Kedar Jain, a customer, was mistakenly 
debited to his personal account. 
(iv) Travelling allowances for Rs. 500 paid to the manager were wrongly 
debited to his personal account. 
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30. Give the Journal entries necessary to rectify the following errors 
detected in the Books : 
(i) A payment of Rs. 1,250 for purchase of a typewriting machine for 
office use has been debited to the Purchases Account. 
(ti) А credit sale of Rs. 1,20 to Sri S. Bose has been posted to the debit 
of Sri S. Guha’s Account from the Sales Day book. 
(i) A payment of Rs. 196 for whitewashing the office room has been 
charged to Building Account. 
31. Show how you will rectify the following errors : 
(a) A credit sale of Rs. 450 to B. Banker was debited to C. Banker. 


(b) A purchase of goods for Rs. 750 from Bhairab Sen was debited to 
his account. 


(c) An office almirah purchased for Rs. 750 was debited to Repairs A/c. 

(d) A sum of Rs. 350 received from a debtor was debited to his account. 

(e) Purchase of goods for the consumption of the proprietor were 
debited to Purchase A/c Rs. 1,000. 

(f) Discount allowed Rs. 75 was credited to Discount Receivable A/c. 

[ C. ©. Three-year Degree Course, В. Com., 1965 ] 

[ Ans.: Balance of Suspense Account, Rs. 2,050 ] 

32. A trader has agreed his Trial Balance by putting the difference ina 

Suspense Account and has prepared a Trading and Profit & Loss Account and 

the Balance Sheet. On subsequent scrutiny the books disclosed several errors 

as detailed below. Rectify these errors and ascertain the amount carried to 
Suspense Account. 

(i) A sale of goods to X for Rs, 350 has been credited to his account. 

(ii) Goods purchased from Y amounting to Rs. 750 were entered in the 
Purchases Day Book, but were omitted from Y’s Account in the Creditor’s 
Ledger. 

(iii) Ар office typewriter purchased for Rs, 500 has been passed through 
the Purchase Account. 

(iv) Goods returned to S. Sen valued Rs. 75 were debited to P. Sen’s 
Account. 


(v) Repairs ‘to Office Car Rs. 750 were debited to the Office Car 
Account. 


(vi) Goods sold to К. Banerjee valued Rs. 730 have been posted into his 
account as Rs. 370. 
Will the above rectifications affect profit figure ? If so, to what extent ? 
[ C. U. B. Com. ( Hons. ), 1964 ] 
33. Show how you will rectify the following errors using the Suspense 
Account as on 31st Dec. 1981 : 
(1) Goods ofthe value of Rs. 100 returned by Mr. Sharma were 
entered in the Sales Day Book and posted therefrom to the credit of his 
Account. : 
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(2) An amount of Rs. 150 entered in the Sales Return Book, has been 
posted to the debit of Mr. Philip, who returned the goods. 


(3) A sale of Rs. 200 made to Mr. Ghanashyam was correctly entered 
in the Sales Day Book, but wrongly posted to the debit of Mr. Radhashyam 
at Rs. 20. 

(4) Bad Debts aggregating Rs. 450 were written off during the year in 
the Sales Ledger but were not recorded in the General Ledger. 

(5) The total “Discount Allowed" Column in the Cash Book for the 
month of September, 1981 amounting to Rs. 250 was not posted. 

[4ns: Balance of Suspense Account Rs. 780 ] 


(D) Objective Questions : 
1. Fill up the blanks: 
(a) All transactions are recorded in...... 
(b) The transactions are posted from Journal to...... 
(c) The main object of a business is to еагл...... 
(d) Profit and financial conditions of a business are ascertained at the 
end of the...... period. 
(e) Journal ls a...... Book. 
[ Ans: (а) Journal, (b) Ledger, (c) Profit, (d) Accounting, (e) Subsidiary ] 
2. Rectify the error or errors in the following statements (if any) : 
(a) Debit Note is sent by the seller along with goods returned. 
(b) Credit Note is sent by the buyer along with goods returned. 
(c) Cash purchases of goods are entered in the Purchases Day Book. 
(d) Credit sales of goods are entered in the Cash Book. 
(e) Returns of goods sold on credit are posted in Returns Outward Book. 
[ Ans: (a) Credit Note, (b) Debit Note, (c) Credit, (å) Cash, (е) Inward ] 
3. State which of the following is correct : 
(i) Purchase Day Book is kept to record : (a) all purchases of goods ; 
(b) all credit purchases ; (с). all cash purchases ; (d) all credit purchases of 
goods only. [ Question Bank, New Delhi—adapted | 
(ii) Sales Day Book is kept to record: (a) allsales of goods; (b) all 
cash sales; (c) all credit sales of goods only 3 (d) all credit sales. 
[ Ans: (i) (d); (i) (01 
4. Say whether the following statements are correct or incorrect 1 
(i) The defective goods returned to the related supplier are entered in the 
Sales Day Book. í 
(ii) Goods sold in cash are entered in the Sales Day Book. 
(iii) Credit purchases of furniture are recorded in the Purchases Day Book. 
(iv) Cash Sales of goods are primarily recorded in the Sales A/c. 
(у) Cash Purchases of goods are recorded in a Cash Book. 
[ Ans : (i) Incorrect, (ii) Incorrect, (iii) Incorrect, (iy) Incorrect, (у) Correct ] 
4[ 1184] 
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5. State the following statements whether they are correct or incorrect : 
(i) Return of goods bought on credit are posted in Returns Outward Book. 
(if) Returns of goods sold in cash are posted in the Returns Inward Book. 
(iii) Credit sales of assets are posted in the Sales Day Book. 
(iv) Adjustments of salary paid in advance are recorded in the Journal 
Proper. 
(2) Assets bought on credit are recorded in the Sales Day Book. 
[ Ans: (i) Correct, (ii) Correct, (iii) Incorrect, (iv) Correct, (у) Incorrect ] 
6. Fill up the blanks with the words ‘Debit’ or ‘Credit’. 
(a) The balance of Purchases Account is...... : 
(b) The balance of Sales Account LOTH 
(c) The balance of Sales Return Account is...... 
(d) The balance of Returns Outward Book is...... 
(e) The entries in the Sales Return Book are posted to the......side of 
Debtors Account. 
[Ans: (a) Debit, (b) Credit, (c) Debit, (d) Credit, (e) Credit ] 
7. Fill up the blanks with the words ‘Debit’ or ‘Credit’ : 
(а) The total of Purchases Day Book is posted to the...... of Purchases 
Account. 
(b) The total of Sales Day Book is posted to the...... of Sales Account. 
(c) The total of Returns Inward Book is posted to the., ...of Returns 
Inward Account. 
(d) The total of Returns Outward Book is posted to the......of Purchases 
Return Account. 
(e) The entries in Purchases Return Book are posted to the...,,.side of 
Creditors Account. 
[ Ans. : (a) Debit, (b) Credit, (c) Debit, (d) Credit, (е) Debit. | 
8. Give the suitable ‘Narration’ of the following Journal entries 1 


Dr. Cr. 
Rs. Rs. 
(a) Discount Account Dr. 20 
To Kamal Account 20 
(b) Furniture Account Dr. 1,200 
To Cabinate Co. Account 1,200 
(c) Salim Account Dr. 75 
To Discount Account 75 
(d) Bank Charges Account Dr. 10 
То Bank Account 10 
(e) Depreciation Account Dr. 2,500 
To Buildings Account 2,500 


[Ans.* (a) Being discount allowed to Kamali (b) Being furniture 
purchased on eredi, from Cabinate Со. ұ (с) Being discount 
received from Salim 3 (d) Being Bank charges deducted } (e) Being 
depreciation charged on buildings. ] 
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9. Fill up the name of accounts in the following Journal entries 1 


Jana & Co. 
Journal Entries Dr. Cr. 
MODEM ee GIRS EE | =т= 
Date Partloulars L.F, | Amount | Amount 
1984 Bs. Ra. 
Mar. 10 (а) Account Dr. 200 
То. Account 200 
Being the cash paid to Nityananda 
90 (b) «Account Dr. 4,200 
То... *Account 4,200 


Being the cheque pald for purchase of 
furniture from Wood Oo. on credit 


81 (о) *Aceount Dr. 
To:**« Account 

Being the depreciation @ 121% on the plant 

costing Rs. 2,00,000 


.—є————— —-— 

[Ans.: (а) Nityananda, Cash. (b) Wood Co., Bank. (c) Depreciation, 

Plant, Rs. 25,000 ] 

10, An old machine is sold by Calcutta Cotton Textile Ltd. on credit 
for Rs. 2,300 to H. Guha. Say one of the following books in which this 
transaction should be recorded : 

(i) Cash Book; (i) Sales Day Book; (ii) Journal Proper; 
(iv) Machinery Day Book. [ Ans. ; (iii) ] 

11. Write in the suitable columns the name of subsidiary books, the 
accounts to be debited and the accounts to be credited in respect of the 
following transactions : 


Name of Name of Name ої; 
Transactions Subsidiary | Account Account .' 
Account Debited Oredited *. 1 


(а) Purchase of a machine on credit 

(b) Purchase offgoods on credit 

(co) Parchase of goods in cash 

(d) Purchase of furniture in cash 

(e) Return of machine purchased on credit | 
9 Return of goods purchased on credit 

g) Return of goods purchased in cash ^ | 
(h) Return furniture purchased on oredit | 
(i) Return of goods sold on огейї& | 
(j) Return of goods sold in oash | 
(к) Expenses pald in advance 


[ Ans.: (a) Journal Proper, Machinery, Suppliers. (Б) Purchases Day 
Book, Purchase, Suppliers. (c) Cash Book, Purchase, Cash. (d) 
Cash Book, Furniture, Cash. (e) Journal Proper, Suppliers, 
Machinery. (f) Returns Outward Book, Suppliers, Returns 
Outward. (g) Cash Book, Cash, Return Outward. (h) Journal 
Proper, Suppliers, Furniture. (i) Sales Returns Book, Sales Return, 
Suppliers. (j) Cash Book, Sales Return, Cash. (Ё) Journal 
Proper, Advance Expenses, Expenses. 1 


, CHAPTER XI 
Accounting for a Going Concern [ Profit-Seeking ] 


Cash Book—Single-column Cash Book—Double-column Cash Book— 
Triple-column Cash Book—Petty Cash Book. 


Cash Book 


Definition: The book where the transactions relating to cash receipts, 
cash payments, cheque receipts, cheque payments, discount allowed and discount 
received are recorded chronologically in order to date of occurrance, ‘is called 
Cash Book. 

In accounting, the cash transactions and credit transactions are recorded 
in separate books. The cash transactions are recorded in Cash Book and the 
credit transactions are recorded in day books. The recording of credit 
transactions in day books are discussed in Chapter X. 

Generally, cash is deposited into Banks for safety and payments are made 
by cheques. For this reason, transactions relating to Bank may be recorded in 
the separate columns in the Cash Book, Again, another *Amount Column for 
Discount Allowed’ may be inserted in the debit side of the Cash Book to record 
the details of discount allowed to customers and another ‘Amount Column for 
Discount Received’ may be inserted to record the details of discount received 
from customers. 

Simply, we can say that the book in which the details of cash transactions 
are recorded, is called Cash Book. The cash transaction means the transactions 
which are made in cash or by cheques. The details of cash transactions are 
discussed in Chapter VI. The details of Bank and transactions relating to Bank 
are discussed below : 


Bank 


Definition: The financial concern who pays interest on deposits, gives 
cheques to pay the debts and can be withdrawn money from it and organised by 
the Banking Act, is called Bank. 

In 1171 the modern Banking system is started in Italy by the concern 
‘Banco’ by name. The people would deposit their savings for safety and 
withdraw according to their needs. At present the Banking system tooks a main 
role in modern economy. Now a day, the Banks took deposits from public and 
allow interest at a lower rate and invests to the business concerns at a higher 
rate. Ultimately, they earn profit like other trading concerns. 

If a person wants to open а Bank Account in a particular Bank, he has to 
apply in a specific form and to deposit the minimum amount with the Bank. 
Then the Bank opened a Bank Account in his name and supplied the following 
three items to the depositors : 

(a) Pass Book: The pass book is the duplicate of depositor’s account 
in Bank Ledger Accounts. The following details of transactions are generally 
recorded in the pass book: (i) deposits of cash and cheques, (ii) withdrawals 
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of cash by cheque, (ii) payments of cheques, (iv) interest on deposits or 
overdraft, (v) Bank charges etc. 

The details of the depositor's Bank Account сап be known by the pass 
book. The book is written by Bank employees but kept to the depositor. The 
depositor signs the Specimen Signature at the time of opening his Bank Account. 
Cash may be withdrawn and cheques are honoured after verification of the 
specimen signature of the depositor. 

(b) Paying-in-slip Book: The pages of the book are to be filled upon 
the deposit of cash and cheques from customers. 

(c) Cheque book: A page of the cheque book is to be filled upon 
withdrawal of cash from Bank and payment to customer by cheque. A specimen 
cheque is given below : 


Wo cen A018464 ‚гэ. A 0184164 SAVINGS BANK [50] 
State Bank of Bikaner and Jaipur 
| gc dicibus see do Re dy stis ei ISAR 
Dated... io en | rr sul. et a 
Favour.... nemen 


вар MRD йш 
| toni... Рече hundred- [Rs 4025 


Classification of Cheques 


The cheques are to be divided in three classes: (1) Bearer Cheque, 
(2) Order Cheque and (3) Crossed Cheque. 

(1) Bearer Cheque : The cheque, holder or bearer of which can with- 
draw the written amount of the cheque in cash at the Bank counter, is called 
Bearer Cheque. 

(2) Order Cheque : The cheque, the amount of which can not be paid to 
the others except payee or his specified person, is called Order Cheque. The 
receiver of the cheque puts his signature on the back page of the cheque to 
prove the title on the cheque. The full name of the person, to whom the 
cheque is to be endorsed, is to be signed. It is also called Endorsement of Cheque. 

(3) Crossed Cheque # The cheque on which two parallel lines are drawn 
from top to bottom on the left hand side or middle of the cheque, is called 
Crossed Cheque. The receiver of the cheque cannot withdraw cash from Bank 
by presenting the cheque at Bank counter. The amount of the cheque is to be 
deposited in the depositor’s account. Any bearer cheque or order cheque can 


> 
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be converted to а crossed cheque by drawing two parallel lines {а the following 
manner and writting the following words oa the gap of the lines : 


YW 


Classification of Bank Accounts 


The Bank Accounts are (о be classified in three categories: (1) Current 
Account, (2) Savings Account, and. (3) Fixed Deposit Account, 

(1) Current Account; The Baok Account by which the depositors can 
withdraw cash or issue cheques many times эз they like, ший it reaches the 
minimum amount of deposit as specified by the Bank, is called Current Account. 
The depositor of this account may receive Interest at a minimum rate or по 
interest. The concern, іа which maximum daily cash transactions are occurred 
through a Bank, can open the Current Account. 

(2) Savings Account! The Bank Account on which (а) the depositors 
cannot issue cheques not more than ten times іа а month, (5) the amount of 
deposits never exceeds one lakh, (c) without serving any notice before 
10 days, 10% of the deposit or Rs. 1,000 cannot be withdrawn | if the withdrawals 
exceeds the above limits, the interest will not be credited for this month, is 
called Savings Account, Generally, the bosinemmen аге not interested to 
cash іо the savings account. 

Deposit Account: The Bank Account |n which depositors 
amount of money for a fixed period of time, is called Pixed 
If there la à оесемйу to withdraw money from this account, 
is to be served before the reasonable time and the interest for the 
should be sacrificed. The rate of interest on this account is 
Other type of accounts Generally, businessmen are not 

this account. Only over-capitalised business can 
thoir serplas capital to this accouut, Generally the transactions relating 
Current Account are recorded in а Double-coloma 
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о и) Detella ef Cah Transections ; The details of cash transactions of 
every day hi to be obtaioed from the Cad Book. 

0049) Ашен of Cath in hand: The amount of cash іа hand of every day 
М кюне! froc the books. 


buni ста E 


азем tresnactions are recorded im Day Books asd poned іа Laion 
accent Bet the саш teassactions are recorded Beatty ix osd Book withewt 


boots sad (be details of cob card ecoowats are posted ш 


Ledger socosois Бо, the time sad «ой of recording end powiag of caid 
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will be rectified immediately. 
U) Safety af. Сад Deparimeni | ‘The recording of omh tramections are 


property preserved in 
recorded ia Cash Book, 
safely, 


Cash Book. M all cash. traptections are mot properly 
the detalle of cash transactions cannot be ташышы 


Charseteristies of Cash. Book | Tbe characteristie of à Cash. Book. are 


dixemed below: 


(1) Mixture of Journal and Ledger accounts i The Cash Book bs à primary 
book of sccoust, All cash transaction are recorded ое the date of оесштавсе. 


Ageia, the Cab 


Book is à Ledger account. The specimen form of Carb 


Book ts similar to а Ledger account. The balasce of a Cash Book is determined 
like other Ledger accounts anda (rial balance is to be prepared with the Coh 


(2) Balance of Cath Book т All cash tramaotion are recorded in а Cash 
Book. So, the sem total of opening balance of Cosh Book end cash receipts 
may not be jeus than the cash payments (а. the sum total of debit бонна of à 


Cash Book can sever 


be less than the sum total of credit сојата of that Caid 


Book. So the Cash Book always shows debit balance, insny com И the m 
totals of receipts and payments are equal, the Cash Book balance will be ‘sry’, 


Ваай, И may show credit balance when Bank overdraft 


facilities are granted to (be depositors 
U) Recording of ome side of dm entry wnder Dowdle Fairy Хунан 2 бейм 


Dowdle Бигу Sytem, 
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be converted to a crossed cheque by drawing two parallel lines in the following 
manner and writting the following words on the gap of the lines : 


7 


Classification of Bank Accounts 


The Bank Accounts are to be classified in three categories: (1) Current 
Account, (2) Savings Account, and (3) Fixed Deposit Account. 

(1) Current Account : The Bank Account by which the depositors can 
withdraw cash or issue cheques many times as they like, until it reaches the 
minimum amount of deposit as specified by the Bank, is called Current Account. 
The depositor of this account may receive interest at a minimum rate or no 
interest, The concern, in which maximum daily cash transactions are occurred 
through a Bank, can open the Current Account. 

(2) Savings Account: The Bank Account on which (а) the depositors 
cannot issue cheques not more than ten times inamonth, (5) the amount of 
deposits never exceeds one lakh, (c) without serving any notice before 
10 days, 10% of the deposit or Rs. 1,000 cannot be withdrawn } if the withdrawals 
exceeds the above limits, the interest will not be credited for this month, is 
called Savings Account. Generally, the businessmen are not interested to 
deposit cash in the savings account. 

(3) Fixed Deposit Account: The Bank Account in which depositors 
deposit the fixed amount of money for a fixed period of time, ís called Fixed 
Deposit Account. If there isa necessity to withdraw money from this account, 
a notice is to be served before the reasonable time and the interest for the 
unexpired period should be sacrificed. The rate of interest on this account is 
higher than the other type of accounts. Generally, businessmen are not 
interested to deposit cash in this account. Only over-capitalised business can 
deposit their surplus capital to this accouut. Generally the transactions relating 
to Savings Account and Current Account are recorded in a Double-column 
Cash Book. 

Advantages or Utilities of Cash Book : The cash is a very important and 
essential book of accounts of a concern. The advantages of Cash Book in 
accounting are given below : 

(а) Details of Cash Transactions: The details of cash transactions of 
every day is to be obtained from the Cash Book. $ 


(b) Amount of Cash in hand; The amount of cash in hand of every day 
may be ascertained from the books. { 
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(c) Prevention of defalcation of funds: The defalcation of cash can be 
restricted by the proper recording of cash transactions in a Cash Book. The 
defalcation of fands may be ascertained by verifying the cash balance of Cash 
Book and the amount of cash at Cash box. 5 

(d) Minimisation of Cost of Accounting : In profit-seeking concerns, 
numberless transactions are recorded in Day Books and posted in Ledger 
accounts. But the cash transactions are recorded finally in cash Book without 
recording at first in day books and the details of non-cash accounts are posted in 
Ledger accounts. So, the time and cost of recording and posting of cash 
transactions are to be minimised. 

(e) Rectification of Errors: The balance of a Cash Book and cash at 
Cash box may be verified and compared to prove the accuracy of recording of 
cash transactions. If there is any mistake in recording of cash transactions, it 
will be rectified immediately. i 

(f) Safety of Cash Department : The recording of cash transactions are 
properly preserved in Cash Book. If all cash transactions are not properly 
recorded in Cash Book, the details of cash transactions cannot be maintained 
safely. 

Characteristics of Cash Book! The characteristics of a Cash Book are 
discussed below : 

(1) Mixture of Journal and Ledger accounts : The Cash Book is a primary 
book of account. All cash transactions are recorded on the date of occurrance. 

Again, the Cash Book is a Ledger account. The specimen form of Cash 
Book is similar to a Ledger account. The balance of a Cash Book is determined 
like other Ledger accounts anda trial balance is to be prepared with the Cash 
Book balance. : 

(2) Balance of Cash Book : All cash transactions are recorded in a Cash 
Book. So, the sum total of opening balance of Cash Book and cash receipts 
may not be less than the cash payments ie. the sum total of debit column of a 
Cash Book can never be less than the sum total of credit column of that Cash 
Book. So the Cash Book always shows debit balance. In any case if the sum 
totals of receipts and payments are equal, the Cash Book balance will be ‘zero’. 

In the case of Bank, it may show credit balance when Bank overdraft 
facilities are granted to the depositors. 

(3) Recording of one side of an entry under Double Entry System; Under 
Double Entry System, an account is to be debited and another account is to 
credited when a transaction occurs. But, an account is to be debited or 
credited, if the transaction is recorded in a Cash Book. 

Similarity of Cash Book with Journal : All cash transactions are recorded 
in Cash Book after occurrance. So, it may be called a day book like other 
special journals. The similarities with journals or day day are discussed below 1 

(1) Primary Book of Account: АЙ credit transactions are recorded in 
Journals; as, credit purchases of goods are recorded in the Purchases Day 
Book, credit sales of goods are recorded in the Sales Day Book. Similarly, all 
cash transactions are recorded in а Cash Book. So, it is a day book. t 
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(2) Brief Description or Narration : The ‘Narration’ is recorded in 
journals or day books chronologically in order to date. Similarly, all Cash 
transactions are recorded in Cash Book with ‘Narrations’. 

(3). Chronologically in order to date : The transactions are recorded in 
the Journals chronologically in order to date. Similarly, the cash transactions 
are recorded in Cash Book chronologically in order to date. 

(4). Posting in Ledger Accounts $ After recording the transactions in day 
books, they are posted їп relevant Ledger accounts; Similarly, all Cash 
transactions are recorded in Cash and Bank Columns and posted them ia Ledger 
accounts. 

(5) Special Journal: The Cash Book is the special Journal to record 
only cash transactions, like other special journals. or day books to record all 
non-cash transactions. 


Similarities of Cash Book with Ledger Accounts: All cash transactions 
are recorded by drawing a specimen form like a Ledger account in a Cash Book. 
The similarities of Cash Book with Ledger accounts are discussed below : 

(a) Debit side and Credit side : Every Ledger account has two sides— 
Debit side & Credit side. Similarly a Cash Book has two sides ie debit and 
credit sides. 

(b) Similar Rulling : The rulling of a Cash Book is similar with other 
Ledger accounts. 

(c) Recording of balance in a Trial Balance : A Trial Balance of a concern 
is prepared with the balances of Ledger accounts. The balance of Cash Book 
is also included with the List of Ledger accounts' balances to prepare a Trial 
Balance. 

(d) Item of a Balance Sheet: А Balance Sheet of a concern is prepared 
with the assets and liabilities ofaconcern. The balance of Cash Book (i.e Cash 
їп hand or Cash at Bank) is an asset and included with the assets of the concern 
ina Balance Sheet. But credit balance of Bank Account (ie. Bank Overdraft) 
is a liability. 

(e) Method of Writing : The method of recording of a Cash Book ís 
similar with the posting of Ledger accounts. The cash transactions are recorded 
in a Cash Book by writting ‘To’ in debit side and * By' in credit side. 

(f) Final Book of Account : The Ledger accounts are the books of final 
entry. Similarly, the Cash Book also a book of final entry. 


Cash Book Whether a Journal or Ledger ? 


All cash transactions are recorded in Cash Book after their occurrance. 
Again, the recording of Cash Book is similar with the posting of Ledger accounts. 
For this reason, some writers of Accountancy said that the Cash Book is a Journal 
and others said that it is a Ledger account. 

A Cash Book is similar with Ledger accounts and also with journal. As 
for example, Cash transactions are recorded in Cash Book chronologically in 
order to date just after occurrance with suitable ‘Narration’. 
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Again, every Cash Book has two sides—debit and credit. The rulling of 
Cash Book is similar with Ledger accounts. The Cash Book is also balanced 
like other Ledger accounts and the balance of Cash Book is transferred to a 
Trial Balance and shown in the asset side of a Balance Sheet. L. C. Cropper 
told “Every entry in the Cash Book forms one half of a double entry, the other 
half of the double entry appears on the opposite side of some accounts in the 
Ledger”. Again Spicer and Peglar said “The Cash Book is actually a Ledger 
Account, but owing to large number of entries made therein, it is kept in a 
separate book, called a Cash Book, which is used also as a Book of Prime 
Entry”. Similarly, J. R. Batlibai said, “The Cash Book is really fulfil the 
functions of a Book of Original Entry as also a Ledger Account". So, Cash 
Book is similar with Journal and Ledger} because, the characteristics of 
Journal and Ledger are shown in the Cash Book. But the modern Writers of 
Accountancy told that it is a Journalised Ledger by combining the above two 
opinions. The naming is essential and useful for a Cash Book. 


Cash Voucher 


Definition: The document which is used to prove the authority and 
authenticity of cash transactions at the time of recording in the Cash Book is 
called Cash voucher. The cash vouchers are divided into two groups— 
(1) Cash Receipts Voucherand (2) Cash Payments Voucher. 


(1) Cash Receipts Voucher: The document which is used for cash sale 
of goods and services ог for receipts of cash or cheque from other sources, is 
called Cash Receipts Voucher. The cash receipts are recorded in the debit side 
ofa Cash Book with the help of the voucher. The vouchers are serialled in 
number and the numbers are written inthe ‘Receipts Voucher Number Column’ 
in the debit side of the Cash Book to verify the cash receipts if necessary. 


(2) Cash Payments Voucher : The documents which are received from 
the receiver of cash or cheques or signed by him for purchases of goods or 
services or payment for other cases, are called Cash Payments Voucher. The 
payment side of the Cash Book is to be recorded with help of the voucher. The 
vouchers are serialled in number and the numbers arc put into the *Payment 
Voucher Number Column' in the credit side of the Cash Book to verify the 


Ае ————————————— Date 

Debit/Credit 
Pay to/Received їтош............ (Name)... Rs. Rs. 
RUpees ... seem Total 


Signature of the Receiver Manager Cashier 
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Information to Learners 


In the case of a Cash Recaipts Voucher the words ‘Debit’ and ‘Pay to’ are to be struck 
ой. Similarly, in the case of a Cash Payments Voucher, the words ‘Credit’ and ‘Received 
from’ эте to be struck off. Generally, these two types vouchers are printed separately. 


Different kinds of Cash Book 
Aceording to the nature, size, design etc. the Cash Book may be divided 
into four classes: (1) Single-column Cash Book, (2) Double-column Cash 
Book, (3) Triple-column Cash Book and (4) Petty Cash Book. 


(1) Single-column Cash Book 

Definition: The Cash Book, in which two ‘Amount Columns' are drawn 
in the debit side and credit side to record the cash transactions, is called Single- 
column Cash Book. A 

Generally, the following transactions are recorded in the debit side of a 
Singlc-column Cash Book : 

(ü) cash receipts 5 

(ii) cheque received but not deposited into Bank or endorsed to other 
persons on the date of receipts. 

The following transactions are recorded in the credit side of a Single- 
column Cash Book : 

(i) cash payments; 

(ii) deposits or endorsements of cheques which are not deposited ог 
endorsed on the date of receipts ; 

(iii) the dishonour of a bearér cheque. 


Information to Learners 


It is not necessary to record a transaction when cash is paid fora bearer cheque. No 
entry is necessary when the bearer cheque is cashed at Bank counter. But, if the cheque 
is dishonoured, it will be recorded аза cash payment. Ifany bearer cheque is received but 
does not pay any cash for the cheque, it will be recorded as а cash receipts from other party. 


A specimen form of a single-column Cash Book is given below : 


Cash Book 
Dr. Cr. 


Receipts Payments 


Date Partioulars V.N. | L.F. | Amount | Date Particulars V.N. | LF. | Amount 


Rs. 
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Illustration 1: From the following particulars prepare a Cash Book of 
Chattaraj Trading Co. for the first weck of December, 1983 : 


1983 Rs. 
December 1 Received from Mr. Chattaraj on account of capital 10,000 
2 Purchased goods in cash 8,300 
3 . Purchased furniture 500 
4 Paid wages 800 
5 Sold goods in cash 9,700 
6 Paid to Chaudhury & Sons 6,500 
1 Received from Bhowmik Bros. 3,500 
Solution : 
In the Books of Chattaraj Trading Со. 
Cash Book 
Dr. Cr. 
Date Partioulars веш L.F.| Amount | Date Particulars va L.F | Amount 
1983 Bs. 1988 А Вв, 
Deo. 1 | То Capital 10,000 | Dec. 2 | By Purchases 8,300 
Cash received Oash paid 
5 | ,, Sales 9,700 8| „ Furniture 500 
Cash recelved Gash paid 
7 | „ Bhowmik Bros. 8,500 4| ,, Wages 800 
Oash received Cash paid 
6| „ Chaudhury 
d: Sons 6,500 
Oash paid 
7| , Balance ofd 7,100 
28,200 28,200 
8 | To Balance b/d 7,100 


(2) Double-column Cash Book 

Definition: The Cash Book in which two amount columns are drawn in 
the debit side and credit side to record the cash transactions, is called Double- 
column Cash Book. 

Generally, the transactions relating to Cash and Bank are recorded in à 
Double-column Cash Book. The details of transactions relating to Single- 
column Cash Book are also recorded in cash-column of a Deuble-column 
Cash Book. The following transactions are recorded in the Bank column of 
debit side of the Double-column Cash Book : 

(i) Deposits of a cheque from other parties ; 

(ii) Dishonour of an issued cheque to customers } 

(iii) Interest credited by Bank on deposits } 

(iv) Dividend, interest etc. collected by Bank ; 

(v) Amount directly deposited by the customers into Bank account. 

The following transactions are recorded in the Bank column of credit 
side of the Double-column Cash Book : 

(i) Issue of cheques for payments ; 

(ii) Dishonour of deposited cheques 3 
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(iii) Interest on Bank Overdraft ; 

(iv) Bank charges j 

(v) Amount paid by Bank to the customers. 

A specimen form of a Double-column Cash Book is given below : 


Cash Book (Double-column) 


Dr. Cr. 
Date Particuiars | L.F. | Cash | Bank | Date | Particulars V.N. | L.F. | Cash | Bank 
Ез. | Rs. Ra. Rs. 


But the transactions relating to Cash and Bank are not always recorded 
in a Double-column Cash Book. The transactions relating to Cash & Discount 
or Bank & Discount may be recorded in a Double-column Cash Book. 


Information to Learners 


In the case of recording of transactions relating to Cash & Bank the words ‘Cash & 
Bank’ ; In the case of transactions relating to Cash.& Discount the words ‘Cash & Discount’ 
and in the сазе of transactions relating to Bank & Discount the words “Bank & Discount’ are 
to be recorded in the amounts columns of the Double-column Cash Book. 


Necessity and advantages of Double: column Cash Book : Generally, the 
Double-column Cash Book is used to record the transactions relating to Cash 
and Bank. Again, the transactions relating to ‘Cash and Discount’ or ‘Bank and 
Discount' may be recorded is a Double-column Cash Book. But the discount 
columns are not balanced. The total of discount column in debit side and the 
total of discount column in credit side are shown separately. For this reason, 
L.C. Cropper said “Тһе Discount Columns are inserted in the Cash Book 
soley for convenience and form no real part of it. They are merely ‘memoranda’ 
columns for the purpose of saving time..... . They do not form a part of a 
Ledger Account." 

In the case of a Single-column Cash Book, the transactions relating to cash 
are recorded in this book anda separate Bank Account is maintained to record 
the transactions relating to Bank. The procedure of recording cash transactions 
in separate books consumes more time and it is also an expensive. Again, the 
cheques are treated as ‘cash in accounting, if they are recorded beside the 
information relating to cash, all essential information are to be collected from the 
Double-column Cash Book. The position of Cash and Bank are to be ascertained 
on any day from the Cash Book. The main advantages of a Double-column Cash 
Book are discussed below i : 

(1) The time and cost of recording the transactions relating to Cash 
and Bank are minimised by recording in two columns of Cash and Bank in 
both sides. . 
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(2) The position of ‘Cash’ and ‘Bank’ are to be known from the Cash 
Book by balancing on each working day of the concern. 


(3) All information relating to ‘Cash and Bank’ or ‘Cash and Discount’ 
or ‘Bank and Discount’ is to be known from the Double-column Cash Book. 


(4) If the ‘Discount Columns! are inserted in place of ‘cash columns’ or 
‘Bank Columns’, the amount of ‘Discount Allowed’ and ‘Discount Received’ are to 
be ascertained easily. 


(5) Under the Double Entry System, every transaction is to be recorded 
in two accounts. Ifa cash transaction is to be recorded in a Cash Book, the 
information of the transaction is to be posted in an account only. Because, the 
Cash Book is also treated as a Ledger account. 


Contra Entry 


Definition: As defined by E. L. Kohler “Contra Entry : An item on one 
side of an Account which effects fully or in part one or more items on the 
opposite sides of the same Account." 

So, the entry which is to be recorded on one side of an account and the 
effect of recording is to be written on the opposite side of that account is called 
Contra Entry. 

Generally, the contra entry is necessary when the details of two or more 
accounts are to be recorded by drawing two or more columns within an account. 
For example, the recording of cash transactions in a Double-column Cash Book 
or Triple-column Cash Book, the recording of transactions among partners" 
capital in а Columnar Capital Account of a partnership etc. 

In a Double-column Cash Book, there are two columns i.e. Cash and 
Bank or Cash and Discount or Bank and Discount in each side. The transac- 
tions relating to cash are to be recorded in cash column and the transactions 
relating to Bank are to be recorded in Bank Column of each Double-column 
Cash Book. Simply, we can say that the transactions relating to Cash and 
Bank are also to be recorded in Cash Account and Bank Account i.e. one in 
cash column and other in Bank column of a Double-column Cash Book. 
Similarly the transactions with cash and discount may also be recorded ina 
Double-column Cash Book with cash and discount columns and with Bank and 
discount in a Double-column Cash Book with Bank and Discount Columns. Аз 
for example, Cash Rs. 500 were withdrawn from Bank for office purpose. In 
this case, Cash Account is to be debited and Bank Account into be credited i.e. 
the information is to be written in debit side by writing *To Bank" in particular 
column and Rs. 500 in cash column and in credit side by writing “Ву Cash" in 
particular column and Rs. 500 in Bank column of a Double-column or Triple- 
column Cash Book. So, there is no necessity of posting the details of transac- 
tions in other accounts. The words ‘as per contra’ are to be written at the end 
of the ‘Narration’ and the letter ‘c’ (i.e. contra) is to be written in Ledger Folio 
(І. Е.) Number columns of the Cash Book. 
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Stop Payment of Cheque 
Definition: А stop payment of cheque isa direction to stop payment 
of a written amount of a cheque of a depositor to his banker before encashment 
of that cheque which is issued to a person or customer, for certain reasons. After 
receiving the direction from his depositor, the Bank dishonours the cheque. The 
entry which is made on issue of that cheque, will be reversed in the books of the 
depositor. 


Dishonour of Cheque 


Definition: A dishonour of cheque is the disagreement to pay the written 
amount of a cheque by the Bank, on which the cheque is issued, on presentation 
of the cheque at Bank counter or deposit of the crossed cheque in a certain 
Bank. On dishonour ofa cheque, a statement of causes of dishonour send 
with the cheque to the bearer or depositor. Generally, a cheque may dishonour 
for the following causes : 

(i) If the withdrawable amount of deposit of a Bank, on which the 
cheque is issued, is less than the written amount of the cheque. 

(ii) If there are mistakes in writing the amount, name, date etc, of the 
cheque. 

(iii) If the giver of the cheque is died or become insolvent. 

(iv) Ifthere are double writings on the name, date, amount etc. on the 

* cheque, 

(v) If the specimen signature is not same with the signature in the 
cheque. 

(vi) If any restriction is imposed by the Banking Act of the country etc. 

The entry for the dishonour of cheque is the reversal entry for the issue 
of the cheque. i: 


Bank Overdraft 


Definition: The credit balance ofa Bank which is arised for the with- 
drawal from the Bank more than the deposits by a depositor is called Bank 
Overdraft. 

On withdrawal of cash more than deposits, the necessary arrangements 
are to be made with the Bank authority. Generally, a Bank permits to with- 
„draw upto certain amount of cash on mortgage of assets or guarantee from 
responsible persons. The amount of Bank Overdraft can be determined by 
ascertaining the credit balance of a Bank on a particular date. 

Differences between Bank balance and Bank Overdraft: The debit balance 
of Bank Columns of a Double-column or Triple-column Cash Book or Bank 
statement is called Bank balance. 

The credit balance of Bank columns of a Double-column or Triple- 
column Cash Book is called Bank overdraft. The differences between Bank 
balance and Bank overdraft are given below : 


"d 


CASH BOOK 


Bank Balance 


1. A Bank balance represents the 
debit balance of a Bank Account. 

2. Interest is receivable at a fixed 
rate on Bank balance, but, interest may 
not be received on Bank balance of 
Current Account. 

3. Interest on Bank balance is the 
income of the concern and credited in 
Revenue Account. 

4. The amount of Bank balance 
is the asset of the concern. 

5, The Bank balance indicates the 
‘Debtors’ of the concern. 
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Bank Overdraft 


1. A Bank overdraft represents 
the credit balance of a Bank Account. 

2. Interest is payable on Bank 
overdraft at a fixed rate, but the rate 
of interest is very high. 


3. Interest on Bank overdraft is 
the expenses of the concern and debited 
in the Revenue Account. 

4. The amount of Bank over- 
draft is the liability of the concern. 

5. The Bank overdraft indicates 
the ‘Creditors’ of the concern. 


Classification of Double-column Cash Book : Generally, the Double- 
column Cash Book may be divided into three olasses : 

(1) Double-column Cash Book with Cash and Bank Columns: The details 
of transactions relating to cash and Bank are recorded in this Cash Book. 

(2) Double-column Cash Book with Cash and Discount Columns: The 
details of transactions relating to cash and discount are recorded in this Cash 
Book. The details of ‘discount allowed’ are recorded in the debit side and the 
details of ‘discount Received’ are recorded in the credit side of the Cash Book. 

(3) Double-column Cash Book with Bank and Discount Columns: The 
details of transactions relating to Bank are recorded in the both sides of the 
Cash Book, the details of ‘discount allowed’ are recorded in the debit side and 
the details of ‘discount received’ in the credit side. 

Balancing of a Double-colamn Cash Book : Generally, the Double-column 
Cash Book is balanced at the end of working hours on every day. Again, 
it may be balanced at the end of each week, fortnight or month. At first cash 
columns are balanced and it always shows the debit balance. So, the words 
‘By Balance c/d are to be written above the line of the credit side and ‘To 
Balance b/d’ are to be written below the line of the debit side and the amounts 
are to be written in the Cash Columns. Similarly,the Bank Columns are balanced, 
but the Bank columns may shown its credit balance. Then the words ‘To Balance 
c|d' are to be written above the line of the debit side and ‘By Balance b/d’ are to 
be written below the line of the credit side. 

If the discount columns are inserted with Cash or Bank columns, the 
discount accounts are not to be balanced, because discount column in the debit 
side is the "Discount Allowed Account' and díscount column ín the credit side is 
the ‘Discount Received Account’. So, the totals of discount columns in the debit 
side and credit side are to be ascertained. 

Details of Important Transactions in Donble-column Cash Book with Cash 
and Bank Columns: The details of important transactions relating Cash and 


Bank are discussed below : 


` 
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The cheque received from a person ог debtor may be used various ways. 
The details of uses of the cheque and the recording in the Cash Book are 
discussed below : 

(1) Cheque received and its uses : 

(a) If the cheque is received and deposited into the Bank. On the date 
of receipt, the Bank Account is to be debited and giver of the cheque account is 
to be credited. 

Illustration 2: On Ist June, 1984, A received a cheque from B amounted 
to Rs. 1,000 and deposited into Bank on that date. Show the transaction in a 
Cash Book. 

Solution ! 
In the Books of A 


Cash Book (Double-column) 
Cr. 


L. 


Partioulara F 


Oash | Bank 


1 Rs. | Ra. 


984 
June 1 | То B Account 
Being the cheque | 
received and depo- 
sited into Bank | 


(b) If a cheque is received but deposited into a Bank on the following 
date of the receipt, two transactions are occurred on receipt and deposit of the 
cheque. First transaction is occurred on receipt of the cheque and second 
transaction is occurred on deposit of the cheque. Cash Account is to be debited 
and giver of the cheque account is to credited for the first transaction and 
Bank Account is to be debited and Cash Account is to be credited for the 
second transaction. The second transaction is a Contra Entry. 

[illustration 3: Ор Ist January, 1985, Anil received a cheque from Barun 
amounted Rs. 400. On 10th January, 1985, the cheque deposited into Bank 
Account. The cheque is honoured. 

Show the following transactions in Cash Book of Anil. 

Solution : 
In the Books of Anil 
Cash Book (Double-column) 
Dr. Ст. . 
L. 
F. 


Date Particulars Cash | Bank | Date Partionlars 


1984 Rs. 
Тап, 1 | To Barun Account 
Being the cheque 


received 


1984 
Jan, 10 | By Bank Account 
Being the cheque 
| deposited into 
Bank 


10 | To Cash Account 
Being the cheque 
deposited into» 
Bank 
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(c) Ifa cheque is received but deposited into Bank on the following date 
of receipt and certain amount of Bank charges deducted for collection, then 
the three transactions are occurred i.e. first transaction on receipt of the cheque, 
second transaction for deposit of the cheque and third transaction for Bank 
charges. Cash Account is to be debited and giver of the cheque account is to be 
credited for first transaction, Bank Account is to be debited and Cash account is 
to be credited for second transaction and Bank Charges Account is to be debited 
and Bank Account is to be credited for third transaction. 


Illustration 4: On the 16th August, 1984, Abinash received a cheque from 
Panchanan amounted Rs. 2,500. On 25th August, 1984, Abinash deposited the 
cheque into Bank. The Bank informed that the cheque was honoured and 
Rs. 100 deducted as Bank Charges. 


Record the above transactions in a Cash Book in the books of Abinash. 


Solution : 
In the Books of Abinash 


Cash Book (Double-column) 


Dr. Cr. 
Mi iA Ee EU E аа EOS 
Date Partioulars i Oash | Bank | Date Particulars E. Oash| Bank 
Ы ET ET e m е 
1984 Rs, | Re. 1984 Р Re. Re. 
Aug. 16 | To Panchanan Ang. 25 | By Bank Account 0| 2,500 
Account 9,500 Being the cheque 
Being the cheque deposited into 
received Bank 
95 | , Cash Account (8) 2,500 35 | , Bank Charges 
Being the cheque Account | О 100 
deposited into Being the charges 
Bank deducted 


(d) Ifa cheque is received and deposited into Bank on the following date 
of receipt but dishonoured on collection, then three transactions are occurred 
i.e. first transaction for receipt of the cheque, second transaction for deposit of 
the cheque and third transaction for dishonour of the cheque. Cash Account is 
to be debited and giver of the cheque account is to be credited for the first 
transaction, Bank Account is to be debited and Cash Account is to be credited 
for the second transaction and giver of the cheque account ísto be debited and 
Bank Account is to be credited for third transaction. 

Illustration 5: On ist February, 1985, Naresh received a cheque from 
Haresh amounted to Rs. 800. On 7th February, 1985, Naresh deposited the 
cheque into the Bank. It is informed that the cheque is dishonoured on 
12th February, 1985. 


Show the above transactions in the Cash Book of Naresh. 


Solution : In the Books of Naresh 
Cash Book (Double-column) 
Dr. Cr. 
jf ee т-с АННАНЫ 

Date Particulars р, Cash | Bank | Date Partioulars E Oash | Bank 
1985 Ез. | Ез. | 1985 Rs. | Ba. 
Feb. 1 | To Haresh Account 800 Feb. 7 | By Bank Account с | 800 

Being the cheque Being the cheque 

received deposited into 

Bank E f 
T| „ Cash Account o 800 

Being the cheque 13 | ,, Haresh Account 800 

deposited into Being the cheque 

Bank dishonoured 

{ 


5 [11783 1 
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(e) If a cheque is received but endorsed to a creditor or а person and 
honoured on maturity, then two transactions are occurred i.e. first transactlon on 
recelpt of cheque and second transaction on endorsement of cheque. But there 
will be no entry for honour of the cheque. Cash Account is to be debited and 
giver of the cheque account is to be credited for first transaction and Endorsee 
‘Account is to be debited and Cash Account isto be credited for second transaction. 


Information to Learners 
There will be no entry for honour of the deposited or endorsed cheque 


Illustration 6: Rasul received a cheque from Karim amounted to 
Rs. 2,000 on 10th November, 1984. He endorsed the cheque to Nasir on 12th 
November, 1984. 

Show the above transactions in Cash Book of Rasul. 
Solution : In the Books of Rasul 


Cash Books (Double-column) 
Dr. Cr. 


Date Partlonlars 


Date Particulars s Oash | Bank 


1984 2 
Nov. 10 | To Karim Account 
Belng the cheque 
received 


1984 
Nov. 12 | By Nasir Account | 
Being cheque 
endorsed 


(t) If a cheque is received and endorsed to a creditor or а person but 
dishonoured on maturity, then three transactions are occurred i.e. first transac- 
tion on receipt of the cheque, second transaction on endorsement of the cheque 
and third transaction on dishonour of the cheque. Cash Account is to be 
debited and giver of the cheque account is to be credited for the first transaction, 
Endorsee Account is to be debited and Cash Account is to be credited for the 
second transaction and giver of the cheque account is to be debited and Endorsee 
Account is to be credited for the third transaction. So, the third transaction 
is not to be recorded in the Cash Book. The detail of third transaction is to be 
recorded in the Journal Proper. 

Illustration 7: Nirmala received a cheque from Sarmila amounted to 
Rs. 1,300 on 1st April, 1985. Nirmala endorsed the cheque to Pramila on 4th 
April. On 12th April 1985, Pramila informed that the cheque is dishonoured. 

Show the above transactions in Cash Book and Journal Proper in the 
books of Nirmala. 

Solation ! 
In the books of Nirmala 


Cash Book (Double-column) 
Dr. Cr. 


Partioulars e Савһ | Bank 


Re. Ra. 
By Pramila Account 1,900 
Being the cheque 
endorsed 


Date Particulars 


Li 
M 
To Sarmila Account 
‘Being the cheque 
received 


1985 
April 1 April 4 
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Journal Proper 


Dr Cr. 
Date Particulars L. Е. | Amount | Amount 
1985 Ra. Rs. 
April 12 Barmila Account Dr. 1,800 
To Pramila Account 1,800 


Boing the endorsed cheque dishonoured 


Information to Learners 


The detail of dishonour of cheque on 12th April, 1985 will not be recorded in the Oash 
Book. 


(g) On issue of a cheque only a transaction is occurred i.e. payee of the 
eheque account is to be debited and Bank Account is to be credited. 


Illustration 8: On 1st March, 1984, Arabinda issued a cheque to Gobinda 
for Rs. 1,000, Show the above transactions in the Cash Book of Arbinda. 


Solution ! 
In the Books of Arabinda 
Cash Book (Double-column) 


Date? Parllculars T Oash|Bank| Date Pazxticulars В Cash | Bank 
Ra. | Res. 1984 Re. Bg. 
Mar.1 | By Gobinda Account 1,000 
Being the cheque 
issued 
Information to Learners 
On encashment of an issued cheque, there will be no entry in the books of the giver of 
the cheque. 


(h) If an issued cheque is dishonoured or stopped its payment, then two 
transactions are to be recorded i.e. first transaction on issue of a cheque and 
second transaction on dishonour or stop payment of the cheque. Payee of the 
cheque account is to be debited and Bank Account is to be credited for the first 
transaction and Bank Account is to be debited and payee of the cheque account 
is to be credited for the second transaction. 


Illustration 9: On Ist April, 1985, Paritosh issued a cheque to his 
creditors Sri Banamali Kar for Rs. 3,300. On 2nd April, 1985, Paritosh sent a 


stop payment order to the Bank. 
Show the Cash Book for the above transactions In the books of Paritosh. 
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Solution : In the books of Paritosh 
Cash Book (Double-column) 
Dr. Cr 


Date Particulars N. Е Cash | Bank | Date Particulars X r3 Oash | Bank 
. |E. а JE 
|en -| ——| —— —-| 
1985 Re. g. | 1985 Re. Rs, 
April 2| To Banamali Kar 8,300 | April 1 By Banamali Kar 8,300 
Being payment of Being cheque 


cheque stopped issued 

Procedure for writing a Double-column Cash Book: The procedure for 
writing a Double-column Cash Book is discussed below : 

1. The details of opening Cash, Bank (Dr.) and Bank Overdraft (Cr.) 
are to be recorded as under : 

(a) The amount of Opening Cash is to be recorded in cash column by 
writing the words “To Balance b/d” in particular column of the debit side of 
the Cash Book. 

(b) The amount of opening Bank balance (Dr.) is to be recorded in Bank 
column by writing the words ‘To Balance b/d’ in particular column in the debit 
side of the Cash Book 

(c) The amounts of opening Cash and Bank (Dr.) are to be recorded in 
the Cash and Bank columns respectively by writing the words ‘To Balance b/d’ in 
particular column of the debit side of the Cash Book. 

(d) The amount of opening Bank Overdraft is to be recorded in Bank 
column by writing the words ‘By Balance b/d’ in particular column of the credit 
side of the Cash Book. 

2. The amounts of Cash receipts from a person/persons or for sale of 
assets or for incomes are to be recorded їп cash column by writing “To...(Name 
of person/persons) or To...(Name of assets) or To...(Name of Incomes) in parti- 
culat column of the debit slde of the Cash Book. 

3. The amounts of Cash payments to а person/persons or for purchase of 
assets or for payment of expenses are to be recorded in cash column by writing 
“By...(Name of person|persons) or By..(Name of Assets) or By...(Name о 
expenses)” in particular column of the credit side of the Cash Book. | 

4. The amount of cheque which is received from debtors or for sale of 
of assets or for expenses and deposited into Bank on the date of receipt, is to 
be recorded in Bank column by writing *To...(Name of person[persons) or Tosi 
(Name of Assets) or “To...(Name of Incomes)’ in particular column of the debit 
side of the Cash Book, 

5, The amount of cheque which їз received from debtors or for sale 
of assets or for incomes but does not deposited into a Bank on the date of 
receipt of the cheque, їз to be recorded in cash column by writing *To...(Name 
of person|persons) or To...(Name of Assets) or То... (Мате of Incomes) in 
particular column of the debit side of the Cash Book. A Contra Entry is to be 
made on the date of deposit of the cheque i.e. the amount is to be recorded in 


Bank column by writing “То Cash’ in particular column of the debit side and in 
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Cash column by writing ‘By Bank’ in particular column of the credit side of the 
Cash Book. i 

6. The amount of cheque which is received from a person or for sale of 
assets or for incomes and does not deposited into Bank on the date of receipt 
but endorsed to a person or for purchase of assets or for payment of expenses, is 
to be recorded in cash column by writing ‘By...(Name of person/persons). or By-.-. 
(Name of assets ) or Ву. „(Мате of expenses)’ in particular column of the credit 
side of the Cash Book. In the above case, there is no necessity of a contra 
entry. 

7. The amount of deposited cheque which is dishonoured for certain 
reasons, is to be recorded in Bank column by writing 'By...(Name of the glver of 
cheque)’ in particular column of the credit side of the Cash Book. 

8. Ifthere is no informatlon regarding the deposit of a cheque on the 
date of receipt, then it is to be determined whether the cheque is deposited or 
cashed or endorsed during the period. If it is found that the cheque is not 
deposited or cashed or endorsed, then it will be treated as directly deposited in 
to the Bank on the date of receipt. 

9. The total amount of receipts of cash & cheques is given in a problem, 
but the amounts of cash and cheques are not separately given in the problem and 
itis not also mentioned that the total amount is deposited in to Bank. The 
full amount is to be recorded in cash columns of the debit side of the Cash Book 
by writing ‘To.. Name of giver of the cheque] Assets/Incomes) in particular 
column. 

10. The amount of a bearer cheque which is received on a particular date, 
is to be recorded in cash column of the debit side of the Cash Book. The record- 
ing in the cash column is not necessary when the cheque is cashed at a Bank 
counter. But the dishonour of the cheque is to be recorded in cash column of 
the credit side by writing “Ву ..(Name of the giver of the cheque)” in particular 
column of the Cash Book. 

11. If a Bank deducted charges for collection of a cheque, it is to be 
recorded in the Bank column by writing. “Ву Bank charges” in particular 
column of the credit side of the Cash Book. The full amount of the cheque are 
also to be recorded in the debit side of the Cash Book on the date of deposit. 

12. The amount of discounted bill of exchange is to be recorded in Bank 
column by writing “То Bill of Exchange” after deducting the amount of 
discount charges, in particular column of the debit side of the Cash Book. If 
the bill of exchange is dishonoured, the full value of the bill is to be recorded in 
the Bank Column of the credit side of the Cash Book by writing “By......(Name 
of giver of the bill of exchange. ? in particular column. 

13. The amount of payment of cheque to creditors or for expenses or 
for purchase of assets is to be recorded in the Bank column of the credit side of 
the Cash Book by writing “By...... (Name of Creditor/Expenses/ Assets)” in 
particular column. 

14. The amount of the dishonoured cheque, which is issued to creditors 
or for payment of expenses or for purchase of assets, is to be recorded in the 
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Bank columií of the credit side by writing “By......(Name of Creditors/ Receiver 
of the cheque) in particular column of the Cash Book. 


Information to Learners 


On any occasion, Expenses Account and Asset Account will not be credited in the 
Cash Book for dishonoured of the cheque. 


15. The amount of cash deposited into Bank, is to be recorded in the 
Double-column Cash Book through a ‘contra entry’ i.e. the amount is to be 
recorded in Bank Column by writing “То Cash” in particular column of debit 
side and recorded in cash column by writing “By Bank” in particular column 
of the credit side. 

16. The interest on Bank deposits is to be recorded in the Bank column 
of the Cash Book by writing “To Interest on Bank Deposits" in particular 
columa of the debit side. 

17. The amount of commission, expenses, interest on Bank overdraft 
etc. which are charged by a Bank are to Ье recorded in the Bank column by 
writing “By Bank Charges|Interest on Bank Overdraft” in particular column of 
the credit side. 

18. Dividend, interest etc. which are collected by the Bank, are to be 
recorded in the Bank column by writing “To Dividend| Interest etc.” in particular 
column of the debit side. 

19. The expenses paid by Bank as per standing order or instruction are 
to be recorded in Bank column by writing “Ву Expenses" in particular column 
of the credit side. 

20. ‘There is no necessity of recording гп encashment of friend's bearer 
cheque in a Double-column Cash Book; because the cheque is received in 
exchange of cash. 

On deposit of the above cheque into Bank a ‘contra entry’ is necessary to 
record the transaction ie. the amounts of cheque is to be recorded in the Bank 
column by writing “То Cash" in particular column of the debit side and in the 
Cash column by writing “Ву Bank” in particular column of the credit side. 

21. The amount of cash drawn by proprietor for personal use is to be 
recorded in the cash column of the credit side by writing “By Drawing Account” 
in particular column. 

1 Again the amount of cash withdrawn from a Bank for personal use is to be 
recorded in the Bank column of the credit side by writing “Ву Drawing Account" 
inthe particular column. There is no necessity of contra entry to record the 
above withdrawal of cash from Bank. 


Illustration 10: Enter the following transactions in a Double-column 
Cash Book and draw up into balances on 8th February, 1985 : 


1985 Rs. 
February 1 Cash in hand 4,500 
Cash at Bank 6,300 


2 Cash deposited into Bank S 
3 Received from A & Co. (cash Rs. 50 and 
cheque Rs. 150) 200 


1985 


CASH BOOK 


February 4 Received from Khan Bros, a cheque 

5 Withdrawn by cheque for office cash 

6 Deposited into Bank the cheque received from 
Khan Bros, 

7 Paid salary to the staff 


Solution : 


Partioulars 


In the Books of....-- 
Cash Book (Double-column) 


D| Gash | Bank 


[ 


es 


с ож 


© 


asole trader. 


To Balance b/d 
h 


» Сав 
Oash deposited 
into Bank аз 
por contra 


» 4 & Oo 
Oash Rs, 50 and 
cheque Rs, 150 
recelved and 
cheque deposited 
into bank 
» Khan Bros. 
Obheque received 
„ Bank 
Сазһ with- 
drawn for office 
use as per contra 
» Cash 
Oheque deposited 
аз per contra 


„ Balance b/d 


Illustration 11: 


transactions : 


Rs. 
6,900 
9, 


Rs. 
| 4,500 
50 


1,700 
C | 1,200 


7,450 
2,900 


Feb. 2 


= 


e 


Partioulars 


By Bank 
» Oash deposited 
as per contra 


» Cash 
Oash with drawn 
for office usa 
as per contra 
» Bank 
Cheque deposi- 
ted into bank 
as per contra 
» Salary 
Being cash paid 
„ Balance o/d 


6 


Rs. 
1,700 
1,200 
350 
Сг. 
Н Cash | Bank 
Rs. | Rs. 
о |2,500 
0 1,200 
о | 1,700 
350 
3,900 | 9,450 
7,450 [10,650 


The following are the cash and the Bank transactions of 


1985 
January 1 Cash in hand 
Bank overdraft 

2 
3 Cash sales 
4 Deposited cash into Bank 
5 
6 
7 
8 Cash purchases 
9 

10 

п 


Draw up a Double-column Cash Bo 


Paid salary for the month of December, 1984 


Paid salary by cheque to the Works Manager 
Issued a cheque (оа creditor 
Received a cheque from Mahatab & Sons 


Bank charged overdraft interest for December, 1984 
Deposited cheque of Mahatab & Sons into Bank 
Received on cheque for Rs. 1,550 from Ghosh 


& Co. on full payment of our bill No. 13/84 


— 
кю 


Withdrew cash from Bank for office purpose 


ok to record the above 


Rs. 
2,500 
2,300 


2:12. HIGHER SECONDARY ACCOUNTANCY 


Solution : 
In the Books of a Sole Trader 
Cash Book (Double-column) 


Dr. Cr. 
"Date | Particulars |1: |2: Cash | Bauk | Date | Particulars ЖОП | cash) Bank 
1984 Ез, | Вв. 1984 Rs. Rs. 
Jan, 1 | To Balance b/d 2,500 Jan, 1 | By Balance b/d 9,800 
8 | , Sales 1,350 2| , Salary 2,400 
Cash received Oash paid for 
4| , Cash (ө) 850 the Salary of 
Cash deposited Dec,, 1988 
into Bank a8 £| n Bank 6 850 
per contra Cash deposited 
7 | „ Mahatab & Sont 8,420 into Bank аз 
Oheque received per contra 
10 | » Cash 0 | 8,420 5| ,, Salary 890 
Oheque depo- Oash paid 
sited ав per 4 6| , Creditors 800 
contra Cheque issued 
11 | ,, Ghosh & Оо. 1,650 8 | „ Purchases 180 
Oheque recelved Oash paid 
and deposited 9 „ Interest on 
into Bank Overdraft 98 
12!) ,, Bank Cc} 420 Interest on 
Cash withdrawn overdraft 
for office charged 
purpose as per 10 | „Вал O | 8,490 
contra Oheq ue deposi- Ч 
a T percontra 
1@ | » Саз (6) 9 
Cash withdran n) 
for office pur- 
pose ms por 
contra 
12 Balanee o/d 
7,690 | 5,820 840 | 1,912 __ 
—— 7,690 | 5,820 
Jan. 13 | To Balance b/d 840 | 1,812 \ — 


(3) Triple-column Cash Book 


Definition: The Cash Book which contains three amount columns in both 
sides (i.e. in debit side and credit side) to record the transactions relating to 
cash, Bank and discounts (i.e. Discount Allowed and Discount Received) 15 


called Triple-column Cash Book. 
The recordings of cash and Bank columns are similar with the recordings 


of a Double-column Cash Book with cash and Bank columns. It is discussed 
in this chapter also. ‘The procedure of recording discount allowed and discount 
received and details of them are discussed below i 


Discount 


Definition! А part of normal value of goods or amount due from persons 
or amount due to persons is reduced as per agreement of the transactions ог 
customery policy of a business is called discount. 

The discounts are divided into two classes—(a) Trade Discount and 
(b) Cash Discount. 1 
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(a) Trade Discount : A partof list price or catalogue price which is 
forgone by the suppliers to the traders or consumers to sell the goods at list price 
orcatalogue price or to inspire the retailers, is called Trade Discount. As for 
example, Sunlight and Lifebouy soaps are sold at fixed price in the market. The 
traders of these soaps receive a discount on catalogue price for necessary 
expenses and return on capital. The producers of goods or traders fix the 
selling price of goods. The list of selling price of goods is called catalogue. 
The trade discount is fixed on the basis of the following items t 

(i) Demand of goods in market, (ii) Selling capacity ofthe retailers 
and (iii) Availability of substitutes in market. 

Advantages of Trade Discount: The advantages of trade discount are 
discussed below : 

(i) The advantage of submission of various quotation for saleable goods 
in a market is to be received. 

(ii) The same type of catalougue can be supplied to sell goods at fixed 
price within a country. 

(iii) The amount of sale can be increased by declaring higher rate of 
trade discount. 

(iv) The retailers, who is more efficient in sales, can sold more goods 
by allowing higher rate of trade discount. 

(v) The price of goods can be changed by varing the rate of discount 
without changing the catalogue price. 

(b) Cash Discount: Арап of selling price which is given up by the 
suppliers to his customers who paid within the specific period of time, is called 
Cash Discount. For instance, a trader sold goods to a purchaser and agree to 
realise the amount after three months. After one month, suppose the trader 
wants to realise this amount for his business. Then he can declare the benefits 
of cash discount @ 5% for quick realisation within seven days. Again, it may 
be specified on the terms of agreement that if a customer pays his dues within 
specific period of time, then he can enjoy the benefits of cash discount at a 
certain rate. As for example, a bill contains a clause, “within two months 75% 
after one month net," the amount of discount is to be calculated on net amount. 
It is an encouraging system of cash realisation. from customers, The customer 
can not enjoy the benefits of cash discount, if he is unable to pay his dues within 
specified period of time. Generally, the particulars of cash discount are to be 
recorded in a Triple-column Cash Book. The cash discounts are to be classified 
into two groups : 

G) Discount Allowed : The benefits of cash discount is to be allowed 
to debtors on payment of their dues within a specified period of time is called 
Discount Allowed. 

(i) Discount Received : The benefits of cash discount is to be received 
on payment to creditors of their claims within specified period of time, is called 
Discount Received. 
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Differences between Trade Discount and Cash Discount : 
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The differences 


between trade discount and cash discount are discussed below : 


Trade Discount 


1. The trade discount is a part 


of a catalogue price or gross price 
which is forgone by the producers or 
wholesalers to sell the goods at cata- 
logue price. 

2. The discount їз allowed ata 
time of sale or at the time of agree- 
ment for sale. So, it is not related with 
the payment or realisation of cash for 
selling price. 

3. The discount is not to be 
recorded in any books of accounts. The 
selling price of the goods ís calcula- 
ted after deducting the trade discount. 


4. There is no necessity of classi- 
fication of the trade discount ; because 
itis not to be recorded in the books 
of account. 

5. The discount is calcutated on 
gross price or catalogue price. 


6. The discount is only related 
with the selling price or purchase 
price. 

7. There may bea provision for 
trade discount and cash discount 
simultaneously ; but the trade discount 
is calculated before deduction of cash 
discount. 

8. Theré is no necessity of Journal 
entry and Ledger accounts in recording 
and posting of a trade discount. 


9. The wholesalers and retailers 
are benefited by the trade discount. 


Cash Discount 
l. The cash discount is a part 


of selling price which is forgone by the 
traders to collect the amount from 
debtors within a specific period of 
time. 

2. Generally, the discount is 
allowed to customers to inspire for 
payment within a scheduled time. 


3. The discount isto be recorded 
in the separate accounts ; the discount 
allowed is calculated at the ‘time of 
receipts of cash or cheques from 
customers and the discount received is 
calculated at the time of payment of 
cash or cheques to customers, 

4. The cash discount is classified 
into two classes (Le. discount allowed 
and discount received) to record in the 
books of accounts, 

5. The discount is calculated on 
net amount receivable from customers 
or net amount payable to customers. 

6. The discount is only related 
with the amount of receipt from 
debtors or payment to creditors. 

7. There may be a provision for 
trade discount and cash discount. 
simultaneously } but cash discount can 
not be calculated before deduction of 
trade discount. 

8. The details of cash discount 
are recorded in Journal and posted 
them in Ledger accounts (i.e. in Dis- 
count Allowed Account and Discount 
Received Account). 

9. The debtors may be Бепе- 
fited by the cash discount, if they are 
enable to pay their dues within a 
scheduled time. . 
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Trade discount Cash Discount 
10. The trade discount is shown 10, Generally, cash discounts 
in the day books to determine the net | are recorded in a cash. Book and they 
value of goods purchased or sold. ere posted in Discount Allowed 
Account and Discount Received 
Account. 
11. Generally, the trade discount 11. Generally, cash discount can 
is enjoyed by all traders. not be enjoyed by all traders. 
12. There іѕ по necessity of any I2. There is a necessity of provi- 


provision for trade discount to ascer- sion for cash discount to asertain the 
tain the real Profit or Loss of the | real profit or loss of the concern. 
concern. 


Can a particular trader enjoy both the discounts simultaneously ?: The trade 
discount is allowed to the traders to sell goods at a catalogue price or fixed price. 
So, the classification of transactions into cash and credit is not necessary. Again 
cash discount is allowed to the debtors to inspire for payment, in a scheduled 
time. So, a trader can enjoy the trade discount at the time of purchase or sale 
and cash discount by paying the dues on an agreed date. A trader can enjoy the 
benefits of cash discount if he is enable to pay within an agreed period of time. As 
for example, a trader purchased goods at catalogue price of Rs. 500. The terms 
of agreement were that he could enjoy 10% trade discount at time of purchase 
and 5% cash discount if he enable to pay the selling price within 2 months of 
sales. Ho will enjoy the benefits of trade discount at the time of agreement for 
sales and the benefits of cash discount at the time of payment. If he could not 
psy the amount within two months from the sales, he could not enjoy the 
benefits of cash discount, then he has to pay Rs. 450 ie [Rs. 500 — (500 4455)] 
If he wants to enjoy the benefits of cash discount, he has to pay Rs. 423 f. e. 
[Rs. 500— (500 x 4f) — {450 — (450 т$5))) within two months from the date of 


sales. 

Advantages ofa Triple-column Cash Book: The advantages of a Single- 
column Cash Book and a Double-column Cash Book are also available in a 
Triple-column Cash Book. These are discussed in pages...... апа....... 

The special advantages of a Triple-column Cash Book are discussed 
below. 

(a) The details of discount allowed are recorded in the debit side and 
discount received are recorded in the credit side of a Triple-column Cash Book. 
The total of discount column in the debit side is transferred to the Discount 
Allowed Account and the total of discount column in the credit side transferred 
to the Discount Received Account. So, there is no necessity of recording 
Journal entries for the discounts. So, the time and labour cost are to be saved 
for recording of discounts in a Triple-column Cash Book. 

(b) АП particulars of Cash, Bank and Discounts are available at а time 


in a book. 
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(c) There is по necessity of recording Cash Account, Bank Account, 
Discount Allowed Account and Discount Received Account separately. 

(4) The balances of Cash Account, Bank Account, Discount Allowed 
Account and Discount Received Account are available in a Triple-column 
Cash Book. 

Rules for recording Cash Discount: The details of recording discount 
allowed and discount received are discussed in the following illustrations : 

Illustration 12: Received Rs. 580 from Kirti Azad, a customer, and 
allowed him discount Rs. 20 on 1st April, 1985. 

- Show the necessary Journal entry & Cash Book and Ledger accounts in 
the books of firm. 


Solution : 
Journal 
Dr. Cr. 
Date Particulars І. Е. | Amount | Amount 
1985 Rs. Ra. 
April8 | Cash Aocount Dr. 680 | 
Discount Dr. 20 
To Kirti Azad Account 600 


Being cash recelyed and discount allowed 


Dr. Cr. 


Date Partloulaes L.F.| Discount| Cash | Bi x| Dato | Partioulars |L.F.| Discount Cash | Bank 


1985 Ra, Rs. | Ев. Ra. 
Apr. 1 To Balance b/d E 
;» Kirti Azad 20 580 | 
Oash received 
and discount 
allowed | 
Ledger 


Kirti Azad Account 


Particulars J.F. | Amount 


Date Particulars 


Rs. 1985 
600 April 1 | By Oash Acconnt 
» Discount Account 


To balance b/d 


Discount Allowed Account 


Date Particulars J.F. | Amount | Date Particulars J.F, | Amount 
1985 Ба, Rs. 
April 1| To Kirti Azad Account 20 
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Illustration 13: Show the Journal entry, Cash Book and Ledger accounts 
for the following transactions as on 1st April, 1985: 
Paid Rs. 875 to Jogaraj, our creditors who allowed us discount Rs. 25. 


Solution : 
Journal 
Dr Cr. 
Date Particulars L.F. | Amount | Amount 
1985 Ra, Ra. 
April 1 Jagaraj Account Dr. 900 
To Cash Account 875 
| » Discount Received Account 95 


Cash Book (Triple-column) 


Date Particulars nh Discount | Cash | Bank Date | Particulars ў Onash | Bank 


Re, | 1985 Rs, 
To Balance b/d ө April 1| By Jagaraj 
Account 
Ledger 
Jagaraj Account 
Dr. Cr. 
Date Partioulars J.F. | Amount | Date Partioulara J.F. | Amount 
1985 Re. 1985 | 
April 1 | To Oash Acconnt 875 ө By Balance b/d 
1| , Discount Received 
Account 25 
900 
Discount Received Account 
Dr. Cr. 
Date Particulars Amonnt| Date Particulars J.F. | Amount 
Ra. 1985 Rs. 
April 1 | By Jagaraj Account 95 


Recording of Discount Allowed and Discount Received in Cash : In many 
cases, the benefits of ‘Discount Allowed’ is to be given after final receipts of 
claims and the benefit of ‘Discount received’ isto be enjoyed after payment of 
his claims. Again, Discount Allowed or Discount Received may not be adjusted 
at the time of transaction in mistake. In this case cash is to be paid for 
‘Discount Allowed’ and cash is to be received for ‘Discount Received’. These 
are-shown in the following illustration : 
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Illustration 14: Journalise the following transactions and record ina 
Cash Book: (1) Received cash Rs. 72 for discount from Chauhan after full 
payment of his dues. (2) Paid cash Rs. 57 for discount allowed to Doshi who 
paid his claims previously. 


Solution : 
Journal 


Particulars 


— ÓÀ— 


Rs, 
Cash Account Dr. 
To Discount Received Account 72 
Being discount recelved In cash 
Discount Allowed Aocouut 
To Oash Account 57 


Being disconnt allowed їп cash 


Cash Book (Triple-column) 


Dis- | Gash | Bank| Date Partioulars 


3 
3 
B 
E 
LT 


Date Partioulars | Us 


То Balance b/d 
To Discount 


By Cash 
Discount received 


Received | О in cash 
Discount Recelved) 
| By Discount 
in Cash | | Allowed | © 
To Cash 10| T Discount allowed 
Discount Allowed | in cash 
1n Oash | | 
| 


Discount Disallowed: The benefits of cash discounts can be enjoyed 
after receipts and payments of cash or cheques within a specific period of time. 
The transactions through cheques are also called cash transactions. So the 
benefits of cash discount may be enjoyed on receipts and payments of cheques. 
If the cheques are dishonoured, the benefits of cash discounts are also to be 
cancelled. The transactions relating to cancellation of cash discounts are shown 
in the following illustrations : 

Illustration 15: From the following transactions show the necessary 
Journal entries and Cash Book : 

(i) Cash purchase of goods from Hossain & Co. Rs. 1,000 Jess cash 
discount @ 10% and paid by cheque. 

(ii) Cash sales of goods to Barua & Co. for Rs. 12,000 /ess cash discount 
@ 5% and received a cheque for that amount. 

(iii) The cheque which was received from Barua & Co. was dishonoured 
for defective signature. 


(iv) The cheque which was issued to Hossain & Co. was dishonoured for 
insufficient deposits in Bank Account. 


CASH BOOK 2.79 


Solution : 


Journal 
Dr. Cr. 
Date Particulars L.F. | Amount | Amount 
Г Rs. Bs, 
UT Purchase Account Dr. 1,000 
To Bank Aocount 900 
To Discount Received Account 100 
Being goods purchased from Hossain & Co. 
in cash and was allowed discount (2 10% 
vee Bank Account Dr. { 
Discount Account Dr. AT 


To Sales Account 12,000 
Being goods sold to Barua & Oo, for cash and 
allowed discount @ 5% 


| Barua & Oo, Account Dr. 12,000 


To Bank Account 11,400 
To Disoount Account “600 
Being cheque dishonoured and discount disallowed 


one Bank Account Dr. 900 
Discount Account Dr. 100 

To Hossain & Oo. 1,000 
Being cheque dishononred and discount disallowed $ 


Cash Book (Triple-column) 


| 
Date Partioulars 5 E Cash | Bank | Date Partioulars zi DW Cash | Bank 
Re. | Re. | Re. Bs | Ба. | Rs. 
To Balance b/d whe By Purchase 
„ Sales Account 600 11,400 Account 100 900 . 
Goods sold in Goods Purcha- 
cash and pald ged іп cash 
by cheque and and allowed 
was allowed discount and 
discount paid by oheque 
, Hossain & Co. 100 | 900, » Barua d Оо. 600 11,400 
Cheque dis- | Cheque dis- 
honoured and honoured and 
discount was discount dis- 
disallowed | all УП 


Dr. Сг: 


Partioulars 


Partioulara 


By Baraa & Co, 


To Sales Account 600 
Account 


Dr. Cr 


Date Partioulars 


Particulars L,F, | Amount 


To Hossaln & Co. By Purchages Account 


Account 
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Rules for writing Triple-column Cash Book 
The procedure of writing for Triple-column Cash Book is discussed below : 


(1) The recording of transactions relating to Cash and Bank is similar 
with the recording of Double-column Cash Book which has already been 
discussed in page No. 2:68. 

(2) If the benefit of cash discount is allowed to debtors on receipts of 
their dues in cash or cheques ; the details of these transactions are recorded in 
the debit side of a Triple-column Cash Book by writing the words ‘To Debtors’ 
in particulars column, the amount of cash or cheque in cash or Bank column 
and the amount of discount in discount column. 


(3) If the benefit of cash discount is received from creditors on payment 
of their claims in cash or cheques; the details of these transactions are 
recorded in the credit side of a Triple-column Cash Book by writing the words 
“Ву Creditors’ in particular column, the amount of cash or cheque in cash or 
Bank column and the amount of discount in discount column. 


(4) The Cash and Bank columns ofthe Triple-column Cash Book are 
balanced like the Double-column Cash Book with Cash and Bank columns. 
The Cash column always shows debit balance or ‘Ziro’ balance. But Bank 
column may show a debit balance or credit balance. 


(5) The ‘Discount columns’ of a Triple-column Cash Book are not 
balanced. The total of discount column in debit side and the total of discount 
column in credit side are shown Separately. Because, the total of discount 
column {п debit side represents the amount of ‘Discount Allowed Account’ and the 
total of discount column in credit side represents the amount of ‘Discount 
Received Account’ 


(6) Only the details of cash discounts are recorded in a Triple-column 
са Ган but the details trade discounts аге not recorded in a Triple-column 
ash Book. 


Illustration 16: From the following particulars prepare a suitable Cash 
Book of M/s. Bholanath & Sons and balance it as on 315{ July, 1984: 


1984 Rs. 
July 21 Cash in hand 5,300 
Cash at Bank 8,200 


22 Cash purchases of goods Rs. 3,200 less Cash aiw 
Discount @ 5% = "3 


23 Paid salary withdrawing monéy from Bank “3 1,500 
24 Received two cheques for sales : 

Latika Sen 1,200 

Kanika Mitra 800 2,000 


25 Cash sales of goods worth Rs. 4,000 
less Trade Discount @ 5% and Cash Discount @ 3% 
26 The above cheque of Latika Sen was endorsed 
Nirmala Gayen against purchase of a machine 
from her 
27 The above cheque of Kanika Mitra was deposited 
into Bank 
28 Paid to Mahendra—Cash Ёз. 480 and Cheque for 
Rs. 520 in full settlement of his dues Rs. 1,100 
29 Kanika Mitra’s Cheque was dishonoured 
30 Received from Radha Gobinda Pal—Cash Rs. 780 
and Cheque 920. Both cash and cheque deposited 
into bank 
31 Bank debited Bank charges 20 
Bank credited interest : 112 
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(4) Petty Cash Book 

Definition: The Cash Book, in which the amount of petty cash receipts 
from the chief cashier and the details of petty cash payments made by the petty 
cashier are recorded, is called Petty Cash Book. 

The chief cashier of a large-scale business is responsible for huge amount 
of cash transactions and other important financial matters of the concern. 

' The recording of petty cash, cash transactions in the main Cash Book is very 
difficult and there is a chance of mistake in recording the small amount of petty 
cash transactions. As for example, the recording of petty cash payments, like 
Rs.:50 for an envelope, Rs.'15 for а post card, Rs. '40 for bus fair etc. are 
impossible in a main Cash Book with heavy amounts of cash transactions. If 
these small amount of transactions are recorded in the main Cash Book, the book 
will be voluminous and weighty. For this reason, a petty cashier is appointed to 
record these petty payments. The main cashier contributes an amount of cash 
or cheque to the petty cashier for payment of petty cash transactions. The petty 
cashier can take the instalment of petty cash after submitting the statement of 
payments for previous petty cash instalment. 

Really, the Petty Cash Book is a day book. When the maximum transac- 
tions are made by cheques and recorded in Bank columns of the Cash Book, 
then the recording of a Petty Cash Book is essential. But the all receipts, what- 
ever may be amount , must be recorded in the main Cash Book. 


Analytical Petty Cash Book 

Definition: The petty Cash Book in which few amount columns are 
inserted with the payment side to record the particular type of petty. cash 
payments in amount columns, is called Analytical petty Cash Book. 

The same type of petty transactions are recorded in a Petty Cash Book 
repeatedly according to their date of occurrance. So, the details of these transac- 
tions are posted repeatedly in Ledger accounts. To avoid these difficulties, few 
amount columns are inserted with gross amount column. The details of same 
types of payments are to be recorded in a particular column and the total of that 
column for a particular period of time is to be posted in the related Ledger 
accounts. А specimen form of Analytical Petty Cash Book is given below : 

Analytical Petty Cash Book 


Dr. Cr: 
5 = 5 
» д к Я 3 a 8 S Ledger 
é 5 3 E 
Date | Particulars | Amoun: | Date | Partloulars |^ 38 [25| 2 FEE а 5 R 
SHI Sa] $ е 5и |. 
вадеа | а а [28 [9 |А 
E a mount 
Bs. Ез. | Rs, | Rs, | Rs | Rs Rs, 


Advantages of Analytical Petty Cash Book : The advantages of Petty 
Cash Book are given below : 

(1) The frequent posting of small amount to petty cash payaments in 
the Ledger accounts are to be avoided. 
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(2) The expenses and time of Ledger accounts posting are to be minimized. 


(3) Тһе particular type of payments can be ascertained easily and the 
variation with budgeted amount can be explained. 


(4) The arithmetical accuracy or recording of petty cash payments can 
be verified by comparision with the gross total amount and sum totals of analy- 
tical columns. If there is any mistake, both totals will not be equal. 


(5) The petty cashier can take further petty cash after submitting the 
statement of petty cash payments of previous instalment to the main cashier. 


Imprest System of Petty Cash Book 

Definition: The Petty Cash Book, in which petty cash receipts and petty 
cash payments are recorded under imprest system, is called Imprest System of 
Petty Cash Book. 

The system, by which the estimated amount of petty cash for a particular 
period of time is paid to petty cashier for petty cash payments and petty cashier 
can take further petty cash after submission of petty cash payments statement, 
is called Imprest System. Generally, the amount of petty cash instalment is 
equal to the amount of petty cash payments of the previous instalment. The 
amount of petty cash paid to a petty cashier is called Imprest Cash. The statement, 
which is prepared by petty cashier with the details of petty cash payments, is 
called a Statement of Petty Cash Payments. After verification of the statement, 
if the chief cashier satisfies, he pays the imprest cash to the petty cashier. The 
petty cashier cannot hold more petty cash than the amount of imprest petty cash 
instalment. For example, Rs. 200 were paid to petty cashier and he paid Rs. 35 
for travelling charges, Rs. 45 for stationery, Rs. 52 for postage and Rs. 13 for 
other expenses. Now Rs. 55 i.e. [Rs. 200— (35--45--524-13)] are with the petty 
cashier. The petty cashier will receive Rs, 145 ie. (Rs. 35--45--524-13) from 
the chief cashier after submission of petty cash payments statement. 

Advantages of Analytical Petty Cash Book : The advantages of recording 
petty cash payments in an Analytical Petty Cash Book are discussed below : 

(1) The possibility of pilferage of petty cash is to be minimized. 
Because, a petty cashier cannot hold more than imprest cash at a time. He 
receives the amount of petty cash which has already been disbursed by him. 

(2) The internal check system of petty cash payments is to be maintained 
by proper verification of the petty cash payments statement. 

(3) The mistakes of recording petty cash book can be detected easily. 
The amount of petty cash payments as per vouchers and cash with petty cashier 
are always equal to the amount of Imprest Cash. 

(4) Generally, the recording of petty cash transactions are free from 
mistakes. Because, the statement of petty cash payments is to be examined at 
the time of payment of Imprest petty cash to a petty cashier. 

Illustration 17: From the under-stated parftculars write upon Analytical 
Petty Cash Book on Imprest System : 


1979 2500 


January 1 Received from Chief Cashier 2 
2 Paid Telegram Expenses e 
3 Paid Electricity Bill " 1:0 
4 Paid for Postage and Stationery 200 
5 Paid Office Expenses a 
7 Paid Tazi Fare ‘ uv 
8 Paid for Postage Stamps ae 
9 Paid for repairs of Telephone soe 

10 Paid for Bus Fare Eo 
13 Stationery © 
14 Carriage 


{ Tripura H. S. Examination, 19791 
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Solutions of Important Problems 
Illustration 18: Enter the following transactions in Single-column Cash 
Book of M/s. Sarkar & Co. 1 


1984 è Rs. 
July 1 Cashin ħand 6,000 
Received from M/s. Sarkar & Co. on account of further 
capital 10,000 
2 Purchased furniture in cash 2,000 
6 Purchased goods in cash 8,000 
12 Received a cheque from M/s. Basak & Co. 3,200 
18 Received from cash sales 5,500 
22 The cheque of M/s. Basak & Co. deposited into Bank — 
25 Received a cheque from M/s. Ghosh & Co. 4,200 
30 Above cheque endorsed to M/s. Bera & Co. — 
Solution : 
In the Books of M/s Sarkar & Co; 
Cash Book 
Dr. 
Date Particulars V.N.| D.F, | Amount | Date Particulars 
1984 Rs. 1984 
July 1 | To Balance b/d 6,000 July 2 | By Furniture 
1| , Capital 10,000 Gash ума 
Oash received 6| , Purchase 
as onpltal Сазһ pald 
19 | „ Mls. Basak 9з | , Bank 
& Qo. 3,200 Basak'scheque 
Oheque received deposited into 
18 | ,, Sales 5,500 Bank 
Cash received 80 | , Bera & Co. 
25 | „ Mls. Ghosh yy aie 
& бо. 4,200 endorsed. 
Cheque received 
31 | , Balance o/d 
38,900 
Aug. 1 | To Balance b/d 11,500 


From the following transactions prepare a Cash Book 


Illustration 19 : 
own the balances as on Ist Feb., 1984 : 


with suitable column and bring d 


1984 Rs. 

Jan. 1 Started business with cash as capital 20,000 
2 Purchased furniture from Cabinate Co. 2,500 

3 Purchased goods for cash 8,750 

4. Paid for carriage 620 

5 Opened a Bank Account and deposited into Bank 7,200 

8 Sold goods for cash 620 

9 Paid carriage 320 

12 Received a cheque from Krishnapada 1,600 

13 Paid to Cabinate Co. by cheque 2,000 


2.86 


HIGHER SECONDARY ACCOUNTANCY 


14 
18 
20 
22 
25 
28 
30 


Paid to Sailen 

Paid rent for the month 
Paid for Travelling Expenses 
Withdrew for office purposes 


Drew for personal use by cheque 


Solution : 


12 


30 


81 | To Balance c/d 


Feb. 1 | To Balance b/d 


In the Books of 


Deposited the cheque of Krishnapada 


Purchased a machine and paid by cheque 


Cash Book (Double-column) 


v. 
Particulars N. 


To Capital 
Started busi- 
ness with 
capital in cash | 


„ Cash К 
Bank account | | 
opened and | | 

cash deposited | | 

| 
| 


» Sales 
Cash received | 
for sales 


„ Krishnapada | 
Oheque reoeived| | 


„ Bank | 
Cash with- 
drawn for 
office purposes 


„ Cash 
Oheque of 
Krishnapads 
deposited into 
Bank as per 
contra 


Partioulars 


By Purchase 
Cash paid for 
goods purchased 


» Carriage 
Cash paid 


Bank 

Bank account 
opened and 
cash deposited 


» Carriage 
Cash paid 


» Cabinate & Co. 
Cheque paid 


» Sailen 
Cash paid 


„ Rent 
Сазһ paid 


» Travelling 
Ea penses 
Cash paid 


Cash 

ОавЬ with- 
drawn for 
office purposes 


Machinery 
Cheque paid 
for purchase 
of a machine 
Drawings 
Oash with- 
drawn by 
cheque for 
personal use 


» Bank 
Cheque of 
Krishnapada 
deposited into 
Bank as per 
contra 


To Balance o/d 


By Balance b/d 


| 23 


EI 


Cash 


Ra. 
8,750) 


620) 


7,200) 


320, 


840) 


860) 


80 


1,600 


Cr. 


Bank 


9,000 


9,500 


800 
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Illustration 20: From the following transactions of Bidhan Chandra 
Bhunia write up a Double-column Cash Book and balance ‘it on 31 


December, 1984 : 


1984 Rs. 
Dec. 1 Cash in hand 500 
Cash at Bank ‘ 2,400 
2 Cash sales 3,200 
3 Paid salaries 1,800 
4 Cash deposited into Bank 1,000 
7 Paid М. Nandi by chepue 800 
8 Received a cheque from р. B. Nag 900 
9 Drew from Bank for office use 3,400 
10 Endorsed P. B. Nag’s cheque to S. L. Dutta — 
13 P. B. Nag’s cheque was dishonoured — 
300 


15 Paid rent by cheque 

16 Drew cash for personal use 

17 Drew from Bank for personal use 
| 19 Received from P. Ray a cheque on State Bank of India 1,300 
| 21 Deposited P. Ray’s cheque into Bank 

23 Cashed cheque for S Bhowmik (friend) 200 
26 P.Ray's cheque was dishonoured 
| » Sold goods to P. Sahani for cash 400 
| 27 L.K.Sinha. a customer, directly deposited in our Bank A/c 1,900 


| 28 Paid 5. Bhattacharjee by cheque 700 
| » Purchased furniture in cash 650 
29 Our cheque to S. Bhattacharjee was dishonoured — 
| 30 Paid electric bill by cheque 130 
| 31 Bank debited incidental charges Rs 5. and 
collection charges Rs. 3 x 
120 


F » Bank credited interest 
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Solution : 


19 


91 


97 


29 


81 


1986 


In the Books of Bidhan Chandra Bhunia 


Partioulars 


To Balance b/d 


» Sales 
Cash received 


„ Cash 
Cash deposited 
into Bank as 
рег contra 


» P. B, Nag 
Oheque received 


» Bank 
Cash with- 
drawn for office| 
purpose as per 
contra 


» P. Ray 
Oheqne received! 


» Cash 
Oheque deposi- 
fed into bank 
ав por contra 


» Sales 
Onsh received 
for sales 


„ D. К. Sinha 
Amount depc- 
sited direotly 
in our Bank 
Account 


» 8. Bhatta- 
charjee 
Our cheque 
dishonoured 


» Interest 
Bank credited 
Interest 


Jan. 1 | To Balance b/d 


І, 


1,300 


400 


Bank 


Ra. 
2,400 


1,000 


1,300 


1,900 


700 


120 


17 


91 


Cash Book (Double-column) 


Partioulars 


Cr. 


By Salaries 
Cash paid 


„ Bank 
Oash deposited 
into Bank as 
per contra 


» N. Nandi 
Cheque paid 


» Cash 
Cash with- 
drawn for office 
purpose as per 
contra 


» 8. І. Dutta 
P. B. Nag’s 
cheque endorse? 


„ Rent 
Cheque paid 


» Drawings 
Oash with- 
drawn for 
personal use 


» Drawings 
Oheque with- 
drawn for 
personal use 


» Bank 
Cheque deposi- 
ted into bank 
as per contra 


» Р. Ray 
Oheque dis- 
honoured 

» S. Bhatta- 

charjee 
Oheque paid 


» Purniure 
Oash paid 


» Electric Bill 
Cheque paid 


„ Bank Charges 
Bank debited 
incidental 
charges Rs. 5 
and collection 
charges Re, 3 


, Balance c/d 


(6) 


900 


80 


1,300 


650 


3,970 


9,700 | 


800 


3,400 


500 


600 


1,800 


100 


_184 


з=”. 
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Illustration 21; From the following particuiars of M/s. Mondal & Sons 


write a Triple-column Cash Book and Balance the book on 3ist December, 


1984: 


Рес. 


1984 


1 Cash in hand (including Р. K, Sen's cheque for Rs. 420) 
Bank overdraft 

2 Paid ЇЧ. К. Jha by cheque 

3 Received cash for Sales 

4 Received a cheque from P. Ghatak for Rs. 840 
less cash discount Rs. 40 

5 Issued an order to the Bank for stopping payment of the 
cheque which was issued to N. K, Jha 

7 P. Ghatak's cheque was dishonoured 


10 Cashed cheque from P. К. Sen (Friend) and 


deposited into Bank 


15 Dividend collected by Bank 
19 Received a cheque for dicount from Sri Sasadhar Jana 


for full payment 


20 Fazalur Rahaman, our customer, deposited directly into 


our Bank 


21 Paid salaries 
23 Received a bearer cheque for Rs. 700 from H. Karmakar in 


full settlement of his account for Rs. 730 and dishonoured 
the cheque on next day over the Bank counter 


24 Paid insurance premium 
25 Bought goods from S. Poddar for Rs. 1,000 /ess Trade 


Discount 10% and Cash Discount 5% and paid in cash 


26 Settled by cheque M. Bhattacharjee for Rs. 1,200 less 


Cash Discount @ 8% 


27 Bought furniture from ‘Grihasajja’ and paid Rs. 470 in cash 


and Rs. 530 by cheque 


28 Paid cash for goods purchased 

29 Our cheque to *Grihasajja' was dishonoured 
30 Deposited into Bank excess cash over Rs. 500 
30 Paid discount in cash 


Solution : 
Working Notes : 


(1) The amount Cash Discount on 25th Decembor : 
(Purchase Price- Trade Discount) 
= Ra. (1,000 — 100) x 5% = Ra. 45 
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M/s. Mandal & Sons 
Cash Book (Triple-column) 


Dr Cr. 
i a S 
Date Particulars Dis.| Cash | Bank| Date Partioulars Рів.) Cash | Bank 
1984 Re.| Bs. | Be. | 1984 Rs,| Rs. | Re. 
Dec. 1 | To balance b/d 2,200 Dec. 1 | By Balance b/d 9,300 
3| , Sales 5,700 2| „N.K. Jha 800 
Cash received for Oheque issued 
sales 800 
T| , P. Ghatak 40 
4| ,, P. Ghatak 40 806 Cheque dis- 
Cheque received honoured and 
and discannt discount 
allowed disallowed 
5| n N. K. Jha 800 — 10| „ Bank © He 
Payments of Friend's cheque i 
cheque stopped deposited into 
Bank as per 
10| , Cash (0) contra 
Frlená's cheque 
deposited into 19| , Bank (0) |300 
Bank as per contra Cheque received 
for discount as 
15 | ,, Dividend per contra 
Dividend collected 
by Bank 21| , Salaries , 1,680 
Oash раі 
19 | „ Discount (0) s 
Cheque received 94 | „ H. Karmakar 30| 700 
for discount as por Bearer cheque 
contra dishonoured 
and discount 
20 | ,, Fazalur Rahaman disallowed 
» Amount deposited 
directly into Bank 94 | „ Insurance 
Premium 630 
98 | ,, Н, Karmakr 80| 700 Cash paid 
Bearer cheque 1 
received and 95 | s Purchases 45 | 855 
discount allowed Cash paid and 
$ discount 
25| , M. Bhattacharjee |06 allowed 
Cheque received 
and discount 97 | „ Furniture 470 530 
allowed оен апа " 
$ cheque pai 
29| ,, Grihasajja Eod 
: Oheque 98 | » Purchase 2,400 
dishonoured Cash paid 
80| „ Cash (0) 30 | » Bank (0) 825 
Cash deposited as Oash deposited 
per contra into Bank as 
рат contra 
91| ,, Cash (0) |120 б 
Discount allowed 31| » Discount (С) 120 
as per contra Cash paid 
31 | To balance о/а 31 | » Balance o/d 500 
- 
286 | 8.600 
1985 1985 3 
Jan. 1 | To balance b/d 500 Jan. 1 | By Balance bjd 


—— -—- 
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Illustration 22: Enter the following transactions 
Analytical Petty Cash Book : 


1967 
June 1 


30 


Received a cheque from Chief Cashier 
Postal charges 

Taxi fare for Manager 

Purchase of paper, pen and ink 

Purchase of a wooden safe for office 
Refreshment charges for staff 

Travelling expenses to poen 

Telegram chargrs to Cuttack Branch 

Repair charges for office typewriter 

Wages for cleaning office doors and windows 


29 


1 


of Amalina in an 


Rs. 
75:00 
2:50 
6:40 
575 
20:50 
T'80 
2115 
3:60 
10°75 
4:00 


Now, strike the balance as on 30th June and also show the amount of the 
cheque to be received by the Petty Cashier again on the Ist July. 
(Higher Secondary (Class X1), 1968] 


Solution : 


РМ Е Ва E MZ „| 8 Ledger 
Я 5 Date Particulars КЕР E 348 58 F # | @ 
а |" Ng LESIERSE] 8S] © лут. 
4 4 |ба ag GERE ABO moont cy. 
Rs. 1967 Rs. Вз. Rs Rs. | Rs, | Rs. Rs. | 
76°00 Tune 1| To Bank Account 
1| By Postal charges 2°50 
9| ,, Taxi fare to 
Manager 640 6'40 
6| , Purchase of A 
paper, pen ап 
ink 5°75 5°75 
9| ,, Purchase 
wooden safe 20°60 20°60 
15| , Refreshment 
charges to staff 7:80 7'80 
18| „ Travelling 
Expenses pet 2'15 
93| ,, Telegram 
charges 8'60 | 3'60 
29| „ Repair charges 
to office type- 
writer 10°75 
30| ,, Wages for clean- 
ing office doors 
and windows 402 
76°00 
63°45 
30| „ Balance o/d 11°55 
11:56 | |July 1| To Balance b/d 75°00 | 610 | 8'55 | 6°75 | T'80 20°00 
——— ——-—— 
68'45 2| To Bank L.F.:| L.F. | L.F. | L.F, L.F, 


In the Books of Amalina 
Petty Cash Book 


Cr. 
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Illustration 23: Rule a form of Petty Cash Book containing analysis 
columns for the following kinds of petty expenditures : 

Stationery, Postage, Telegrams, Carriage, Travelling Expenses, Cleaning, 
Lighting, Firing together with a column for miscellaneous payments required to 
be posted direct to the ledger. Enter therein the following transactions and 
bring down the balance on hand at the conclusion. 


1944 Rs, 
May 1 Received cheque from the Chief Cashier for starting 
balance and cashing the same 75:00 
1 Paid for Postage 0:22 
1 , 4, Telegram to Bombay 2:50 
1 , 5, Electric Light Bill of March 5:42 
4 , 5, Cleaning charge 1-13 
5 ,  » Charge for fire 0°62 
6 , „ Railway fare to Assansol 3:00 
7 , x Carriage for samples sent to Roy & Co. 0:81 
8 ,  » Telegram to Madras 100 
9. ж Postage 0:67 
10 , „ New Filing Cabinet 
(Debit Office Furniture Account) 22:00 
1 , » Busfare 0:37 
15 , , Typewriting Paper 0:53 
20 , ›„ New Typewriter 
(Debit Office Furniture Account) 125:00 
20 Received from Chief Cashier cash 150:00 
21 Paid for Postage T'84 
22 „  , Telegram to Delhi 3:88 
14°96 


31 , „ Railway fare to Dacca 
[C. U. B. Com., 1945-Adapted] 
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Exercises 


(A) Essay-type Answer Questions : 
1. What is Cash Book? What are the functions of the Cash Book ? 
What are its advantages ? 
Ans.: Write from ‘Cash Book’ (P 2.52) ' Utilities of a Cash Book’ (P 2.54). 
2. Describe the method of drawing up 4 Cash Book. 
[Tripura Н. S. Exam., 1979] 
Ans.: Write from ‘Precedure for writing Double-column Cash Book’ (Р 2.68). 
3. What do you mean by Cash Discount and Trade Discount? What are 
differenees between them ? [Higher Secondary (Class XI) 1964, '67, '69 & 71] 
Ans.: Write from ‘Cash Discount’ (р 2.78), "Trade Discount’ (Р 2.73), and ‘Difference 
between Trade Discount and Cash Discount’ (P 2.74-2.75). 
4. Distinguish between Trade Discount and Cash Discount. Can a 
Particular trader enjoy both the discounts simultaneously ? 
[Specimen Question Н. S. Council, 1980, Tripura H. S. 1982] 
Ans,; Write from ‘Difference between Trade Discount and Cash Discount’ (P 2.56) and 
‘Can a particular Trader enjoy both the Discounts simultaneously’ (P 2.75). 
5. Is Cash Book a Journal or Ledger ? [Tripura Н. S., 1979, '80] 
Ans, Write from ‘Cash Book whether a Journal or Ledger ?' (Р 2.56). 
6. The Cash Book is claimed as a Journal on the one hand and Ledger 
on the other, Give arguments of both the sides. 
[W. B. H. S. Examination, 1980] 
Ans,: Write from ‘Cash Book whether a Journal or Ledger 2” (P 2.56). 
7. “Cash Book is a Journalised Ledger."—Discuss. 
Ans.: Write from ‘Cash Book whether a Journal or Ledger ?' (P 2.56). 
8. How does the Cash Book balance ? 
Ans, Write from ‘Balancing of a Cash Book’ ( P 2.63). 
9, What do you mean by Triple-column Cash Book ? What are the 
advantages of such a book ? 
Ans.: Write from 'Triple-columm Cash Book’ (Р 2.72) ‘Advantages of Triple-column 
Cash Book’ (P 2.75). 
10. What do you understand by ‘Imprest System’ of Petty Cash Book ? 
What in your opinion, are its advantages ? 
[C. U. B. Com., 1955 & 1970, Higher Secondary, 1960, 63, '64, '67 & '69] 
Ans.: Write from ‘Imprest System of Petty Cash Book’ (P 2.83), ‘Advantages of Analytical 
Petty Cash Book writing under Imprest System’ (Р 2.83). 
11. Define Imprest System of Petty Cash Book. What are its advantages ? 
[Question Bank, New Delhi ; Tripura Н. S., 1981] 
Ans.: Write from ‘Imprest System of Petty Cash Book’ (Р 2.83), ‘Advantages of Analy- 
tical,Petty Cash Book under Imprest System (P 2.83). 


(B) Short-type Answer Questions : 
1, Write short notes on: (a) Current Account, (b) Fixed Deposit 
Account, (c) Bearer Cheque, (d) Crossed Cheque, (e) Order Cheque. 


Ans.; Write from (a) ‘Current Account’ (P 2.54), (b) “Fined Deposit Account’ (P 2,54), 
_() ‘Bearer Cheque’ (P 2 53), (d) ‘Crossed Cheque’ (P 2.53), (e) ‘Order Cheque’ (Р 2,53). 
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2. Write short notes: (a) Contra Entry, (b) Endorsement, (c) Di 
> shon 
ofa Cheque, (d) Cash voucher, (e) Cash Discount. "* TN. 
Ans.: Write from (a) ‘Contra Entry’ (Р 2.62), (b) ‘Endorsement’ (Р 2.66), (c) 
‘Dishonour of a Cheque’ (Р 2.62), (d) “Cash voucher (Р 2,57), (e) ‘Cash Discount’ (Р 2.78). 


(C) Practical Questions : 
(i) Single-column Cash Book— 


1. From the following particulars of Mr. Shyam Sunda Patra 
Single-column Cash Book : i Pr rns 


1984 Rs. 1984 Rs. 
April 1 Cash in hand 520 April 5 Paid carriages for 
purchases 230 
2 Cash Sales 2,580 6 Received dividend 
in cash 675 
3 Paid G. Ghosh on 7 Purchased a ceiling fan 365 
account for purchase 1,900 
4 Received from M. Manna 7 Received from D, Dutta 
on account for Sales 300 for interest 120 


(Ans. Cash Вз. 1,700) 


2. Write the following transactions in the Single-column Cash Book of 
M. Chand & Co. 


1984 Rs. 1984 Rs. 
Jan. 1 Received from M. Chand Jan. 7 Paid wages 200 
on account of Capital 10.000 Received from cash 
2 Opened a Bank account 5,000 sales 2,300 
3 Received a bearer cheque 8 Received cash from 
from X 150 Mrs. Usharani 450 
4 Purchased a machine 1,500 „ Received a cheque from 
5 Cashed the bearer cheque Ratan Lal 700 
at Bank counter — 9 Deposited above cheque 
6 Purchased furniture 500 with Bank A 
10 Paid Rent 780 
,, Purchased goods for cash 1,000 Paid wages 920 


(Ans... Cash, Rs, 3,000) 


3. From the following particulars prepare a Single-column Cash Book of 


Satyajit : 
1984 Rs. 1984 Rs. 
Jan. 1 Cash in hand 2,100 Jan. 7 Received cheque from 
i: Mr. Kar 400 
1 Cash sales 4,500 10 Paid salaries 700 
2 Cash purchases 2,600 12 Received from 
Mr. Karmakar 500 
3 Cash sales 4,800 13 Deposited into Bank 300° 
4 Paid to Bhola Sen 1,300 14 Received a bearer cheque 
from M. Mitra 400 
5 Withdrawn for office use 15 Cashed bearer cheque at 
900 counter ove 


from Bank 
И : i ited into Bank. 
Note; M. Kors cheque is directly depot [Ans.; Cash Rs, 8,900) 
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4. Record the following transactions of Mrs. Sudha Sarkar in a Single- 
column Cash Book and balance it on 31st Dec., 1984 and also prepare her Bank 
Account : 


1984 Rs. 1984 Rs. 
Dec. 15 Cash in hand 1,000 Dec. 22 Cash sales 6,000 
» Cash at Bank 4,300 23 Deposited cash into 
16 Received a bearer cheque Bank 4,200 
from Q ,67 
17 Paid wages 400 - 24 Received a cheque 
18 Paid salaries by cheque 1,300 from M 1,000 
19 Purchased goodsincash 350 28 M’s Cheque endorsed 
20 Received a cheque to Mrs. М 
from X 430 29 Q’s cheque crossed and 
21 X’s cheque deposited deposited in Bank 
into Bank - 30 Withdraw from Bank 300 


[Aus.: Cash Rs. 2,350 and Bank Rs. 9,000) 


5. From the following particulars prepare a Single-column Cash book of 
Mr. Swaraj Pal : 


1984 Rs. 1984 Rs. 
July 1 Cash in hand 4,900 July 16 Cheque of Jit Pal 
3 Received from cash deposited into Bank — 
sales 2,400 
4 Received two bearer 18 Paid to Bhakatram 1,300 
cheques from : 20 Received a bearer cheque 
Satya Pal 1,000 from P. Nanda К 
Surendra Pal 2,000 
6 Purchased goods in 22 Bearer cheque of 
cash 5,800 P. Nanda endorsed to 
8 Bearer cheque from J. Tata — 
Surendra Pal 
dishonoured at 25 Received from К. Birla 4,100 
Bank counter — 
10 Received a cheque 26 Paid to R. Dalmia 2,100 
from Jit Pal 4,800 
13 Paid salaries 2,300 30 Paid Rent 704 


14  Recéived commissions 600 
[Ans.: Cash Rs. 796] 
(11)  Double-column Cash Book— 
(a) With Cash and Bank columns. 
6. J. Roy maintains in his business a Double-column Cash Book. You 
have been asked to enter the undermentioned transactions in that Book : 
1960 


January 1 ena Balance, Cash in hand Rs. 60 and Cash at Bank 
Rs. 7,500. 
2 Received a cheque for Rs. 350 from a customer named 
en. 


4 Paid a cheque for Rs. 750 to A. Das, a creditor. 
5 Paid a cheque for 550 for purchasing a new typewriter. 
Balance the Cash Book on 7th January and bring down the closing Cash 
and Bank Balances, [Higher Secondary (Class XI) 1961] 
^ [Ans.: Cash Rs. 60 and Bank Rs, 6,550] 
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7. Record the following transactions in suitable Cash Book and find out 
the Cash and Bank balances : 


198... Rs. 198... Rs, 
June 16 Cash in hand 370. June 27 The above cheque was 
Cash at Union Bank sent to Bank — 
(Agartala) 4,980 j 
23 Paid to Roy & Co. 25 Withdrawn from Bank for 
by Cheque 1,250 office use 750 
26 Received from Т. Saha: » Withdrawn from office by 
Cash 120 the proprietor for 
personal use 100 
Cheque on United Bank 890 29 Paid salary to staff in cash 800 


[Tripura Н. S. Examination, 1978] 
[Ans.: Cash Rs. 340; Bank Rs. 5,870] 
8. Record the following transactions into a Double-column Cash Book 
and carry down the balances as on 8th July, 1962 : 


1962 Rs. 
July 1 Cash in hand 2,000 
Cash at Bank 1,500 
Received from X & Co. (cash Rs. 20 and a eheque Rs. 30) 50 
6 Cash deposited into Bank 1,020 
Paid by cheque for goods purchased 260 

Paíd by cheque, Rent for June, 1962 150 

7 Paid salary to staff 400 


[Higher Secondary (Class XI), 1963] 
[Ans. Cash Rs. 600 & Bank Rs, 2,1401 
9. Enter the following transactions in suitable Double-column Cash Book 
and bring down the balances as on 1st March, 1963 : 


1963 Rs. 
February 21 Balance in hand 250 
Balanee at State Bank of India, Calcutta 5,000 

22 Paid by a Cheque to M/s. Harry & Co. 1,350 


25 Received from Sri B. Singh (Cash—Rs. 150, 
and a Cheque on Bombay Bank Ltd.—Rs. 800), 


Cheque sent to Bank r 950 
28 Withdrew from Bank for Office use 800 
Drawn on Bank by Proprietor for own use 200 
Paid Salary to staff in cash A 1,000 


[Higher Secondary (Class XI), 1964] 

[ Ans: Саз Rs. 200 & Bank Rs. 9,450 | 

10. Record the following transactions of Sri Balmukund Gupta, in a 
suitable Cash Book and balance it at the end of the month of July, 1966 : 


K Cash in hand 25 
J 1 in han 1 

A Bank balance with State Bank of India 3,490 

10 Withdrew from Bank for office use 1,200 

15 Purchased goods for cash 970 

22 Received from Sri K. Sarkar 2,350 


(Rs. 2,000 by a cheque and Rs. 350 in cash) 
23 Sri K. Sarkar's cheque sent to Bank 
30 Sri K. Sarkar's cheque returned 


dishonoured by the bankers Е 
ym $ [Higher Secondary (Class XI), 1967] 
[Ans: Cash Rs, 840 & Bank Rs, 2,290 | 
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1h Enter the following transactions in a suitable Cash Book of Motiram 
and strike the balance at the end of the month ; 


1984 Rs. 
Jaly 1 Cash in hand 
2 Opened an account with 
the United Bank of India 
and deposited office cash 
therein 3,000 
6 Purchased machinery for 
factory and paid by 
cheque 1,200 
7 Cash Sales 200 
14 Received from Salim Ali 
Rs. 100 in cash and Rs. 400 
by a cheque ; deposited 
the cheque into bank 500 


Rs, 
6,000 July 18 Paid Madhubabu by a 
cheque 450 
20 Purchased goods and 
paid a cheque 410 


25 Motiram withdrew from 
Bank for his personal use 125 
Received commission in 


cash 15 
26 Withdrew from Bank for 

office use 500 
31 Paid Salary to staff 650 


[Ans: Cash Rs. 3,225 & Bank Rs. 655 | 


12, Write up a Cash Book with two column viz., Cash and Bank : 


1984 Rs. 
Sep. 1 Balance in hand Rs. 140, 
at Bank Rs. 2,450 
2 Received a cheque from P 
Rs. 500 and deposited the 
same with Bank 


Paid wages 40 
3 Received from cash Sales 120 
3 Paid into Bank 150 


Balance the Cash Book on 6.9.84. 


Rs. 
Sep. 4 Purchased goods 

by cheque 300 

Received from cash 
Sales 125' 
5 Withdrew from Bank 100 
Paid for cash purchases 60 
6 Paid salary by cheque 801 


Received from cash sales 80 


[Ans,: Cash Rs, 315 & Bank Rs, 1,799) 


13. The following are the cash and Bank transactions of a sole trader. 
You are requested to open a Double-column Cash Book to record the transac- 
tions and to balance the Cash Book on the last date : 


1984 Rs. 1984 
April 1 Cash in hand (Dr.) 50000 April 4 


Cash at Bank (Cr.) 


( Overdraft ) 750'00 
5 Deposited into 
Bank 800'00 


6 Received from 
A. Sen in full 
settlement of his 


due 164:00 
7 Paid Salary for 
March д 600'00 
[Ans. 


April 8 


Rs. 
Cash Sales—Cash 
Memo Nos. 1 to 6 76140 


Issued one cheque to 

K. Bhattacherjee for 
purchase of 100 bags of 
cement at Rs. 86 per bag 


10 Received a cheque for 


Rs. 950 from Nandy in full 
payment of our bill no. 1/57 


12 Bank charged overdraft 


interest for March, 1984 26°50 


; Cash Rs, 25°40 & Bank overdraft Rs. 7,626'50] 


CASH BOOK 2.99 


14. On Ist June, 1966, Paritosh commenced business with a Capital of 
Rs. 5,000 of which he deposited Rs. 4,000 ina Bank. He purchased Furniture 
and Fixtures for Rs, 550 and issued a cheque. The following transactions 


took place : 


1966 Rs. 
June 1 Purchased goods on credit from M/s. A & Co. 2,050 
2 Sold goods to M/s. B & Co. on credit 500 

2 Sold goods for cash 865 

2 Bought goods for cash 550 

3 Gave cheque to M/s. A & Co. 500 

3 Gave his wife for household expenses 200 

4 Invested cash in National Savings Certificate 400 

5 Sold goods for cash 565 

6 Advanced for purchase of goods to P by cheque 200 

8 Withdrawn from Bank for business 150 

9 Paid wages 26 

9 Sold goods for cash 100 

10 Received a cheque from M/s, B & Co. 
deposited into Bank 556 
Write up the Cash Book and bring down the balances as at the close of 
business on 10th June, 1966. [ Higher Secondary (Class XI), 1967 ] 

z [Ans.: Cash Rs. 1,504 & Bank Rs. 3,166] 


15, From the following particulars write up the Cash Book of M/s. A. Das 
with Cash and Bank columns and briag down the final balances : 


1966 Rs. 
March 1 Cash in hand 100 
Cash at Bank 3,500 
Paid salary ( drawing money from Bank) 250 
Paid to Khaitan & Co. (by cheque) 260 
Received a cheque from Bose & Co. 2,500 
12 Bought goods for cash (paid by cheque) 750 
Received from Sen Bros.—in coins and notes 1,500 
Paid from office cash into Bank ‘ 1,450 
18 Paid Sundry Creditors (by cheque) 8,250 
Received from Sundry Debtors (by cheque) 1,780 

(The cheque was sent to the Bank next day) 

Bose & Co.’s Cheque returned by the Bank 

(having been dishonoured) 2,500 

22 Received from Bose & Co. cash in Exchange 
of dishonoured cheque 2,500 
31 Paid from office cash into the Bank 2,200 
[ B. U. Ent. 1967—adapted ] 


^ — (Ans: Cash Rs, 450 & Bank overdraft Rs. 680 ) 
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16. From the following Cash and Bank transactions of a business, prepare 
a Cash Book with Cash and Bank columns : 


1984 Rs. 
June 1 Cash in hand 
Cash at Bank 4,350 
5 Received cash sales 
proceeds 2,700 
6 Cash deposited 
into Bank 2,100 
10 Received from 
R. Basu by cheque 4,100 
12 Paid salary in cash 1,300 
13 Paid Nandalal by 
= cheque 1,600 


2,000 June 16 


1984 

Deposited all cash over Rs. 200 
into bank 

Paid G. Das Rs. 800 by cheque 
and Rs. 100 in cash 

Received from T. Ghosh of 
Rs. 2,000 by cheque 

Drew from Bank Rs. 2,800 for 
office cash 

Purchased office furniture for 
Rs. 1,600 

Cash over Rs. 500 

deposited into the Bank 

[Ans.: Cash Rs. 500 & Bank Rs, 9,950 | 


22 
25 
26 
30 
30 


17. Record the following particulars into the Cash Book of Sri Rangachari 
and strike the balances at the end of the month. 


1972 
June 1 Cash Balance 4 
2 Opened an account with 
Janata Bank and deposi- 
ted office cash therein 
5 Purchased ten chairs for 
the office and paid 
by a cheque 
6 Cash sales 
10 Received from savings 
cash Rs. 50 and by a 
cheque Rs. 300, and 
deposited the cheque 
into Bank 350 
"12 Paid to P. Naidu by 
a cheque 260 


Rs. 
6,770 


5,000 


450 
100 


1972 Rs. 
June 15 Purchased goods and 

paid by cheque 

16 Withdrawn from Bank by 

the proprietor for his 
personal use 
Received cash for 
commission 
Received cash in full settle- 
ment from Mahato and 
sent the same to Bank 
Withdrawn from Bank 
for office use 
Paid salary to staff 
Paid rent for the 
shop room 


580 


150 
20 


23 


50 
29 


500 


30 750 


40 


[ S. F. 1973] 
[Ans.: Cash Rs. 1,690 & Bank Rs. 2,410 ] 


18. From the following transactions in the books of Т. Maiti prepare a 
suitable form of Cash Book and balance the same on 30th June, 1984 : 


1984 
June 1 Cash in hand Rs. 650 and 
Cash at Bank (overdrawn) 
Rs. 1,350 
4 Sold goods to P. Lahiri for 
cash Rs. 1,000 and deposited 
the same into Bank 
8 Received two cheques for 
cash sales : 
From P. Roy Rs. 550 
From K. Manna Rs. 350 
10 Endorsed the second cheque 
to purchase a machine from 
N. Kar and the first cheque to 
R. Gupta 
12 Purchased stationery for Rs. 120 
by cheque and paid salaries in 
cash Rs. 


1984 
June 17 The Cheque endorsed to 
R. Gupta returned dishonoured 
20 Received from P. Basu Rs. 600 
25 B. Das, a customer, deposited 
in our Bank Rs. 650 
29 Purchased goods from Bibeka- 
nanda Stores for cash Rs. 190 
and paid carriage Rs. 10 
30 Deposited cash over Rs. 200 
into Bank 
30 Bank debited Rs. 25 for bank 
charges and credited interest 
Rs. 140 


РА 


[ Ans.: Cash Rs. 200 & Bank Rs. 845 ) 
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19. Enter the following transactions in a suitable Cash Book of Motiram 
and strike the balance at the end of the month July, 1975: 


1975 Rs. 1975 Rs. 
July 1 Cash in hand 6,000 July 18 Paid to Madbubabu by a 
2 Opened an account with cheque 
the United Bank of India ` 20 Purchased goods and paid : 
and deposited office cash by a cheque 420 
therein 3,000 25 Motiram withdrew from 
6 Purchased Machinery for Bank for his personal use 125 
factory and paid by а Received commission in 
cheque 1,200 cash 75 
7 Cash sales 200 26 Withdrew from Bank for 
14 Received from Salim Ali office use 500 
Rs. 100 in cash and Rs. 400 31 Paid Salary to staff 650 
by a cheque ; deposited 
the cheque into Bank 500 


[ M. P., 1977—adapted } 
(Ans, : Gash Вв, 3,925 & Bank Ra, 705 | 


20. From the following particulars prepare the Cash Book for Mehta 
Brothers and strike out the balance as on 31st July, 1967 : 


1967 Rs. 
July 21 Cash in hand 135 
Cash at Bank 5,730 
23 Received a cheque from Nan Co; 1,365 
24. Cheque from Nan Co. deposited into Bank 1,365 
Received cash from Asim 670 
26 Withdrawn from Bank for office use 2,000 
Paid salaries to staff 2,385 
27 Paid cheque to Banamali as part payment . 745 
28 Sold goods for cash 950 
29 Nan Co.'s cheque returned dishonouredjby Bank f 1,365 
30 Deposited office cash into Bank 1,200 
[ Higher Secondary (Class X1), 1968 ] 


[Ans: Cash Rs. 170 & Bank Rs, 4,185 | 
21. Record the following transactions in a Double-column Cash Book 
and bring down the balance on 31st December,.1965 : 


1965 ; Rs. 
Dec. 1 Balances brought forward from previous month— 
Cash at Bank 3,000*00 
Cash in hand 450*00 
Drew a cheque for salary to staff — 53000 
3 Received cash from à customer, Shri A. Sen and 
deposited the same Into Bank on 4th morning 175:00 
6 Bought a steel almirah & paid by a cheque 382:60 
7 Sold goods for cash deposited into Ban 1,610:20 
8 Paid wages in cash 265'00 
10 Drew a cheque for office cash 300-00 
14 Paid a cheque on account of Honest Traders 50000 
16 Bought goods for cash 175:30 
20 Sold goods for cash P 860770 
25 Paid Legs i» by à cheque PS 40 
30 Paid Rent by cheque i 
Deposited cash into Bank 800:00 
[ C. U. P. U., 1966 ] 


[Ans,: Cash Rs. 57040 & Bank Re. 9,657'20 ) 
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22. Record the following transactions in suitable Cash Book of Provanjan 


Basu and show the closing balance of Cash and Bank A/c.’s 
1962 Rs. 


Jan. 


1985 


1 He had cash in hand 
2 Opened a bank account 30,000 
Received from 
Tushar Buse 4,000 
Paid to Nani Gopal 
(in cheque) 500 
3 Purchases made in cash 1,000 
Paid rent for December, 


1961 250 
Withdrawn from Bank 3,000 
4 Cash Sales 3,000 


Received a cheque from 

Sunil Ranjan 10,000 
4 Paid Wages 200 
. Purchased furniture 
* in cash from 

M/s. Gordon & Co, 

and paid in cheque 

Cash Purchases 3,000 


4000 . 


1962 
50,000 Jan 


Rs. 


. 5 Sent to Bank a cheque 


received from Sunil Ranjan— 
withdrawn for 


Personal use 3,000 
Paid Electric Bills 52 
Paid Rent & Taxes 100 
6 Purchases made in cash 7,000 
Cash Sales 12,000 


Sold to Sree Nagarjun 5,000 
Purchased from 


Sree Nimai Bose 2,000 


7 Received a cheque from 
Nagarjun and send to Bank 3,000 
Paid Railway freight 250 
Purchased stamp and 
stationery 25 
Deposited in 
Bank Account 300 


[ B. U. Ent., 1965] 


[Ans.: Cash Rs, 29,823 & Bank Rs. 32,800 | 


23. From the following particulars prepare a Cash Book for the month 
of March, 1985: 


Rs. 1985 Rs. 
Mar. 1 Cash in hand 200 Mar. 13 Issued a cheque for 
Bank overdraft 1,950 personal expenses 
Cheque received from Rs. 250 and for office 
K. Sen and deposited purposes Rs. 1,200 
into Bank 3,200 19 Cheque deposited for 
2 Purchased goods and Rs. 1,200 on 10th March 
paid by cheque 1,500 dishonoured and the 
8 Received the following cheque endorsed to 
cheques : B. Mandal for Rs. 300 
(i) From sale of goods 1,200 also dishonoured. 
(ii) From sale of 21 Paid Salary 420 
furniture 300 Paid advertisement 
(iii) From sale of a expenses 230 
machine 800 24 Received two cheques : 

10 Paid into Bank the from A. Ghosh for sale 
cheque of Rs. 1,200 ; of goods Rs. 2,000 and 
endorsed to B. Mandal from B. Hazra 
the cheque of Rs. 300 Choudhury for loan 3,200 


and endorsed to 
K. Karmakar the 
cheque Rs. 800 


26 Cheque from A. Ghosh 
deposited into Bank 
31 Bank debited interest 
Rs.25 and Bank charges Rs. 120 
[Ans.; Cash Rs. 750 & Bank Rs. 3,355 ] 


nins 
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24. P.isa retail trader. He enters details of his transactions in a diary. 
All his cash outlays are paid out of cash takings. At the end of each week, he 
leaves Rs. 100 in the till and pays the balance into the Bank. 

The following are the entries in his diary for the first week of August, 1966 
(from August 1 to August 6, August 7 being a sunday on which day his shop 
remains closed) : К 


1966 
Aug. 1 Balance in the till Rs. 100 ; at Bank Rs. 890 
2 Bought goods for cash Rs. 220 
3 Received from S. repayment of his loan in cash Rs. 60 
3 Bought goods on credit from W Rs. 480 
4 Gave cheque for Rs. 350 to B for goods supplied by him in July, 1966 
4 Cashed for E and into Bank Rs, 50 
5 Took for personal expenses Rs. 100 
6 Cashed Savings Deposit Certificate Rs. 160. Kept Rs. 60 for self and 


paid balance into the till, paid into Bank Rs. 480. 
Write up the Cash Book for the week and bring down the balances at the 
close of the business оп August 6. [ C. U. B. Com. (Hons.), 1967 ] 
[ Ans.: Cash Rs, 100 & Bank Rs. 1,070 ] 
(b) With Bank and Discount columns 
25. Мг. A. Bachchan deposits all cash received into Bank and makes all 
payments by cheques. All petty cash payments are made below Rs. 20 also by 
drawing money from Bank. From the following particulars prepare a, Cash Book 
with Bank and discounts columns : 


1985 Rs, 1985 Rs. 
July 1 Balance at Bank 4,380 July 16 Purchased goods 1,350 
3 Paid wages 1,200 18 Purchased furniture 1,100 
6 Received from Mr, P. Roy 2,400 19 Withdrawn for petty 
allowed discount 100 cash payments 19 
10 Received from sales : 20 Collected dividend 
Cash 3,000 by Bank 700 
Cheques 1,500. 23 Paid Income Tax 2,500 
11 Purchased stationery 120 26 Bank debited 
12 Paid to Mr. R. Khanna 2,850 Bank charges 120 
received discount 150 27 Paid carriage 80 


[Ans.: Bank Rs. 2,641 ; Discount (Dr.) Rs. 100; Discount (Cr.) Rs. 150 7 


(c) With Cash and Discounts columns : 

26. Mr. Chanachurwala maintains a cash book with cash and discounts 
columns. He also maintains a separate Bank account in Ledger. From the 
following particulars prepare a cash book with cash and discounts columns and 


a Bank Account : 


1985 Rs. 1985 Rs. 
Oct. 1 Balance at Bauk 2,500 Oct. 16 Drew cash from Bank 3,600 
Cash in hand 1,400 18 Issued a cheque to Mr. 

2 Bought goods in cash 1,300 Lajencewala 1,200 
4 Received from sales : received discount 50 
Cash 2,300 20 Drew cash for 
Cheques . 5,000 3 personal use 900 
5 Paid wages in £heque 1,500 22 Paid salaries in cash 1,300 
9 Received from 25 Interest credited by Bank 480 
Badamwala 2,420 26 Bank charges debited 
allowed discount 80 in Bank 1 70 
12 Cheque deposited 29 Bought goods and paid 
into Bank 5,000 by cheque 1,500 
15 Paid to Mr. Muriwala 2,300 30 Cash deposited into 
received discount 200 Bank 1,900 


[Ans.: Cash Rs, 2,020 ; Bank Rs. 2,010 ; Discount (Dr.) Rs. 30 Discount (Or.) Rs. 260) 
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(111)  Triple-column Cash Book : k 
27. Enter the following transactions in a Triple-column Cash Book and 
bring down the balances : 


1980 ^ Rs. 1980 Rs. 
Jan. 1 Cash Balance in hand 400 Jan. 18 Paid sundry expenses in 
Cash at Bank 1,650 cash 17 
4 Received from Subal, 180 20. Rabin settled his Account 
Allowed him discount 5 for Rs. 400 Jess discount 
6 Paid for stationery in @ 5% by cheque 
cash 35 24 Withdrew from Bank for 
7 Paid Ganesh by cheque 315 office cash 50 
and was allowed discount 8 28 Bought goods by cheque 250 
30 Sold goods for cash 150 


Cash deposited into Bank 350 
[ Tripura Н. S. 1980—adapted ] 
[Ans.: Cash Вз. 378 ; Bank Rs, 1,765 ; Discount (Dr.) Вз. 26 & Discount (Or.) Rs. 8) 
28. Record the following transactions in a Triple-column Cash Book : 


1972 Rs. 1972 Rs. 
May 1 Cash Balance 100 May 4 Paid Wages 250 
Bank Balance 1,450 5 Received from Mohan 
Cash received from a cheque for Rs. 980 in 
sale of shares 6,000 full settlement of a 
2 Paid into Bank 5,000 claim of Rs. 1,000 
3 Paid Ram by cheque 1,200 8 Paid Mohan's cheque 
Discount allowed by him 50 into Bank 
14 Paid for stationery 150 24 Sales 170 
16 Bought goods 600 26 Received from Sharma 1,800 
19 Paid Shyam by cheque 370 Allowed him discount 200 
Discount received ` 30 28 Paid into Bank 1,500 
20 Drew from Bank 300 Gave cheque for 
22 Cash drawn for cash purchases 200 
personal use 200 30 Paid rent by cheque 200 


[ Delhi Н. S. Examination, 1973] 
(Ans, : Cash Rs. 670 ; Bank Rs. 6,660 ; Discount (Dr.) Rs. 220 & Discount (Or.) Rs. 80] 
29. Enter into the Cash Book of Naresh & Co. the following transactions 

which took place on 29th February, 1968 and balance the Cash Book. 
(i) Balance brought forward the previous day ; Cash in hand Rs. 100 and 
Cash at Bank Rs. 8,000. (ii) Instructed the Bank to issue a Bank Draft for Rs. 
5,000 in favour of Suresh; the Bank charged Rs. 10 for issuing the draft. 
(iii) Received a Bank Draft for Rs. $,760 from Mahesh in full settlement of Rs. 
6,800 due from him. Sent the draft to the Bank. (iv) Received a cheque from 
Rakesh for Rs. 2,000. Allowed him discount Rs. 120. (v) Endorsed Rakesh's 
cheque in favour of Harish. (vi) Sent a cheque for Rs. 50 in payment of the 
School fees of Naresh's son. (vii) Withdrew Rs. 500 from the Bank. (viii) Placed 
an order with Vikas for goods of the value of Rs. 1,000 and sent cheque for Rs. 
1,000 with the order. [All-India Н. S. Examination, 1970—adapted] 
[Ans.; Cash Rs. 600; Bank Rs. 7,200 & Disoount (Dr.) Rs, 1,160] 


о 
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30. Write up the following transactions in a Triple-column Cash Book 


and bring down the balances : 


1966 Rs. 1966 Rs. 
Dec. ! Cash balance in hand 500'00 Dec. 20 Robin settled his 
Cash at Bank 1,800:00 account for Rs. 400 
4 Received from Subodh 95:50 less 5% discount by 
Allowed him discount 450 cheque 
6 Paid for stationery 24 Withdrew from Bank 
in cash 40:00 for office cash 50:00 
7 Paid to Ganesh by 28 Bought goods by 
cheque 330:00 cheque 250:00 
Was allowed discount 10:00 29 Sold goods for cash — 10000 
18 Paid Sundry expenses 30 Cash deposited 
in cash 18:00 into Bank 300'00 


[ N. В. U. Pre-Uniy., 1967] 


[Апз.: Cash He. 387-0; Bank Rs. 1,860 ; Discount (Dr.) Rs. 24°50 & Discount (Or.) Rs, 10] 


31. Write up the following transactions in a Three-column Cash Book, 
balance the book and bring down the balances : 


1978 Rs. 1978 Rs. 
Dec. 1 Cash balance in hand 200 23 Paid Jadu in cash 190 
Cash at Bank 1,800 Received discount 10 
4 Received cash from Ram 95 24 Withdrew from Bank 
Allowed him discount 5 for office cash 100 
6 Purchased stationery for cash 20 28 Withdrew from Bank 
7 Paid Shyam by cheque 330 for personal use 150 
Received discount 10 29 Bought goods by 
12 Rahim settled his account for cheque 500 
less 5% discount by cheque 500 31 Sold goods for cash 200 


18 Paid sundry expenses in cash 30 


(Ans, ; 


[W. В. Н. S. Council Exam., 1979] 


Cash Rs. 355 ; Bank Rs, 1,195 ; Discount Dr. Rs. 80 & Or. Re, 20) 


32. Enter the following items ina suitable Cash Book and strike the 


balances as on 16-4-75 : 


1975 
Apr. 1 Cash in hand 


Bank Deposits 
3 Withdrawn from Bank 
for office use 750 
4 Withdrawn from Bank 
by the proprietor for 


3,425 


own use 175 

7 Cash purchases 500 
10 Cash purchases of 

furniture 100 


Rs. 1975 
175 Арг. 12 Cash sales to Amal for 


Rs. 


Rs. 550, received a cheque 
for Rs. 150 and deposited 
the cheque into Bank 
allowed Amal cash 
discount for 25 
14 Amal’s cheque was dis- 
honoured and in exchange 
he sent cash 
15 Kept Rs, 175 in hand and 
deposited the balance 
into Bank 


[W. В. Н. S. Examination, 1976—adapted] 


: Cash Rs. 175 ; Bank Rs. 8,175 ; Discount (Dr.) Rs. 25] 
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33. Write up the following transactions in a Three-column Cash Book, 
balance the Book and bring down the balances : 


1984 Rs, 1984 Rs. 
Dec. 1 Cash balance in hand 8,200 Dec. 18 Paid sundry expenses 
Cash at Bank _ 3,800 in cash 30 
4 Received cash from Ram 95 23 Paid Jadu in cash 2,190 
Allowed him discount 5 Received discount 10 
6 Purchased stationery for 24 Withdrew from Bank 
cash 20 for office cash 100 
1 Paid Shyam by cheque 330 28 Withdrawn from Bank 
Received discount 10 for personal use 2,150 
12 Rahim settled his account 29 Bought goods by 
for Rs. 500 Jess 5% discount cheque 500 
by cheque 31 Sold goods for cash 200 


[Апз.: Cash Rs. 6,355 ; Bank Rs. 1,195 ; Discount (Dr.) Rs. 30 & Discount (Or.) Rs. 20) 
34. From the following transactions of A. Tibrewalla write up his Cash 
Book (Three-column form) bringing down the balances as at 31st May, 1956 : 


1956 Rs. 1956 Rs. 
May 1 Balance at Bank 1,500 May 23 Bought goods for cash 450 
2 Drew from Bank for 25 Drew cheque for Rs. 400 


office use 500 and (out of this) paid 
3 Bought office furniture wages Rs. 150 & taken for 
for cash, 320 self Rs. 250 
8 Paid wages in cash 150 31 Paid Agarwala's Account 
14 Drew from Bank for Rs. 400 by cheque less 25% 
office use 250 discount 
16 Sold goods for cash 220 


19 Received a cheque from 
B. Batliwala & Co in settle- 
ment of their Account of 
Rs. 750 less 5% discount 
and paid the same direct 
into Bank [I. A. 1957—adapted] 
[Апз.; Oash Re. 50°00 ; Bank Rs. 67260 ; Discount (Dr.) Rs, 37°50 & Discount (Or) Rs. 1000] 


35. Compile a Three-column Cash Book from the following transactions : 


198... Rs. 198... Rs. 
Jan. 1 Cash in hand 567 Jan, 17 Purchased a Motor 
Cash at Bank 12,675 car & paid by cheque 5,240 
2 Deposited into Bank 500 18 Cash sales 785 
3 Received from A 760 Deposited into Bank 1,000 
Allowed discount 10 19 Paid by cheque to D 367 
7 Purchased furniture and received discount 3 
for cash 250 22 Withdrew from Bank 
8 Paid to B by cheque 745 for office use 250 
and received discount 3 25 Purchased goods for 
13 Received from C by cash 350 


31 Paid establishment 
expenses through Bank 450 


Paid rent in Cash 50 
[Апз.; Cash Rs, 212 ; Bank Вз. 7,623 ; Discount (Dr.) Rs. 10 & Discount (Cr.) Rs.8] 


cheque and deposited 
into Bank 500 


Jan. 
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36. Open а Cash Book fora trader, enter therein the undermentioned 
transactions : 
1985 Rs. 


1 Balance in hand 
Cash at Bank : 


Chartered Bank (Dr.) 14,700 
Punjab National Bank 
(Cr.) 2,400 


> 


Bought goods by cheque 
on Chartered Bank 
Cash sales 

Deposited into Punjab 
National Bank 

Received Rs. 3,500 

from K in full 
settlement of his 
account for 1,575 
Paid Electric charges 150 
10 Sold goods for cash 


3,500 
3,200 


nw 


2,100 


© 


1985 - Ёз. 
2,250 Jan. 16 Withdrew cash from 


Punjab National Bank 
for office use 

17 Received a cheque 
from Р. Das at a discount 
of 5% in full settlement 
of his Account for 

18 Sold goods for Rs. 1,800 
and deposited Rs. 1,500 to 
Punjab National Bank out of it 

23 Withdrawn from Chartered 
Bank Rs. 6,000 and paid 
from it Salaries 2,500, Rent 
Rs. 1,500 and Proprietor’s 
Expenses Rs. 2,000 

25 Paid audit fees to 


2,100 


4,600 


and deposited in Ghosh & Со. 1,800 


Chartered Bank 1,000 28 Paid P. Das’s cheque into 
12 Paid a cheque for Punjab National Bank 
Rs. 1,500 on Chartered 30 Bank charges was debited 
‘ Bank to P. Ghosh in full in Chartered Bank 210 
| settlement of his 
Account for 1,580 


14 Bought goods by cash 4,500 
[ Ans.: Cash Rs. 800, Chartered Bank (Dr.) Rs. 4,490, Punjab National Bank (Dr.) 
Вз. 3,470, Discount (Dr.) Rs, 305, Discount (Cr.) Rs, 80 ) 
(iv) Petty Cash Book : 
37. Rule a suitable Petty Cash Book and enter the following items 
showing balance in hand on 30-6-84 : 


1984 1984 
June Rs. June А Rs 
20 Received cash (Imprest 23 Paid for advertisement 6.00 
amount) 50°00 
"n 21 Paid for postage stamps 300 Subscription to Hospital 10:00 
| Tram fare 1:50 24 Paid coolies charges 8:00 
22 Paid for taxi fare 5:00 Telegram 2:00 
112 29 Paid Electric bill 10°75 


Paid for blotting paper 
4 [Delhi Board, 1944—adapted] 
[Ans.: Cash Rs. 2:63, Postage and Telegram Rs. 5/00, Travelling Expenses Rs, 6'50, Stationery 

Expenses Rs. 1'12, Subscription Rs, 1000, Coolie Charges Rs. 8'00, Blectric Charges 
| 2 Rs, 10°75, Ledger Accounts Rs. 6:00 ] 
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38. A trader starts his week on Ist April, 1969 with an opening balance 


f Rs. 200. His transactions during the week we 


1969 fo) Rs. 1969 
April 1 Purchased stationery 1500 April 
2 Paid wages 5:00 
Paid tram fare 1:50 


Office electric bill 35:00 
4 Purchased revenue & 

postage stamps 3:50 
Enter the above in à Petty Cash Book. 


( Ans. : Cash Rs, 10345 ; Stationery Ез. 25:80 ; 


39. From the undermentioned 
Cash Book operating under Imprest System : 


1960 


January 1 
2 Spent on stationery, Rs. 20. 


re as given below : 


Rs. 
4 Paid for repairs to 
chairs 10:50 
5 Paid taxi fare 15:75 
7 Purchased paper and 
ink - 10:30 
(B. Com., 1970] 


Travelling Ез. 1725 , Postage Ra, 3:50 ; 
Wages Rs. 0700 Repairs Rs. 25°30 ] 


particulars prepare a Columnar Petty 


Petty Cashier is started with round sum of Rs. 50. 


3 Purchased postage for Rs. 10. 
т Paid Conveyance charges, Rs. 18. 


Bring down a balance and show how the 


Petty Cashier will be reimbursed 


on 8th January, 1960, to the extent of his original imprest of Rs. 50. 
[Higher Secondary (Class ХІ), 1960] 


[ Ans, : 


Cash Re. 2'00 ; Reimbursement Rs. 48'00 ; Stationery Rs, 20700 ; 
Postage Rs, 10°00 ; Conveyance Ra. 18'00 | 


40. Rule a Petty Cash Book with four analysis columns for Postage & 
Stationery, Travelling Expenses, Carriage and Office Expenses, and enter in it the 


following transactions. The book is kept un 
amount being Rs. 65 only. 


1947 


Jan. 4 Petty Cash in hand 


der Imprest System, the imprest 


Rs. 
2:66 


Received cash to make up the Imprest 


Bought stamps 
Paid bus fares 
5 Paid railway fares 
Paid telegram charges 
Bought short-hand note book fo 
6 Paid carriage on small parcels 
8 Paid for repairs to typewriter 
Paid car-hire 
9 Paid office-cleaner 


r office 


5:25 
042 
25°20 
4°37 
0:66 
4°37 
T31 
10:25 
5:00 


Balance the Petty Cash Book as on 9th January, 1947 and bring down the 


balance. 


[ Ans. : Cash Rs. 211 ; Reimbursement Rs, 


[C. U. Inter., 1948] 
62:89 ; Postage and Stationery Rs, 10°28 ; 


Travelling Bapenses Rs- 35:87; Carriage Rs, 437 ; Office Empenses Rs. 19/87 ) 
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41. Prepare a Petty Cash Book kept on Imprest System, from the 


following transactions : 


1957 Rs. 1957 Rs. 
July 1 Balance in hand 19:50 July 2 Sundry expenses 2:50 
Received cash from the Paper, ink etc. 450 
Cashier 80:50 3 Taxi charges 14:50 
Paid carriage 400 5 Postage & Telegram 
2 Postage expenses 3:00 charges 6:50 


[ Ans. : 


Cash Rs, 6500 ; Reimbursement Rs. 


[U. P. Board, 1958] 
35:00 ; Carriage Rs. 4'00 ; Postage Rs. 950; 


Stationery Rs. 4'50 ; Travelling Rs. 1400; Sundries Rs. 950 | 


42. Prepare a Petty Cash Book 
transactions showing the balance in han 
entries on 1st December, 19631 


with suitable rulings, enter the following 
4 оп 30th November, 1963 and opening 


1963 Rs. 1963 Rs. 
Nov. 1 Received cash 100:00 Nov. 14 Paid for Puja 
4 Paid for postage and Subscription 10:00 
stamp 6°40 15 Wages Account over- 
6 Paid for conveyance 2:30 drawn and deposited to 
9 Paid for taxi fare 6°84 Petty Cashier 20:00 
15 Paid for cartage 6:00 22 Paid for electric bill 14:75 
30 Paid for purchase of 
paper for office use 2525 


[ Ans, Cash Rs, 4846 ; 
Cartage Rs. 6'00; Electricity Rs. 1 


Miscellaneous Bapenses Rs. 10.00 } 


43. Record the following transactions О 


Reimbursement Rs, 71°54 ; 


[Higher Secondary (Class XD), 1964] 
Postage Rs, 6°40; Conveyance Rs. 9:14 ; 
4'75 ; Stationery d Office Expenses Rs, 25'25 ; 


f Sri В, Basu in an Analytical 


Petty Cash Book, kept under Imprest System : 


1968 Rs. 
May 26 Received a cheque from chief cashier 25:00 
27 Purchased stationery 875 
28 Paid for postages 2:80 
Paid taxi fare to the agent 4°20 
29 Paid for telegrams to Delhi Office 3:60 
31 Paid tram fare to the Peon 0:90 


Also show how the Petty Cashier will 


[ Ans. : 
Telegram Rs. 


44. From the unde 
of Sri Adhir Das Gupta kept under Impre 
paid to the Pett 


1970 
Feb. 1 Cash in hand 


Cheque received from Chief Cashier 


2 Purchased postal stamps etc. 


Cash in hand Rs. 4°75 ; Reimbursement 
640 ; Travelling Expenses Rs. 5'10 | 

rmentioned particulars write up the Petty Cash Book 
st System and show how much will be 


y Cashier on 8th February, 1970 : 


be reimbursed on 1st June, 1968. 
[Higher Secondary (Class XI), 1969] 
Rs. 20'25 ; Stationery Rs. 8'75 ; Postage & 


Rs. 
170 
48:30 
2:70 
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1970 - Rs. 
Feb. 3 Carriage on goods 3:30 
Purchases of ink, pen and paper . 4:90 

4 - Tram fare to office peon 0:80 
Repairs to typewriter 5°70 

5 Telegrams to Surat Branch 3:80 

Taxi fare for manager 5:10 

6 Purchased one small office table 13:50 
Tiffin expenses to staff working extra time 5:20 

7 Wages for cleaning office room 1 2:50 


[ Higher Secondary (Class ХІ), 1971 1 
[ Ans.: Cash in hand Rs. 2'50; Reimbursement Rs. 47:50 ; Postage & Telegram Rs. 650 ; 
Carriage Rs. 3°30 ; Stationery Rs. 490 ; Travelling Eapenses Ва. 5'90 ; Sundries 

Rs. 1840 ; Ledger Accounts Rs, 18°50 | 


45. Enter the undermentioned transactions in a Petty Cash book with 


suitable columnar heads : 


1961 
July 


Rs. 1961 Rs. 
] Petty Cashier starts July 3 Paid taxi fare 20 
with the opening 4 Paid for Postage & 
balances of 100 Telegrams 15 
2 Purchased stationery 20 7 Paid R. Sen, a creditor 
and postage stamps 5 in full settlement of his 
dues 30 


Bring down a balance as on 7th July, 1961 and show how he will be 


started again on the 8th July, 1961 with his original sum of Rs. 100. 


[ Н. S. Examination (Class ХІ), 1962 ] 
[Ans,: Gash in hand Rs. 10'00; Postage & Telegram Rs. 20700 , Travelling Hapenses 
Rs. 2000 ; Stationery Rs. 20°00; Ledger Account Rs. 8000 | 


46. Record the following transactions of K. Sasmal who keeps his Petty 


Cash Book under the Imprest System having several analytical columns : 


1985 
Feb, 


Rs. 1985 Rs. 
21 Received from Chief Feb. 25 Paid for telegrams to 
Cashier 30°00 Bombay agent 5:30 
22 Purchased postage 26 Paid tram fare to office 
stamps 3770 peon 0:95 
24 Purchased stationery 29 Paid wages for cleaning 
goods 10:65 the office room 5:00 


Also show how the petty cashier will start again on the Ist March, 1985 


with his original Imprest of Rs. 30:00. 


[Ans.: Cash in hand Rs. 440; Postage & Telegram Rs. 9,00 ; Stationery Rs. 10'65 ; 
Office Hapenses Rs. 5.95 ] 

Objective Questions ! 

1. State which of the following statements are correct : 


(a) Discount Columns ofa Triple-column Cash Book are always balanced. 
(b) All petty cash receipts are entered in the Petty Cash Book. 
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(c) Bank Column of Cash Book has always a debit balance. 
(d) The total of credit side of Cash Book is generally larger than that of 
debit side. * 
(e) Debit entries in the Cash Book are posted to the credit side of the 
Ledger accounts concerned. 
[Ans.: (a) Incorrect, (b) Incorrect, (с) Incorrect, (d) Incorrect, (e) Correct | 
2. State which of the following statements are correct and which are 
incorrect : 
(a) The balance of the Petty Cash Book is an asset. 
(b) Petty Cash Book is a part of the General Cash Book. 
(c) Petty Cash Book records all petty cash expenses. 
(d) Credit entries of Cash Book are posted to the credit side of the 
Ledger accounts concerned. B 
(е) All petty cash payments are entered in the Petty Cash Book. 
[Ans.: (a) Correct, (b) Incorrect, (c) Correct, (d) Incorrect, (e) Correct | 
3. Fill up the blanks : 
(a) Cash Discount is allowed to a...... 
(b) Cash Discount is received by a...... 
(c) The discount made for prompt payment is called...... 
(d) The total of credit side of Cash Book is generally...... than that of 
debit side. 
(е) All petty cash...... are recorded in the Petty Cash Book. 
[Ans.: (a) Debtor, (b) Creditor, (c) Cash Discount, (d) Smaller, (в) Payments | 
4. In the following indicate the alternative which are consider to be 
correct : А 
Payment from Petty Cash is used for: (i) petty expenses for the day 3 
(i) petty personal expenses of the proprietor ; (iii) for purchases of Plant & 
Machinery. [ Question Bank, New Delhi—adapted ] 
(Ans.: (4) ] 
5. Fill up the blanks with appropriate words given in bracket : 
(a) Discount Columns of a Triple-column Cash Book are...... (balanced, 
totalled). 
(b) Bank Account is a...... Account (Personal, Real, Nominal). 
(c) A Bank transaction requires a Contra Entry when.,....(Cash is 
withdrawn from Bank, Payment is made by a bearer cheque). 
(d) A cheque can be dishonoured by a Bank for..... (Crossing of Cheque, 
defective signature). 
(e) Discount allowed are posted in the...... side of the Cash Book 
(Debit, Credit). 
[Ans.: (a) Tolalled, (b) Personal, (c) Cash is withdrawn from Bank, (d) Defective 
Signature, (e) Debit ] 


CHAPTER XII 
Accounting for a Profit-seeking Concern ( Contd. ) 


Bank Reconciliation Statement—Causes of differences between 
Bank Balance as per Cash Book and Balance as per Pass Book—Uses/ 
Necessities of Bank Reconciliation Statement—Bank Reconciliation before 
amendment of the Cash Book—Bank Reconciliation after amendment 
of the Pass Book. 


am ———— 


Bank Reconciliation Statement 


Definition: Carter and Carter has defined “This is a statement drawn up 
in order to agree with Bank Balance as shown by Bank Pass Book with Bank 
balance as shown by the Bank Column of Cash Book.” 

As defined by E. L. Kohler “Bank Reconciliation Statement : A statement 
displaying the items of difference between the balance of an account reported by 
a bank and the account appearing on the books of bank’s customer.” 

So, the statement which is prepared to reconcile the Bank balance as per 
Cash Book with Bank balance as per Pass book or vice versa, stating the causes 
of disagreement is called Bank Reconciliation Statement. 

The transactions relating to Bank are recorded in the Double-column 
Cash Book and Triple-column Cash Book, Every Bank records the details of all 
transactions relating to the depositors and gives the true copy of their accounts 
which is called Bank Pass Book. 


A specimen form of a imaginary Pass Book is given below : 


Bank Pass Book 


Central Book Publishers 
8/1 Chintamoni Das Lane : Calcutta 700, 009 
in current Account with 
Punjab National Bank 


Balance 


Date Partioulars Signature 


Rs. 
4,200°00 


Jan. 1 By Balanco 
12 To Oheque 
17 By Cash 
26 To Oheque 
98 By Oash 
31 To Oheque 


4 


3,100700 h à 
1,900000 | Or. | 300000 


6186 1,700.00 


8,0000 | Or. | 4170000 
7654 | 3,200°00 1,500°00 
3,00000 | 9,500°00 
ERA ЛААДА 


If there are unnumbered transactions in a large-scale concern, the details 
of transactions cannot be, recorded in a Pass Book. A statement, is used to 
record the détails of these transaction, is called a Bank Statement. The procedure 
g a Bank Statement is same as a Bank Pass Book. 

2,112 


of writin 
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Details of few Important Transactions in the Books of а Bank : The 
details of recording few important transactions in the Books ofa Bank are 


discussed below : B 


(i) For deposit of cash by a depositor, the Bank debits the Cash Account 


and credits the Depositor Account. 


(ii) For withdrawal of cash from Bank or issue of a cheque ia favour of 
a person or a concern, the Bank debits the Depositor Account and credits the 


Cash Account. 


(iii) For interest payable on deposits, the Bank debits the Interest Account 


and credits the Depositor Account. 


(iv) For Bank charges, interest on Bank overdraft, the Bank debits 
the Bank charges Account & Interest on Bank Overdraft Account and credits the 


Depositor Account. 


(у) 


For collection of cash on behalf on the customers, the Bank debits 


the Cash Account and credits the Depositor Account. 

(vi) For payment of cash to the depositors, the Bank debits the De- 
positor Account and credits the Cash Account. 

(vii) For collection of a cheque which is deposited by the customers, 
the Bank debits the Cash Account and credits the Depositor Account. 

(viii) For payment of a cheque which,is issued to creditors, the Bank 
debits the Depositor Account and credits the Cash Account. 

Differences between .recording of Bank column of Cash Bank and Pass 
Book: The differences between the recording of Bank column of а Cash ; Book 
and Bank Pass Book arc discussed below : 


Recording in Bank column of 
Cash Book 


Pass Book 


1. A Cash Book is recorded by 
the depositor or his employees and 
preserved by the depositor hímself. 


2. The deposits of cash, cheques, ї 


bills etc. are recorded in the debit) side 
of a Cash Book. 


3. The issue of cheques, payment 
of bills etc. are recorded in the credit 
side of a Cash Book. 

4. The’ debit balance of Bank 
column of Cash Book is an asset of a 
concern. 

5. The crédit balance of a Bank 
column of Cash Book is a liability of a 
concern. 2 


1. \A Pass Book is recorded by 
the Bank employees but preserved by 
the depositors. 

2, The receipts of cash from 
customers, collection of cheques, bill 
etc. are recorded in the deposit column 
of a Pass Book. 

3. The payment of issue of 
cheques, bills, loans etc. are recorded in 
the withdrawal column of a Pass Book. 

4. The debit balance of a Bank 
Pass Book is a liability of a concern. 


5. The credit Balance of a Bank 
Pass Book in an asset oL 8 concern. 


„ореол ee 


8[11'83] 
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Recording in Bank column of Pass Book 


Cash Book : 

6. The Bank column of Cash 6. The Bank Pass Book is recor- 

Book is recorded on the deposit of a | ded on collection of a cheque and pay- 

cheque and issue of a cheque on the | ment of a cheque on the date of collec- 
dates of deposit and issue of cheques. | tion or payments, 


Necessity or uses of Bank Reconciliation Statement : The maximum 
transactions of a large-scale concern are made through the Bank. Generally, they 
- are recorded in a Double-column Cash Book or Triple-column Cash Book. The 
recordings of transactions in the Bank column of a Double-column or Triple- 
column Cash Book and Bank Pass Book are not made at a time. Again, there 
may be some mistakes in writing of the Cash Book or Pass Book. Then the 
Bank balance аз per Cash Book and the Bank balance as per pass Book may not 
agree. So, the preparation of a Bank Reconciliation {ешеш is essential for 
the following reasons : 
(i) The actual position of the Bank balance is to be explained by the 
statement. 
(ii) The control on the Banking transactions are to be made correstly. 
(dii) The corrected financial position regarding the Bank of a concern 
is to be ascertained. { 
(iv) The dishonour of cheques can be avoided for the shortage of deposit 
at Bank 
‚_ (v) The chances of reduction of goodwill for dishonour of cheques can 
be minimised. 
(vi) The mistakes and frauds ín recording of the Banking transactions 
oan be prevented. 
(vil) The unnecessary delay ín collections of cheques can be explained. 
The efficiency of cheque collections of a Bank can be determined. 
(vili) The entries which are made by Bank prior intimation to the 
depositors, can bs known. 


Causes of Disagreement between Bank balance as per 
Cash Book and Bank Balance as per Pass Book 


The causes of disagreement between Bank balance as per Cash Book and 
Bank balance as per Pass Book may be divided {nto two groups : х 1 

(1) The disagreement for recordings to Banking transactions in Cash 
Book and Pass Book not at a time. 

(2) The disagreement for mistakes in recording of Banking transactions 
either in Cash Book or in Pass Book. 

(1) The disagreement for recording of Banking transactions in Cash Book 
and Pass Book not at a time: All Banking transactions are not recorded at the 
time of occurrence in Cash Book and Pass Book. There are few transactions 
which are recorded in a Cash Book'at the time of occurrence, but these are 
recorded in Pass Book after few days of occurrence. Оп the contrary, few tran- 
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sactions are recorded in a pass Book at the time of occurrence, but these are 
recorded in a Cash Book after few days of occurrence. If the Bank balance as 
per Cash Book or Pass Book is to be ascertained within the period of time, they 
will not be agreed with each other. The transactions which are not recorded at 
a time in Cash Book and Pass Book are discussed below :. 


(a) Cheques deposited into Bank but not yet credited by Bank: The 
recordings of deposits of'cheques into a Bank are made in a Cash Book at the time 
of deposits i.e posted in the Bank column of debit side in a Cash Book. But, the © 
Bank credits the depositor Account after collection of the cheques, if the cheques 
are dishonoured, no recordings are to be made in the Pass Book. If the Bank 
balance is determined before collection of the cheques, the balance as per Pass 
Book and the balance as per Cash Book will not agree. j 


(b) Cheques íssued but not yet paid by Bank: Just after issue of the 
cheques to the creditors or persons, the details of cheque issues are recorded in 
Bank column of credit side of the Cash Book. Generally, the creditors do not 
cashed the cheques on the same date. In the case of а bearer or order cheques, 

_ they may deposito tho cheques into Banks for collection after crossing the same. 
The details of cheques are recorded in the Pass Book on the date, on which the 
cheques are collected by the creditors’ Bank. 

(e) Amount directly deposited by a debtors but not recorded in Cash Book : 
The debtors may directly deposite the dues from them in a Bank Account and 
then the Bank credits the amount in his Depositor Account. The information 
may come to the depositor after few days. Until the receipts of the informa- 
tion, the depositor does not record the details of deposits of the debtors inthe 
Cash Book. In the mean time, the balance as per Cash Book and the balance 
as per Pass Book are not agreed with each other. 

(d) Amount paid by Bank as per standing order but not recorded in Cash 
Book: The depositor may give a standing order to pay certain expenses or 
to pay the customers. After payment of the amount, the Bank sends the 
information of payment to the depositor within few days. Before receipts of 
the information, the Cash, Book cannot be recorded the details of the pay- 
ment. In the mean time, the balance as per Cash Book and the balance as per 
Pass Book are not agree. 

(e) Dividend, interest etc. collected by Bank but not recorded in Cash Book: 
In most cases, dividend, interest on securities etc. are collected by the Bank on 
behalf of the depositor. After collection of the dividend, interest etc. the, Bank 
informs the depositor about the details of collection. After receipts of the 
information, the depositor records it in the Bank column of Cash Book. The 
balances of Cash Book and Pass Book do not agree within that period. 


/ (f) Deposited cheque dishonoured but not recorded in Cash Book: The 

cheques, which are deposited into.a Bank for collection, may be dishonoured 
for varions reasons. The Bank column of the Cash Book is debited on deposit 
of the cheque into Bank, but it isnot to be recorded in the Pass Book until 
it is collected, 1f the cheque is dishonoured, the Bank does not record any 
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thing in the Pass Book. On receipt of the information of dishonour, the 
depositor wili have to rectify the recording in the Cash Book. The balances as 
per Cash Book and Pass Book will not agree. 

(g) Interest eredited by Bank but not recorded in Cash Book: The Bank 
credits interest on deposits at end of every 30th June and 31st December in the 
Depositor Account. But the depositor records it after receipt of the information 
from the Bank. In the mean time, the balances of Cash Book and Pass Book 
do not agree with each other. 

(A) . Incidental charges, interest on Bank Overdraft etc. debited by Bank 
but not recorded in Cash Book : The incidental charges, interest on Bank Over- 
draft etc. are debited by the Bank on the date of occurrence. The details of 
the transactions are recorded in the Cash Book after receipt of the information 
from the Bank. Before recording of the transactions in the Cash Book, the 
balance of Cash Book does not agree with the balance of pass Book, 

(i), Issued cheques dishonoured but not recorded in Cash Book: The 
depositor issues the cheques to his customers. These are recorded in the Cash 
Book just after issue of the cheques to his customers. If the cheques aro 
dishonoured for certain reasons, the depositor will cance! this recording after 
receipt of the information of dishonour from his customer. If the balance of the 
Cash Book is to be determined before the cancellation the recording, the balance 
of the Cash Book will not agree with the Pass Book balance. 


2. The disagreement for mistakes in recording of the Banking transac’ 
tions! The mistakes fhay be occurred in the recording ofa Cash Book or a 
Pass Book.. Generally, the mistakes are in two types: (i) Errors of Omission 
and (ii) Errors of commission. The examples of these two types of mistakes 
are given below : 

(a) The cheques are issued, but not credited in the Cash Book or debited 
in place of crediting or posted in cash column of the Cash Book. 

(b) The chequés are deposited into the Bank, but not debited in the 
Cash Book or credited in place of debiting or posted in Cash column of the 
Cash Book. 

(c) The deposit of a cheque are recorded in a Cash Book, but not sent 
to the Bank for collection. 

(d) The issued cheque to a customer is honoured and duly recorded in 
the Pass Book but debited in the cash column of the Cash Book. 


: (е) The deposited cheque is collected by the Bank, but not recorded in 
tho Pass Book. 


(f) The mistakes in adding of Bank column of the Cash Book or Pass 
Book. 


(g) The digit of the figures may be alt 
Book or Pass Book e.g. Rs. 305 in place of Rs. 350. | 
(h) The mistakes in brought forwarding the balances of Cash Book or 
Pass Book from one page to another. З 


(i) The posting of Banking transactions of ‘Account No 1’ 
‘Account No 2’ where more than one accounts are in the Bank, 


ered in the recording of Cash 


in place of 
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If а transaction is not recorded in a Cash Book ог Pass Book or recorded 
in both books in similar mistakes, the balance as per Cash Book and the balance 
' as per Pass Book are not agree with each other. 
Again, the agreemeut of balances of Cash Book and Pass Book does not 
prove the correctness of the recording of Banking transactions. 


Is Bank. Reconciliation Statement an Account ?: A Bank Reconciliation 
statement is prepared to reconcile the Bank balance as per Cash Book with the 
Bank balance as per Pass Book, if there is any disagreement with the two 
balances. So, the Bank Reconciliation statement is not: an account—but it is 
only a statement. Because, there are following differences between an account 
and a Bank Reconciliation statement : 


( 1) Every account has two sides—debit and credit, there is no side in a 
Bank Reconciliation statement. 


(2) The recording of transactions in Journal and posting them in ledger 
accounts are essential in Book-keeping ; but the preparation of a Bank Reconci- 
liation statement is not essential unless the Bank balances of Cash Book and 
Pass Book do not agree with each other, 


(3) All accounts are kept in Ledger; but the Bank Reconciliation 
statement are not recorded in Ledger. It is recorded in a shect of paper. 


(4) The transactions are recorded in Journal and posted in Ledger 
accounts ; but no trangaction is recorded in a'Bank Reconciliation statement, 
only balances of Cash Book and Pass Book are recorded to reconcile between 
them. A А 

(5) The™accounts are kept to record the transactions for a particular 
period of time ; but the Bank Reconciliation statement is prepated to reconcile 
the balances of Bank as per Cash Book and Pass Book. 


How to prepare a Bank Reconciliation Statement ?: A Bank Reconcilia- 
tion statement is prepared on a specimen form which contains three columns— 
(1) Particulars, (2) Details and (3) Amount. The words “Bank Reconciliation 
Statement as at...(Date)...” is to be written on the heading of the statement. 
The balance, which is the starting point of the statement, is to-be written at. 
first in ‘particular column’ and the amount of the balance is to be written in the 
amount column. е 

Ifthe statement is started from the Bank balance as per Cash Book, the 
words “Bank Balance or Bank Overdraft as per Cash Book” are to be written at 
first. Similarly, if the statement is started from the Bank balance as per Pass 
Book, the words “Bank Balance or Bank Overdraft as per Pass Book" are to be · 
written at first. Then the causes of disagreement are to be analysed, if the 
causes of disagreement will increase the starting balance, these are to be added 
with it and the causes of disagreement will decrease the starting balance, these 
are to be deducted from the balance. The determined amount after addition 
and subtraction, will be the Bank balance as per Pass Book or Bank balance 
as per Cash Book. Generally, the additions are made at first and subtractions 
are made thereafter. 


` 
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Rules for Preparation of a Bank Reconciliation Statement ! 


The rules for 


preparation of Bank Reconciliation statement of important items are discussed 


below : 


Osuses of disagreements 


collected by Bank, 


Effect on Balances 


Cash Book | Pass Book 


IA cheque deposited, but not| Моге Less 


2. A cheque issued, but not cashed | ` Less More 
in Bank. ; 

3. An amount deposited by a debtor Less More 
but not recorded in Cash 
Book. x 

4. Dividend, interest on securities Less More 


etc. collected by Bank but not 


recorded in Cash Book 


5. Insurance premium and other | Moře Less 
expenses paid as per standing 
order, but not recorded in Cash - 
Book. 1 е 
6. Interest on deposits adjusted in Less More 
Pass Book, but not recorded 
in Cash Book. 
7. The incidental charge and More Less 


Interest on Bank overdraft recor- 
but not 


ded in Pass Book, 
recorded in Cash Book. 


Information to Learners 


Started Rtarted 
from Bank | from Bank 
balance balance 
As per Cash | au рез Pass 
Book Book 
= + 
au ЕК 
+ =) 

В 2s 
25 F 
T 
A $P 


The above ‘+’ sign Indicates ‘addition’ and '—' sign Indicates ‘sbiraction’, 


In preparation of a Bank Reconolliation statement ‘+’ (Plus) sign сап be used tor s 


Bank balanos and ‘~’ (Minus) sign can be used for a Bank Overdraft, Again, plus 


minus sign oan ba used for the causes of disagreement as stated above. If the final result 
shows ‘+’ (Plus) sign which indlontes a Bank balance and if it shows ' -" (Minus) sign which ; 


indioates the Bank Overdraft. 


sign and 


Procedure for Preparation of a Bank Reconciliation Statement: A Bank 
Reconciliation statement is prepared in two ways : (1) Preparation of a Bank 
Reconciliation statement before amendment of the Cash Book and (2) Prepara- 

‚ tion of a Bank Reconciliation statement after amendment of the Cash Book. 

(1) Preparation of a Bank Reconciliation statement before amendment of 
the Cash Book: А Bank Reconciliation statement may be started from (a) Bank 

balance as per Cash Book or (b) Bank balance as per Pass Book. These are 


discussed below : 
ГА 
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(a) The following steps are to be taken to prepare a Bank Reconciliation 
statement when it is started from Bank balance as per Cash Book: 

(i) The items of the debit side of a Cash Book which are not recorded 
in the deposit column of the Pass Book, are to be deducted with short descrip- 
tions of the items. As for example, the cheques deposited but not collected by 
the Bank. 2 

(ii) The items of credit side of a Cash Book which are not recorded in 
the withdrawal column of a Pass Book, are to be added with short descriptions 
of the items, As for example, the cheques issued but not cashed. 

(it) The items of the deposit column of the Pass Book, which aro not 
recorded in the debit side of the Cash Book, are to be added with the short 
description of the items. For example, cash collection from customers, dividend 
and interest collected by a Bank, but not informed to the depositor. 

(tv) The items of the payment column of the Pass Book, which are not 
rocorded in the Bank column of credit side of a Cash Book, are to be deducted 
with short descriptions of the items. For example, Bank charges, interest on 
Bank Overdraft etc. charged but not recorded In the Cash Book. 

It the Bank Reconciliation statement is started from the Bank Overdraft 
as per Cash Book f.e. à credit balance of Bank as per Cash Book, the reversal 
treatments of the above (а) are to bo maintained f.e. the items, which are added 
in above (a) are to be deduoted and the items which are deducted in above (а), 
are to be added with the amount of Bank Overdraft to find out the position of 
the Bank as per Pass Book. Because, the balance of Bank will {Increase on 
deposits of cheques, cash eto} but in the case of Bank Overdraft, the amount 
will deorease. Similarly, in the case of issues of cheques, the Bank balance 
will decrease and Bank Overdraft will increase. 


(b) The following steps are to be taken to prepare a Bank Reconciliation 
Statement when it 18 started from Bank balance as per Pass Book : ) 

(f) When a Bank Reconciliation Statement is prepared from a Bank 
balance as per Pass Book, the reversal treatments of the above (a) are to be main- 
talned i.e. the items which are added with the Bank balance as per Cash Book, 
are to be deducted from the Bank balance and the ítems which are deducted 
from Bank balance as per Cash Book, йге to be added to find out the position 
of Bank balance as per Cash Book. 

(i) Ifa Bank Reconciliation statement is started from the Bank over- 
draft ав per Pass Book, the same treatments are to be followed as above (a) i.e. 
the items which are added with the Bank balance as per Cash Book, are also 
to be added and the items, which are deducted from Bank balance as per Cash 
Book, are also to be deducted. j 

In brief, the treatments for Bank Reconciliation Statement from the Bank 
balance as per Cash Book are equal to the treatments for the Bank Reconciliation 
statement from Bank Overdraft as per Pass Book. Similarly, the treatments 
fora Bank Reconciliation statement from Bank balance as per Pass Book are 
equal to the treatments for Bank Reconciliation statement from Bank overdraft 
as per Gash Book. 


Y 
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Information to Learners 


1t the final result (i.e. after addition or subtraction) of the amount column of the Bank 
Reconolliation Statement is positive, the result wilt be the similar balance as per Cash Book 
or Рави Book from which the statement is started d.e, if the balance Is started from the Bank 
balance, the final result will also be a Bank balance or vice versa. 

1 the final result ($e. after addition and subtraction) of theamount column of the 
Bank Raconelliation Aedes la negative, the regult will be the opposite balance as:per Cash 
Book or pass Book from which the statement is started і е. it the balance is started from a 
Bank balances the final result will also bs a Bank Overdraft or vice versa. 


A specimen of a Bank Reconciliation statement from a Bank balance as 
per Cash Book or Overdraft as per Pass Book is given below : 


Bank Reconciliation Statement as at ......... (Date) 
meee 
Partloulara d: Amount Amount 
Bs, Ra. 


Bank Balanoe as per Onsh Book or Bank Overdraft as per Pass Book Ар) 


Add  Oheques issued ог drawn bat поё prosented for payment within tbe 
date of proparation of Bank Statement or presented after that date = 
ay Bank interest oredited but not entered in the Cash Book 
” Dividend, Interest, Bili eto, collected by Bank but not entered In the 
Onash Book — 
ы Оһедпев issued and dishonoured but not entered In Cash Book — 
mt Amount pald by any one directly into Bank but not entered in the 
Cash Book | — 
n s payabie by Bank but not paid, but it entered in the Oash 
loo 


» Bills payable to bo рма by Bank, not presented for payment, but 
Included in the Oash Book E 
» Amount wrongly oredited by Bank but not entered in the Oash Book 


Loss Oheques deposited but not collected within the date cf Bank 
Roooncillation Statement 
» Amount deposited, but not credited by Bank within that date - 
»  Ghequos deposited, bus dishonoured or not collected within that date _— 
» Bank charges, Interest on overdraft eto, debited but not entered in 
the Oash Book -— 
н Amount directly paid by Bank but not entered in the Cash Book - 
» Buls Recelvable sont for collection but not collected within that 
date or dighononred 
Bank Balance or Overdraft ав per Pass Book or Bank Baiance or 
Overdratt as por Cash Book 


———— 

MÀ 

Я з m 
4 à 


Information to Learners 


If а Bank Reconciliation Statement is started from Bank balance ав per Pasa Book or 
Overdratt baisnce as per Cash Book, the items whioh nre added in the 
are to bo deducted and the items which are deducted in above speolme 


above specimen form, 
n form, are to Ье added, 


Mlustration 1: Cash Book of Messrs Pandit Traders showed the credit 
balance at Bank Rs. 12,700 on 3ist December, 1984. They deposited the following 
two cheques on 29th December, 1984 for collection but the Pass Book showed 
that these cheques were credited by the Bank after 31st December, 1984 1: 

Rs. 
(i) Cheque No. 7,239 500 
(ii) Cheque No. 8,273 . 900 
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They also issued the following two cheques to creditors who did not 


presented for payment within 31st December, 1984. AME 
Rs. ^ 
(i) Cheque No. 421 427 
(ii) Cheque No. 329 123 
Prepare a Bank Reconciliation Statement as on 31st December, 1984, 
Solution : 
In the Books of Messrs Pandit Traders 
Bank Reconciliation Statement as at 31st December, 1984 
Particulars Details Amount 
Bank Overdraft as per Oash Book M Us 
Add : Oheque deposited, but not collected by bank 
Oheque No. 7,239 500 
Cheana No. 8,978 | 900) 1o 
Less; Choque issued but not-presented for payment RU 14,100 
Ohequo No.' 421 427 
Cheque No, 829 123 550 
Bank Overdraft as per Pass Book 18,550 


Illustration 2 : The balance of Pass Book of Reddy & Co. on 31st December, 
1984 showed a credit balance of Rs. 4,500. But it did not agree with the balance 
of Bank as per Cash Book. The reasons for such difference were shown : 

(1) The cheques of Rs. 600 and Rs. 300 respectively paid in on 30th 
December, 1984, were not credited until 2nd January, 1985. 

(2) The cheques of Rs. 1,200, Rs. 700 and Rs. 600 issued on 28th 
December were not presented until 7th January, 1985. 

(3) The interest on Bank deposits Rs. 210 was credited on 31st Pie m 
1984, but not included in the Cash Book. The Bank charges were debited in the 
Pass Book Rs. 30 but not entered in the Cash Book. 

Prepare a Bank Reconcillation Statement as at 31st December, 1984. 


Solution : 
In the Books of Reddy & Co. 
Bank Reconciliation Statement as at 31st December, 1984 


Partioulars ` Details Amount 


Ra, 


| 
Bank Balance эз per Fass Book 4,500 


Add Оһедпеѕ deposited on 80th December, but not cashed : 
Bank charges debited by the Bank, but not entered in the Oash Book | 80 980 


Л 5,490 
Less Oheques issued, but not credited by the Bank : 190 
600 
» Interest credited by the Bank, bub not entered in. £he Oash Book 210 2,710 
Bank Balahce as per Cash Book 2,720 
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(2) Preparation of a Bank Reconciliation statement after amendment of the 
Cash Book : Whe causes of disagreement of Bank balance as shown by Cash 
Book with Bank balance as shown by the Pass Book may be divided into groups 
(a) The causes, which are not recorded in a Cash Book for non-availability of 
.. information in time or mistakes in recording the Cash Book. As, (i) Amount 
directly deposited in a Bank by the customers, but not recorded in Cash Book; 
(ii) Dividend, interest on securities etc. collected by a Bank but not recorded in 
a Cash Book ; (iii) Interest on deposits credited by a Bank, but not recorded in 
a Cash Book; (iv) Bank charges, interest on Bank overdraít debited in a Pass 
Book but not recorded in a Cash Book; (v) Mistakes in balancing the Bank 
column of Cash Book or in recording the transactions more than one time or 
omission in recording etc. Ў Е 

(b) The causes, which are not recorded іп a Pass Book or mistakes in 
recording Pass Book but are correctly recorded in a Cash Book. As (i) cheques 
or cash deposited into Bank and recorded in Cash Book but not recorded in a 
Pass Book, (ii) Cheques issued and recorded in a Cash Book but not recorded in 
a Pats Book, (iii) There may be a mistake in recording a Pass Book etc. 

Under the method, a Bank Reconciliation Statement is prepared aftor 
amendment of a Cash Book with the items, which are not recorded in a Cash 
Book and the items whioh are recorded in a Cash Book, but not recorded in a 
Pass Book or mistakes in recording Pass Book to reconcile with tho Bank 
balance as per ammonded Cash Book and Bank balance as por Pass Book (і.е. 
Bank balance as per Pass Book is to be determined). 

llustration 3: On examining the Bank Fass Book of Maity Bros., it is 
found that the balanceshown on 31st December, 1984, the close of the accounting 
year, differs from the Bank balance as shown in the Cash Book which shows a 
balance of Rs. 7,320 in favour of the firm. From a detailed comparison of the 
entries it is revealed that: | 

(i) Rs. 6,100 is entered in the Cash Book as paid into Bank on 30th 
December, 1984, but it was credited by the Bank on 3rd January, 1985. 

(ii) A-cheque for Rs. 3,200 was received from Amal on 29th December, 
1984 but it was paid into Bank without recording the same in the Cash Book on 
same date. 

(11) Bank charges Rs. 125 on 31st December, 1984 was not entered in the 
Cash Book. ` 

(iv) A debtor paid Rs. 2,300 directly into our Bank Account on 28th 
December, 1984 but no entry of it was made in the Cash Book, 

(у) No entry has been made in the Cash Book to record the dishonour 
of a cheque for Rs, 1,350 received from Jana & Sons on 27th December, 1984. 

(vi). Cheques amounting to Rs. 7,330 were issued by the firm and duly 
recorded in the Cash Book before 31 December, 1984. but had not been 
presented at the Bank for payment until after that date. 

(a). Pass entries for amendent of Cash Book of the firm. 

(b) On the basis of the amended Cash Book balance prepare a Bank 
Reconciliation Statement as at 31st December, 1984, 
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Solution : 
In the Books of Maity Bros. эр \ 
Amended Cash Book (Bank Column only) 
Dr. b Cr. 
| 
Date Partloulars E Bank Date Particulars i Bank 
= y Шой пег у REED | ү | 
1984 | Ба, 1984 Ra. 
Dec, 81 | To Balance b/d 7,820 | Рес, 81 By Bank charges 125 
81 | , Amal A/c 8,200 Being Bank charge debi 
Being cheque reoeivod ted in Pass Book but no-| 
and deposited into bank recorded in the Cash 
withont recording in * Book 
Oash Book Б 831 ,, Jana & Sons, 1,850 
31 | ,, Debtors*A/o Being the cheque of them| 
| Being the amount dishonoured but not 
| deposited by a debtors entered in the Oash Book 
directly 31| „ Balance с/й (Amended) 11,845 
19,820 
1986 pe 
Jan, 1 | To Balance b/d (Amended) 


Bank Reconciliation Statement as at 31st December, 1984 


M M —À MM M M M——À € — 


Pariloularg Details Amount 
ва. Вв. 
Bank Balance as рез Ом Book (Amended) ү 11,845 
Add; Oheques issued but not presented for payment ИП | 
91st December, 1984 7,850 
. 18,000 - 
Less; Oash paid into bank but noi oredited in the Pass Book _ 6,100 
Bank Balance as per Pass Book | 19,95 — 
\ = ——— 


Preparation of a Bank Reconciliation Statement by comparing a Cash Book 
and Pass Book : In previous illustrations, the causes of disagreements with the 
Bank balance as shown Бу a Cash Book and Bank balance as shown by a Pass 
Book are given. Here, the causes are not given in the problems} but the causes 
of disagreement are to be ascertained after analysis of a Pass Book and the Bank 
column of a Cash Book. The transactions which are not recorded in the both 
books at a time, are the causes of disagreements of the Bank balances. The tick 
marks*,/'are to be put beside the items which are recorded in both books and 
these are not to be included ín a Bank Reconciliation Statement, The transac- 
tions which are not recorded in any one of the two books, the cross marks ‘x’ 
are to be put beside them and these are to be included in the Bank Reconcilia- 
tion Statement. The preparation of a Bank Reconciliation Statement by 
comparing a Cash Book and a Pass Book is shown below : 


Illustration 4: From the following Cash Book and Pass Book of 
M/s Munda Bros, prepare the Bank Reconciliation Statement as at 3lst 


December, 1984 : 
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Cash Book (Bank Column) 
Dr. Cr. 


Date Particulars | r.F.|Amount| Date | Particolara L.F.| Amount 
1984 Ra. 1984 Re. 
Deo. 1 То Balance b/d 2,620 Dec. 5 | By Basu & Oo. (840 
9 „ К. Bhaduri „1,500 10 „ Р Raju х 180 
18 ,H. Бапа /850 17 „ Rent /930 
18 | „8. Lahiri A980 28 » Kanjilal & Оо, 4810 
26 „ Saha & Oo. x820 28 , Sing & Oo. 3 x170 
91| ,, V. Rao x 860 31 | , Balance c/d 5,800 
1,190 7,180 
1985 =a — 
Зап, 1 To Balance b/d 5,800 
Pass Book 


Particulars | Withdrawals Deposits Balance 

1984- | . . Bs. 
Deo, 1 By Balance = A 2,620 
11 „ Cheque = 4,120 

18 To Oheque No. 181 9,180 

17 Ву Cheque 4,630 

al To premi No. 680 4,400 

22 By Оне] 5,880 

26 | -~ To Ohea No. 1020 5,070 

51 Ry Interest 5,110 
5,080 


To Bank oherges 


Solution : 


In the Books of Munda Bos. 
Bank Reconciliation Statement as at 31st Dicnbir; 1984 


Dotailg Amount 


Particulars 
„ы ————————— 


Bank Balance as per Cash Book 
Add: Oheques issued but not presented for payment : 


e P, Raju 
Bing & Oo. 
. Interest credited in the Pass Book, but not entered (d the Cash Book 990 
6,290 
Loss; Oheques deposited but not collected : 
Shaha & Оо. 
, V. Rao 
Bank charges entered in the Pass Book but not entered In the Cash Book 1,210 
Bank Balance as per Pass Book р 5.080 
= 


Solutions of Important Problems : 
Illustration 5: From the following information, prepare a Bank 
Reconciliation Statement as on 31st December, 1984 : 
1. Bank overdraft as per Cash Book Кз. 5,200. 
2. Of tae cheques of Rs. 2,300 deposited into bank, those for Rs. 300 


were collected on 29th December, 1984, Rs. 600 were collécted on 2nd January, 
1985 and cheques of Rs. 1,400 were dishonoured. 


TUNER 
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3. A cheque of Rs. 620 was issued and dishonoured for defective 
signature but the party had not yet informed. 

4. Rs. 1.800 was deposited into- bank on 30th December, but was credited 
by the bank on 3rd January, 1985. 

5. Out of the cheques for Rs. 4,300 issued to creditors, cheques of 
Rs. 1,800 were not yet presented for payment and a chequefot Rs. 300 was 
presented on 3rd January, 1985. 

» 6. Bank charges were debited in the Pass Book for Rs. 125. 

7. Bank interest amounted to Rs. 430, but not posted in the Cash Book. 

8. The Bank purchased shares for Rs. 1,000 on our behalf but the same 
was not credited in the Cash book till 15th January, 1984. 


Solution : 


Particulars Details Amount 


Ев, Rs. 
Bank overdraft as per Oath Book 5,200 
Add: Oheques deposited but not collected within 91st Deo. 1984 йүз 
x 400 
Cash deposited but not credited within 818% Deo. 1984 | 1,800 
Bank charges debited in the Pass Book but not entered in the 
Cash Book 195 
Purohaso of shares not recorded in the Oash Book 1,000 |. 4.995 
10,125 
Less: Oheques inaued but dishonoured 620 
Ohoques issued but not presented for payment within 
Bist December, 1984 (Rs, 1,8004-800) 2,100 
Bank Interest not adjusted in the Cash Book 480 _ 3,150 
Banh overdraft as per Pass Book 6,976 


Illustration 6: The Bank Pass Book of M/s. Samanta Bros. showed аш, 
debit balance of Rs. 7,450 on 31st December, 1984. Show the Bank balance as 
per Cash Book on that date, considering tbe following adjustments : 

(1) Cheques of Rs. 800 deposited on 25th December, 1984 but not 
collected till 3rd January, 1985. 

(2) Cheques of Rs. 1,200 issued, but not presented for payment till 31st 
December, 1984. : Е 2 

(3). Dividend and interest collected by Bank but not entered in the Cash 
Book Rs. 1,300. А / 

(4) Interest on overdraft of Rs. 150 debited in the Pass Book but not 
entered in the Cash Book. 

(5) The Cash Book total of debit side-was overcast through mistake by 
Rs. 1,000. : 

(6) A customer deposited Rs. 200 to our Bank Account but it intimated 
оп 3rd Јапбагу, 1985. А 

(7) Bank has debited our account for Rs. 200 for Bank charges and 
commissions. ; 
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Cash Book (Bank Column) 


Dr $ cr. 
———————— 
Date Partloulars L.F. | Amount | Date Parġioulars LF. Amount 
[oT la ea ee ammeter Somat ol Nees Ra. 
1984 Ra. 1984 
Deo, 1| To Balance b/d 2,620 | Dec. Б | By Basu & Co. abe 
9. ,, K, Bhaduri 1,500 10| , P Raju 1980 
18 „ Н. Rana A850 17 „ Rent К 
18| , 8. Lahiri 980 38 | „ Kanjilal & Qo. NET 
26 „ Ваһа & Оо. х820 28 „ Bing & Oo. p x 
$1 » V. Rao x 860 31 „ Balance c/d 5,800 
7,180 
1,180 , 
1985 9 —— 
Jan. 1 | To Balance b/d 6,800 
Pass Book 


Date Partioulars Withdrawals Deposits Balance 

1984: Ra. Rs. 

Deo. 1 By Balance am 2,030 
п s Oheque = 4,120 
18 To Oheque No, 781 /340 8,780 
17 Ву Oheque — 4,630 
al To Oheque No. 630 A230 4,400 
29 By Oheque — 5,880 
26 | - To Oheque No. 1020 810 8,070 
51 Ry Interest = 5,110 
81 To Bank oharges 5,080 


Solution : ; 
In the Books of Munda Bros. 
Bank Reconciliation Statement as at 31st December, 1984 


Partioulars 
Ев. Бв, 
a Bank Balance as per Cash Book 5,800 
Add: Oheques issued but not presented for payment : 
г Р, Raja 180 
Bing & Oo. 
. Interest credited in the Pass Book, but not entered in the Cash Book 990 
6,290 
Less; Ohequea deposited but not collected : 
Bhaha & Oo. 
' V. Rao 
Bank charges entered in the Pass Book but notentered In the Cash Book 1,210 
Bank Balance as per Pass Book 5,080 


Solutions of Important Problems: 
Illustration 5: From the following information, prepare a Bank 
Reconciliation Statement as on 31st December, 1984 : 
l. Bank overdraft as per Cash Book Rs. 5,200. 
2. Of {ае cheques of Rs. 2,300 deposited into bank, those for Rs. 300 


were collected on 29th December, 1984, Rs. 600 were collécted on 2nd January, 
1985 and cheques of Rs. 1,400 were dishonoured, 
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3. A cheque of Rs. 620 was issued and dishonoured for. defective 
signature but the party had not yet informed. 

4. Rs. 1.800 was-deposited into bank on 30th December, but was credited 
by the bank on 3rd January, 1985. 

5. Out of the cheques for Rs. 4,300 issued to creditors, cheques of 
Rs. 1,800 were not yet presented for payment and a chequefof Rs. 300 was 
presented on 3rd January, 1985. 

* 6. Bank charges were debited in the Pass Book for Rs. 125. 

7. Bank interest amounted to Rs. 430, but not posted in the Cash Book. 

8. The Bank purchased shares for Rs. 1,000 on our behalf but the same 
was not credited in the Cash book till 15th January, 1984. 


Solution : 
In the Books of ...... 


Bank Reconciliation Statement as at 31st December, 1984 


Partioulars “Detalla Amount 
Rs. Re. 
Bank overdraft as per Oach Book 5,200 
Add: Oheques deposited but not collected within 3186 Dec. 1984 600 
х 1,400 
Cash deposited but not credited within 812$ Deo. 1984 1,800, 
Bank charges debited in the Pass Book but not entered in the 
Cash Book 195 
Purohase of shares not recorded in the Osh Book __1,000 4.925 
10,195 
Less; Oheques ізапед but dishonoured 620 
Oheques issued but not presented for payment within 
Bist December, 1984 (Rs, 1,800+800) 2,100 
Bank Interest not adjusted in the Cash Book 430 — 


Banh overdraft as per Pass Book 


a ————————————————————————— 


Illustration 6: The Bank Pass Book of M/s. Samanta Bros. showed ay 
debit balance of Rs. 7,450 on 31st December, 1984. Show the Bank balance as 
per Cash Book on that date, considering the following adjustments : 

(1) Cheques of Rs. 800 deposited on 25th December, 1984 but not 
collected till 3rd January, 1985. 

(2) Cheques of Rs. 1,200 issued, but not presented for payment till 31st 
December, 1984. : j 

(3). Dividend and interest collected by Bank but not entered in the Cash 
Book Rs. 1,300. ^ A 

(4) Interest on overdraft of Rs. 150 debited in the Pass Book but not 
entered in the Cash Book. 

(5) The Cash Book total of debit side'was overcast through mistake by 
Rs. 1,000. { 

(6) A customer deposited Rs. 200 to our Bank Account but it intimated 
on 3rd January, 1985. р : S 

(7) Bank has debited our account for Rs. 200 for Bank charges and 
commissions. sd 
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Solution : 
Bank Reconciliation Statement as at 31st December, 1984 
Particulars Details Amount 
? Rs Ra. 
s 450 
Bank overdfatt as per Pass Book 7, 
Add: Oheques issued but not presented for payment {ill 81st Deo., 1984 1,200 
Dividend and interest collected by Baok AAR 1,800 
й к recalv 
"m A customer deposited but the intimation was no! Bint Doo 1986 о $100 
1 10,150 
Loss: Oheques deposited but not collected by Bank till 81% Dec., 1984 800 
” Interest on Bank overdraft debited in the Pass Book 150 
» - Debit side of Oash Hook overcast 1,000 
m Bank charges and commission debited in the Pass Book 900 9160 
Bank overdraft ав per Cash Book % 8,000 


Illustration 7: From the following information, prepare a Bank 
Reconciliation Statement as at 30th June, 1984 : 


(1) - Bank balance as per Cash Book Rs. 1,640. 


(2) Cheques of Rs. 4,200 deposited on 25th June, 1984 but collected by 
bank on 4th July, 1984. 


р (3) Cheques of Rs. 300 issued on 28th June, 1984 but not presented for 
payment till 30th June, 1984. f 


(4) Dividend collected by Bank but not entered in the Cash Book Rs. 800. 


(5) Insurance Premium paid by Bank Rs. 1,400 but the intimation was 
not received. у 


(6) Bank charges for the above period not taken into account in the 
Cash Book Rs. 75. 


(7). The Bank has collected Rs. 1,600 against bills, but has not yet 
advised for the same. 


(8) Mr. P. Banerjee paid Rs. 820 into Bank and advised on 5th July, 1984, 
Solution : 


Bank Reconcilíation Statement as at 30th June, 1984 


Particulars 
ат ce AMMIAN LPS BRUNO US BEES NUM 


Re. 
Bank Balance as per Cash Book 1,840 
Add: Oheqnes issued but not presented for payment 
h Dividend collected by bank but not entered in the Oash Book 
» Bille collected by Bank but not enterted in the Oash Book 
x Bank collected from Mr, P. Banerjeo but mot entered in the 
Cash Book 3,520 
à i 5,160 
Less: Cheques deposited bnt not collected till 30th J une, 1984 


РА Insurance Prominm paid by Bank, but not entored in the Cash Book 
Ay Bank charges not taken in the Cash Book 


> Bank overdroft as per Pass Book 


2 
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Illustration 8: From the undermentioned particulars of a trader prepare 
the Bank Reconciliation Statement as on 30th April, 1967 : 

(i) Bank Overdraft as per Cash Book Rs, 7,050. 

(ii) During the month, the total amount of cheques for Rs. 13,500 was 
deposited into Bank but of those one cheque for Rs. 2,430 has been entered in 
the Pass Book on 4th of May. 

(iii) During the month, cheques for Rs. 17,390 were drawn in favour of 
creditors—of them one creditor for Rs. 7,220 encashed his cheque on 6th of May, 
whereas the other for Rs. 3,300 has not encashed bis cheque yet. 

(iv) As per order, the Bank оп 28-4-67 had paid out Rs. 2,000 to a 
creditor, but by mistako the same has not yet been entered in the Cash Book. 

(V) Accórding to agreement, on 29-4-67, a debtor had deposited directly 
into the Bank account Rs. 1,470 bat the same has not been recorded in the 
Cash Book. 

(vi) In the month of April, the Bank, withowt any intimation, had 
debited his account for Rs. 20 as bank charges and credited the same for Rs. 30 
as interest for the last year. [Higher Secondary (Class XI), 1968] 


Solution : 
Bank Reconciliation Statement as on 30th April, 1967 


Particulars Amount Amount 
Rs. Re. 
7,050 


Bank Overdraft ав per Cash Book 
Add : Oheqnes deposited, bus not yet oredited 
Amount paid by Bank, bui not entered in the Oash Book 2,000 
Bank Oharges debited "jn the Pasa Book, but по 4 ^ 
entered in the Cash Book 


Lees: Oheques drawn, but not yet oashed 


Direct deposit into Bank, bni not recorded in the Oash Book - 
Bank interest credited, bud not racorded 1n the Oesh Book 


Bank Balance as per Pasa Book 


Illustration 9: (i) On 81st. December, 1980, the Cash Book of Iqbal 
showed an overdraft of Rs. 22,050. 

(ii) On 29th December, 1980, cheques amounting to Rs. 6,000, Rs. 12,000 
and Rs. 15,000 were deposited into the bank, but the cheques for Rs. 12,000 was 
collected by the bank on Sth January, 1981. 

(iif) It is learnt that out of the cheques for Rs. 2,500, Rs. 4,500, Rs. 7,800 
and Вз. 11,000 issmed on 25th December, 1980; only first two cheques 
( for Rs. 2,500 and Rs. 4,500) were presented to the bank in Dec., 1980. 

(iv) On 3ist December, 1980, the Pass Book of Iqbal has been debited 
with Rs. 1,800 for interest on overdraft.but the same was not entered in his Cash 
Book within 3ist December, 1980. 

_(v) A debtor directly deposited a cheque of Rs. 2,500 into the Bank of 
Iqbal, but the same was not recorded in the Cash Book. ч 

From the above particulars, prepare Bank Reconciliation Statement as on 

31st December, 1980. [ Н. 8. Examination, 1981] 
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Solution : 
In the Books of Iqbal - 
Bank Reconciliation Statement as at 31st December, 1980 


Particulars Amount Amount 
Ез, Ra. 
Bank Overdra!t as per Cash Book 92,050 
Add: Qheques deposited but not collected by the Bank 12,000 
a Interest on Bank Overdraft debited in the Pass Book but not 
entored in the Oash Book 1,800 13,800 
| 35,850 
Less: Oheques issued but not presented for payments . | 
(Rs, 7,800-+)Rs. 11,000) 18,800. 
Ay Directly deposited by a debtor but not recorded in the Cash Book | 2,500 21,800 
а Bank overdraft as per Pass Book ў 14,500 — 


Illustration 10: On 31st December 1977, the Bank pass book of Rahim 
showed an overdraft of Rs. 3,000. It is learnt that out of cheques amounting 
to Rs. 8,000, Rs. 9,000 and Rs. 10,000 issued on 28. 12. 77 cheque for Rs, 9,000 
was presented to Bank on 4th January, 1978. Rahim had deposited cheques 
amounting to Rs. 12,000, Rs. 15,000, Rs. 3,000 and Rs. 10,000 in the last week 
of December, 1977. The first two cheques were duly collected within December, 
1977 while the other two cheques were collected in January, 1978. The pass 
book of Rahim showed a debit of Rs. 1,000 for interest but the same was not 
entered into his cash book within 31st December, 1977. 


[ H. S. Examination, 1978] 
Solution : 


: In the Books of Rahim 
Bank Reconciliation Statement as at 31st December, 1977 


Particulars Amount Amount 
^ Ba. Rs. : 
Bank Overdraft ав per Bank Pass Book T Pd 
Add: Qheques fasued but not presented 9,000 
Less: Cheques deposited bnt not collected : IIS 
Third cheque — 8,000 
Fourth cheque — 10,000 13,000 


m Interest debited in Pass Book but not credited 
in Cash Book 


1,000 14,000 
Bank balance\as por Cash Book (in favour) 


| 4000 
am 
Illustration 11: From the following particulars, prepare a statement 


showing the balance that would appear in the Cash Book of X аз on 3ist 
December, 1980 : 


(i) The overdraft as per Pass Book on 315 December, 1980 
Rs. 6,302. E 


(ii) Cheques paid into Bank but not cleared before 31st December, 1980 
were for Rs. 2,170. 2 


(iii) Cheques issued but по{. cashed prior to 31st Dece: 
amounted to Rs. 1,168. d ; ae 


(iv) Interest on overdraft for the i i 
period ending 31st 
Rs. 160 is debited in the Pass Book. inm С 
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(у) Bank charges for the above period also debited in the Pass Book 
amounted to Rs. 30. 


` 

(vi) Interest on Investment collected by the Bank and credited in the 

Pass Book amounted to Rs, 1,200. [ Н. S. Examination (External), 1982] 

Solution : s 
` In the Books of X 

Bank Reconciliation Statement as at 31st December, 1980 


Particulars Details Amount 
Ев. Ra. 
Bank Overdraft as per Pass Book 6,302 
Add: Oheques issued but not cashed 1,168 
3i Interest om Investments collected by the Bank but not entered in : 
{һе Cash Book 1.200 9,368 
8.670 
Less: Cheques paid into Bank bat not cleared 2,170 
9 Interest on Overdraft debited in the Pass Book, but not entered in 
the Oash Book i “160 
{ё Bank charges debited in the Pass Book, but not entered in the 
Oath Book 80 2,860 * 
Bank Overdraft as per Cash, Book 6,810 


Illustration 12: From the following information, prepare Bank Recon- 
ciliation Statement as at 31st December, 1982 : 

(i) Bank balance as per Cash Book Rs. 1,250 ; 

(i) Cheques of Rs. 8,600 were deposited on 26th December, 1982, but 
the same were collected by bank on 4th January, 1983 3 

(iii) Cheques of Rs. 650 were issued on 29th December, 1982, but these 
were not presented for payment till 31st December, 1982 3 

(iv) Insurance premium amounting to Rs. 900 and subscription Rs. 700 
were paid by bank but these have not been recorded in the Cash Book ; 

(v) „Bank Charges were debited in the Pass Book but these were not 
recorded in Cash Book Rs. 150 ; i 

(vi) Dividend collected by Bank but not entered in the Cash Book 
Rs, 1,200; * 

(vii) Sri Sukumar Sen, a custómer,'paid Rs. 1,400 direct into bank on 
27th December, 1982 and the bank advised the information on 6th January, 1983. 

[ W. B. H. S. Examination, 1983 ] 


Solution : $ 
Bank Reconciliation Statement as at 31st December, 1982 / 


Particulars Details Amount 
Ra. Re. 
Bank Overdraft as per Cash Book (Favourable) 1,250 
Add: Oheques issued but not presented for payment 650 
» Dividend collected by bank but not debited in the Oash Book 1,200 
$s Oash deposited by a customer direotly in our bank account but not 
debited in the Cash Book 1,400 8,250 
4,500 
Less: Oheques deposited but not collected by Bank 8,800 
Bank charges debited in the Pass Book but not credited in the 
Oash Book 150 
1юзпгапсё premium paid by Bank buf not recorded in the 
Cash Book 900 
Subscription paid by bank but not recordedjin the Cash Book 100 10,250 
Bank Overdraft as per Pass Book 1 — 5,850 


9 [11°84] 
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Exercises ` 
Essay-type Answer Questions : 
1. What is a Bank Reconciliation Statement and how is it prepared ? 
[ Higher Secondary (Class XI), 1959 ; С. U. Inter, 1947 & 1953 ] 
Ans, Write from ‘Bank Reconcilation Statement’ (Р 2.112) and 'Necessilie or uses of a 
Bank Reconciliation Statement (P 2.114). 
2. What is Bank Reconciliation Statement ? When do you prepare the 
same ? [ Higher Secondary (Class ХІ), 1967 ; C. О. Pre-Univ., 1964 ] 
Ans, Write from ‘Bank Reconciliation Statement’ (Р 2,112). 
. 3. What do you mean by a Bank Reconciliation Statement ? Why and 
how is it prepared ? Is it an account ? 
[ Specimen Question of H. S. Council, 1981 & 1982 ] 
Ans. Write from ‘Bank Reconciliation Statement’ (P 2.112), ‘How to ойл о Bonk 
Reconcilation Statement’ (P 2.117) and ‘Is Bank Reconciliation Statement an Account" ( "p 2. 117), 
4, What їз а Bank Reconciliation Statement and what are its uses ? 
: ІН. S. Council Examination, 1979 ] 
Ans, Weite- from ‘Bank Reconciliation Statement’ (Р 2.112) and ‘Necessities or uses of a 
Bank Reconciliation Statement’ (Р 2.114), 
5. Describe a Pass Book with usual ruling that you may find in such a 
Pass Book. [ Specimen Question of H. S; Council, 1978 ] 
Ans. Write from ‘Bank Reconciliation Statement" (P 2.112), 
6. What is meant by Bank Reconciliation Statement ? Briefly state its 
utility to the businessman. [ Н. S. Council Examination, 1978 & 1982 ] 
Ans, Write from ‘Bank Reconciliation Statement’ (P 2.112) and ‘Necessities or uses of a 
Bank Reconciliation Statement’ (P 2.114). 
7. What are the advantages of Cash Book Amendment Method of 
preparing Bank Reconciliation Statement ? 
Ans.: Write from ‘Bank Reconciliation statement after amendment of the Cash Book 
(Р 9.929). 
8. Briefly state the Бшш) of Bank Reconciliation statement. 


І W. В. Н. 8. Examination, 1983 1 
Ans.: Write from ‘Necessity or Uses of а Bank Reconciliation statement’ (Р 2.114). 


(b) Short-type Answer Questions : 
l. Explain the term *Bank Reconciliation Statement. 
[ H. S. Exam. (Class ХІ), 1962 & 1963 ] [ Н. S. Council Exam., 1978 ] 
Ans,: Write from ‘Bank Reconciliation statement’ (P 2,212). 
2. Write a short note on: ‘Bank Balance’: 


W. B. H. S. as PST. 
Ans,: Write from ‘Bank Balance’ (P 2.112). [ BUT E Examination, 1982 ] 


Practical Questions : 


- ' 1. Cash Book of Messrs Sun Traders showed the БАД, at Bank as 
. Rs. 26,251"80 on 30-9-1961. They deposited the following three cheques on 
29-9-1961 for collection, but the Pass Book showed that these were credited by 
| " the Bank in the month of October, 1961 : 
\ 
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(i) Cheque for Rs, 250 
(ii) Another Cheque for Rs. 620 
(iii) Another Cheque for Rs. 568°50 

They also issued a cheque for Rs. 16225 to a creditor who collected the 
same on 6th October, 1961. What should be the balance as per their Bank 
Pass Book on 30-9-1961 ? [ Higher Secondary (Class XI), 1962 ] 

[Ans.: Bank Balance as per Pass Book Rs, 24,975'55 | 

2 Prepare a bank Reconciliation statement from the following informd- 
tion : И 

Cash at Bank as shown by Cash Book Rs. 7,500 
Cheques drawn, but not yet presented 

S.Raha Rs. 200 

G.Saha Rs. 300 

Cheques paid in, but not yet credited Rs. 190 

Bank Charges not yet entered in Cash Book Rs. 10 

ГС. U. Inter., 1957 ] 

[Ans.: Bank Balance as per Pass Book Rs, 7,800]. 

3. On 31st December, 1983, the Bank Pass, Book of Ram showed an 
overdraft of Rs. 13,000. It is learnt that out of cheques amounting to 
Rs. 18,000, Rs. 9,009 and Rs. 10,000 issued on 28-12-83, cheque for Rs. 9,000 was 
presented to Bank on 4th January, 1984. Ram had deposited cheques 
amounting to Rs. 22,009, Rs. 15,000, Rs. -3,000 and Rs. 20,000 in the last week 
of December, 1983. The first two cheques were duly collected within December, 
1983 while the other two cheques were collected in January, 1984. The pass 
book of Ram showed a debit of Rs, 1,500 for interest, but the same was not 
entered into his Cash Book within 31st December, 1983. 

Prepare a Bank Reconciliation Statement as on 31st December, 1983. 

[ Ans. : Bank Balance as per Cash Book Bs. 2,500 | 

4. On the evening of 3181 December, 1960 the Cash Book of M/s 
Batliboi & Co. of Calcutta showed a balance of Rs. 1,721°16 as in their banker's 
hand. The Bank Pass Book, however, showed a balance of Rs. 64211 only. 

The difference is accounted for as follows: І 

(i) A cheque was drawn upon а Bank at Bombay by a debtor for 
Rs. 1,250 and had been deposited with the banker on 31st December, 1960 which 
takes a few days for collection and credit. / 

(ii) A cheque for Rs. 170:95 had been sent on 30th December, 1960 to 
a creditor of Delhi and it was expected to be presented for payment to the Bank 
at least 4 oF 5 days later. І : | 


Prepare Reconciliation Statement as at 31st December, 1960. 
[ C. U. Pre-Univ., 1961 ] ` 


5. From the undermentioned items prepare for a trader a Bank 


Reconciliation Statement as on 31st July, 1970 : . 
(a) Ont of total amount of Rs. 7,390 іп cash and cheques deposited 
into bank in the month of July, а cheque for Rs. 1,500 appears to have been 


entered in the Pass Book on 3rd August 1 
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(b) During the month of July, a customer had directly deposited in the 
name of the trader Rs. 250 into his Bank Account, but there is no record of 
the same in the Cash Book j 

(c) On 29th July, three cheques were paid out, one to Ram for Rs. 500, 
one to Shyam for Rs. 800 and one to Jadu for Rs. 600 ; but they appear to have 
encashed their cheques on 31st July, lst August and 6th August respectively } 

(d) The trader withdrew on 30th July, а sum of Rs. 700 from his Bank 
for his personal use but has not been entered in the business books ; 

(е) The banker on 31st July, debited the Pass Book with Rs. 15 as bank 
charges, but no entry for this was made in the Cash Book ; j 

(f) Bank balance on 31st July, 1970 as per Cash Book was Rs. 15,350. 

[ Higher Secondary (Class XI), 1971 ] 

[ Ans.: Bank Balance as per Cash Book Rs. 14,785 ] : 

6. On 30th September, 1984, the balance of bank account as per trader's 
own books of account was Rs. 49,350 which differed from the balance as рег ` 
Bank Pass Book on that date due to the following reasons : 

(а) Amount deposited by the trader, but credited by the Bank after 30th 
September, Rs. 4,200 | 

(b) Cheques issued by the trader, but not presented for payment to, the 
bank till after 30th September Rs. 9,680 ; i 

(c) Dividend for Rs. 600 collected by the Bank on behalf of the trader 
was credited directly and the bank informed after 30th September ; 

(d) As per instruction of the trader, the Bank made a payment of a Bill 
for Rs. 3,000 but the debit notefcame to the trade on 3rd October ; 

(e) Bank Charges for Rs. 10 were not credited in the Cash Book. 

Prepare a Bank Reconciliation Statement as on 30th September, 1984. 

' { Higher Secondary ( Class ХІ ), 1965—adapted ] 

[Ans.: Bank Balance аз per Pass Book Rs. 52,420 ] 

7. From the following particulars prepare a Bank Reconciliation 
Statement as at 31st October, 1984 in proper form of Shri B. K. Bose who had 
Cash at Bank as per Cash Book Rs. 12,840:09 and as per Pass Book Rs. 13,941:46. 

(a) The following Cheques were deposited on 30th and 31st October, 
1984 but collected after 31st October, 1984 : 

(i) Rs. 550; (ii) Rs. 310; (iii) Rs. 240. 
(b) The following Cheques were issued, but not cashed by 31st October, 


1984: 
4 (i) Rs. 43950 (ii) Rs. 581°87 
(ii) Rs. 1,000°00 (iv) Rs. 180'00 7 
[ Higher Secondary ( Class XI ), 1960, Adapted ] 

[ Ans.: Bank Balance as per Pass Book Rs. 13,991°46 | 

8. Prepare a Bank Reconciliation Statement as an 31st December, 1984 
from the following particulars : 

(1) Bank Overdraft as per Cash Book Rs. 6,90600 ; 

(2) Cheques and drafts deposited in December but collected in the next 
year—Cheques Rs. 6,204'00, Drafts Rs. 963700 ; 
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(3) A bill was discounted with the Bank for Rs. 1,000 at Rs. 950 but the 
Cash Book was debited with the full amount of the ЫП; 

(4) A cheque for Rs. 50000 was deposited with the Bank, but was not 
entered in the Cash book 3 

(5) Cheques were issued to parties for Rs. 10,961'00 of which a cheque 
for Rs. 99600 was not presented for payment 3 i 

(6) An amount of Rs. 1,500 was directly deposited by a debtor into Bank} 

(7) An amount of Rs. 56:00 was charged by the Bank as Overdraft 
interest. [Higher Secondary (Class ХІ), 1961—adapted] : 

[Ans.: Bank overdraft as per Pass Book Re, 11, 188] 

9, From the undermentioned particulars of a trader prepare the Bank 
Reconciliation Statement as on 30th April, 1985: x 

(i) Bank Overdraft as per Cash Book Rs. 6,050. 

(ii) During the month, the total amount of cheques for Rs. 13,500 was 
deposited into Bank but of those one cheque for Rs. 2,430 has been entered in 
the Pass Book on 4th of May. 

(iii) During the month, cheques for Rs. 17,390 were drawn in favour of 
creditors—of them one creditor for Rs. 7,220 encashed his cheque on 6th of 
May, whereas the other for Rs. 3,300 has not encashed his cheque yet. 

(iv) As per order, the Bank оп 28-4-85 had paid out Rs. 2,000 to a 
creditor, but by mistake thc same has not yet been entered in the Cash Book. 

(v) According to agreement, on 29-4-85, a debtor had deposited directly 
into the Bank account Rs. 1,470 but the same has not been recorded in the 
Cash Book. 

(vi) In the month of April, the Bank, without any intimation, had 
debited his account for Rs. 20 as bank charges and credited the same for Rs. 30 
as interest for the last year. 

[ Апе, : Bank Balance as per Pass Book Вз. 1,580 } { 

10. From the following particulars, prepare а statement showing the 
balance that would appear in the Pass Book of A as on 31st December ; 1984: 

(a) The Overdraft as per Cash Book on 31st December, 1984 was 
Rs. 6,310. 

(b) Interest on overdraft for 6 months ending 31st December, 1984, 
Rs. 160 is debited in the Pass Book. 

(c) Bank charges for the above period also debited in the Pass Book 
amounted to Rs, 30. 5 

(d) Cheques issued, but not cashed prior to 31st December, 1984, 
amounted to Rs. 1,168. 5 

(e) Cheques paid into Bank, but not cleared before 31st December, 
1984 were for Rs. 2,170. 

(f) Interest on investments collected by the Bank and credited in the 
Pass Book amounted tó Rs. 1,200. [ Delhi Board, 1958—adapted ] 

[Ans.: Bank overdraft as per Pass Book Rs. 6,808 ] | 

11. From the following particulars ascertain the Cash Book balance as 
on 31st December, 19841 

(1) Balance as per Bank Pass Book (Dr.) Rs. 1,237°25 ; 
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(2) Cheques drawn on 20th December, 1984, but not cleared till January 
1985 ; Rs. 125'05 ; Rs. 329'09 and Rs. 248°33 3 

(3) A chegue amounting to Rs. 198:32 was deposited on 20th December, 
but the.same was. returned by the Bank on 24th, Г which no entry was made 
in the Cash Book ; 

(4) Four short bills amounting to Rs. 200, Rs. 560, Rs. 320 and Rs. 420 
` were collected by the Bank, but no entry was made in the Cash Book ; 

(5) A bill for Rs. 500 due from В. Pathak previously discounted for 
Rs. 484 was dishonoured and the Bank debited the account, but no entry was 
made in the Cash Book ; 


(6) Interest on Overdraft and Bank charges Rs, 29 and Rs. 10 respec- 


tively were not taken account of in the Cash Bóok ; 

(7) A cheque for Rs. 142 was debited twice in the Cash Book. 

[ С. A, Inter. May, 1963—adapted ] 

[Ans.: Bank Overdraft as per Cash Book Rs. 2,560*40 | 

12. On examining the Bank Pass Book of a firm it is found that the 
balance shown on 31st March, 1985, the close of the firm's financial year, differs 
from the bank balance as shown in the Cash Book. The Cash Book shows a 
balance of Rs. 13,620. From a detailed comparison of the entries it is found that : 

(a) Rs. 2,860 is entered in the Cash Book as paid into Bank оп 3lst 
March, 1985, but was credited by Bank on 4th April, 1985. 

- (k) Bank Charges Rs. 70 on 31st March, 1985 was not entered in the 
Cash Book. ug 

(c) A Cheque for Rs. 1,000 which was received from X was paid into 
the Bank without recording the same in the Cash Book. 

(d) Cheques totalling Rs. 6,720 were issued by the firm and duly «recor- 
ded in the Cash Book before 31st March, 1985, but had not been presented at 
the Bank for payment until after that date. 

(е) On 25th March, 1985, a debtor paid Rs. 1,000 directly into the firm's 
Bank in settlement of his account, but no entry was made in the vn Book of 
the firm in respect of this. 


(f) No entry has been made in Cash Book to о the dishonour on, 


15th March, 1985 of a cheque for Rs. 500 received from Y & Co. 
(i) You are required to pass entries for necessary correction of the 
Cash Book of the firm. 
(ii) On the basis of the corrected Cash Book balance, you are required 
to prepare a Bank Reconciliation Statement as at 31st March; 1985. 
[ Higher Secondary (Class ХІ); 1966—adapted ] 


[ Ans.: Amended Bank Balance as per can Book Rs, 15,050; Bank Balance as „^^ 
Pass Book Rs. 18,910 | 


13. On examining the Bank Pass Book of Nitram Ltd. it is found that 
the balance shown on 31st March, 1985 at the close of Compaay’s financial year, 
differs from the Bank Balance of Rs. 23,650 shown by the Cash Book on the 
date. From a detailed comparison of the entries it is found that : 

i (a) Rs. 2,860 is entered in the Cash Book as paid into Bank on 31st 
March. 1985, but not credited by the Bank until the oe day. 
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(b) Bank charges Rs. 70 оп 31 March, 1985, are not entered in the 
Cash Book. ; ‘ ) 

(c) А Bill for Rs. 5,500 discounted with the Bank is entered in the Cash 
Book without recording the discount charge of Rs, 270. 

(d) Cheques totalling Rs. 16,720 were issued by the Company and duly 
recorded in the Cash Book before 31st March, 1985, but had not been presented 
at the Bank for payment until after that date. À ' 

(е) On 25th March, 1985, a debtor paid Rs. 1,000 into the Company’s 
Bank in settlement of his Account in the Company’s Sales Ledger, but no entry 
was made in the Cash Book of the Company in respect of this. 

(f) No entry has been made in the Cash Book to record the dishonour 
on the 15th March, 1985 of a Cheque for Rs, 550 received from B. Khatak. 

You are asked to show the necessary corrections in the Cash Book of 
Nitram Ltd. and to prepare 4 statement reconciling the Cash Book balance as 
amended with the balance which should appear in the Bank Pass Book. 

. [ C. U. B. Com., 1957—adapted | 


[Ans.: Bank Balance as Pass Book Rs, 37,620; Adjusted Bank Balance as per Cash 
Book Rs, 23,760 | А 


14, According to the Cash Book of A there was a balance of Rs. 1,050 
in his favour on 30th June, 1985, in his business Bank account. However 
according to his Bank statement this account was overdrawn. 

On investigation, you find that : 

(i) The Receipts Column (Bank) on the Cash Book has been overadded 
by Rs. 1,100. 

(ii) Cheques drawn and entered in the Cash Book in June, 1985, amount- 
ing to Rs. 1,670 were not presented until July, 1985. 

(iii) A discount received from а supplier of Rs. 100 has been included 
with the cheque entered in the bank column of the Cash Book in April, 1985. 

(iv) An amount of Rs. 750 paid directly into A’s account by a customer · · 
in May, 1985 had not yet been entered in the Cash Book. 

(у) Acheque payment of Rs. 1,230 in April, 1985, had been entered in 
the Cash Book as Rs. 1,820. Á 

(vi) The Bank had charged the business amount with a cheque for 
Rs. 2,2200 in February, 1985, which should have been passed through A's private 
account. ^ T 
(vii) Bank charges of Rs. 80 at 3lst December, 1984, and Rs. 100 at 
30th June, 1985 had not yet been entered in the Cash Book. 

(vii) Cheques to the value of Rs. 3,780 received from customer were 
recorded in the Cash Book on 28th June, 1985 but not entered by the Bank until 
2nd July,.1985. ; 

You are asked to prepare statement (1) adjusting A's Cash Book balance 
at 30th June, 1985, (2) reconciling the adjusting 4’s Cash Book balance with the 


balance shown by the Bank;statement at 20th June, 1985. 
[ Ans.: Bank balance as per amended Cash Book Rs. 710; Overdraft as per Bank 
Statement Rs. 3,600 l 
i5. On 30th April, 1985, the Bank account of Dealers Limited, according 


to the Cash Book, was overdrawn to the extent of £ 1,062. On the sanie date, 
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the Bank Statement showed а balance in favour of Dealers Limited of 
& 2,149. 

An examination of the Cash Book and Bank Statement reveals the 
following :— 

(1) In carrying forward the page totals in the Cash Book, the total of 
the credit side on one page amounting to £ 10,502 has been carrí&d forward as 
£ 10,052, 

* (2) A Bank deposit of £ 698 made on 30th April, 1985, was not recorded 
їп the Bank Statement until 1st May, 1985. 

(3) A hire purchase payment of £ 91 made by standing order had not 
been entered in the Cash Book. 

(4) А cheque payment for £ 94 had been entered twice in the Cash Book. 

ON Bank Charges amounting to £ 57 had not been entered in the Cash 
Book. 

(6) On 29th April, 1985, the Bank credited an amount of £ 341 received 
by trader's credit, but the advice. was not received by Dealers Limited until 
Ist May, 1985. 

(7) On 15th April, 1985, the Bank credited the sum of. £ 1,560 (о Dealers 
Limited in error. 

(8) Dealers Limited^had, discounted a bill of exchange for £ 100 with 
the Bank. The bill was dishonoured on 28th April, 1985, but no entry had been 
made in the books of Dealers Limited. 

(9) Certain cheques for 2 2,312 issued prior to 30th April, 1985, were 
not presented to the Bank for payment until after that date. 

You are required : 

(a) to show the appropriate adjustment required in the Cash™Book of 
Dealers Limited, bringing down the correct balance on 30th April, 1985, and (b) 
to prepare a Bank Reconciliation Statement as on that date. 

` [ C. A. (London), September, 1966—adapted ] 

(Ans,: Adjusted Bank Overdraft Balance aa per Cash Book Rs, 8 1,525 ] 

16. From the following extracts of Pass Book and Cash Book of Sudhir 
Karmakar, prepare a Bank Reconciliation Statement as at 31st Decembsr, 1984 : 
Cash Book (Bank Column only) 


Dr. 


> 


Cr. 
Date Particulars Amount 
1984 
Dec. 2 | By Banamali Bera 
7| » Ghoth а Co. 

14 | „ Baemal Bros. 

20 | » P. Siubs 

її | ,, Н. Bem 

92 | n A. Deb 

29 | ,, C. Samanta 

31 | , Balance off 


лир 


BANK RECONCILIATION ETATEMBNT 


Pass Book 
Date Partloulars Withdrawal Deposit | Balance 
____—————————<———— — 
1984 Bs. 
Deo. 1 By Balance b/d 
9 „ Ananta Bhowm!k а 
10 To Banamali Bora 1,600 
18 By ор»! Baru s. 
19 „ Paritosh Ghosh 
D To Saymal Bros 2, 
21 , Ghosh & Оо. 1,120 
26 By Ben Bros. oe 
a8 „ Dulal Ghosh 
80 To Р, Sinha 1,200 
81 By Doshal & Go. wy 


17. - The following are the Cash Book and Pass Book of Gopinath Raha 
for the month of August, 1985 : 


Cash Book (Bank Column only) 


Partloulers 


1985 o 
Aug. 1 To Balanoe b/d 
6 , P. Das 
10 „ №. Nandi 
16 „ К. Kapurla 
90 „ B. Sengupta s Re 
28 „ M. Мапа! „ B. Kumar 
80 „ B. Basu „ Balanoe of 


Bop. 1 То Balance b/d 


Particulars 


1986 y 

Aug. 1 By Вмапое c/d 5.000 

8 By P. Dag 6,800 

n To O. Gupte 6,570 

13|, By N. Nandi Gato 

18 To F. Khan 4170 

18 » By К. Кариа 5,510 

20 To K, Shome 5,400 

95 By В. Sengupta 5,700 

JN E 
о Bank ohar 

JU By Interont s г 6,480 


Prepare a Bank Reconciliation Statement as on 31st August, 1985. 


Objective Questions : 

l. State which of the following statement is correct : 

A Bank Reconciliation Statement is (/) a part of the Cash Book ( Bank 
Column) ; (ii) a part of Bank Pass Book ; (ii) а part of none of these. 

[Ans.: ‘a part of none of these’) 
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2. Correct the following statements : 
(a) A debit in the Bank column of Cash Book increases the Bank 


overdraft. 
(b) Bank overdraft is prepared by a bank manager. 
(c) Bank Reconciliation Statement is the true сору, of Bank Pass Book. 
(d). A debit in Pass Book means increase in Pass Book balance. 
(e) Overdraft means debit balance in Cash Book and credit balance in 
Pass Book. j 
(f) Aecredit in Pass Book means decrease in Pass Book balance. 
[Ans.: (а) 4 debit in the Bank column of Cash Book increases the Bank Balance. 
(b) Bank Statement is prepared by a bank manager. (c) Bank statement is the 
true copy cf Bank Pass Book. (d) A debit in Pass Book means decrease in Pass 
Book Balance. (в) Overdraft means credit balanee in Cash Book and debit balance 
in Pass Book, (f) A credit in Pass Book means increase in Pass Book balance.| 
_ 3, Complete the gaps in the following table : \ 
Pass Book Cash Book Causes of difference between Cash Book 


. Balance Balance М Balance and Pass Book Balance 
(a) Rs. 15.000 i (a) Cheque for Rs. 7,000 issued but not 
t presented. 
д (b) 1 Rs. 4,000 (b) Cheque for Rs. 1,400 deposited but 

not yet collected. — 

(c) Rs. 2,000 ? (c) Credit side of Bank column of Cash 
Book was undercast by Rs. 500. 

(d) Рд Rs. 900 (d) Cheque deposited Rs. 1,400 was 
wrongly entered in the Cash Book 
Rs. 140. 

(e) Rs. 2,300 ? (e) A. customer directly deposited 


Rs. 200 in Bank account bnt not 
entered in the Cash Book. 

(Л) ? Rs. — 4,300 (f) Bank debited interest Rs. 100 and 
bank charges Rs. 50 but not entered 
їп the Cash Book. 

Note: (—) Minus sign is used for Bank Overdraft. 

[Ans.; (a) Rs. 8,000;(b) Rs. 2,600; (с) Rs. 2,500; (d) Rs. 2,160; (e) Вз, 8,100; 

(f) Bs -4,450.] 
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CHAPTER ХШ 


Accounting for a Going Concern [ Contd. ] 


Ledger— Method of Posting in Ledger Accounts—Relation between 
Journal and Ledger— General Ledger— Personal Ledger. Ў 


í Ledger WM ] 

Definition: *The book in which a trader's transactions are recorded in 
a classified permanent form is called the Ledger”. L. C. Cropper. j 4 

“The final and official record of all accounts їп a business", is called the 
Ledger.—Robert Т, March. eA a К 

So, the book where the summary of transactions is posted from Journal or 
day books in separate pages under separate headings to ascertain the amount of 
assets, liabilities, incomes, expenses etc. is called Ledger. 

At first, the transactions are recorded in Journal or day books chronologi- 
cally in order to date of occurrence. But the details of assets, liabilities, incomes, 
expenses etc. are not known from Journal or day books. 'To ascertain the 
amount of assets, liabilities, incomes, expense etc, the summary of transactions 
is to be posted inseparate pages under separate headings in the Ledger from 
Journal br day books, Arthur Fildhouse told that the Ledger is the permanent 
storehouse of all the transactions. The transactions are finally posted in Ledger 


accounts, so it is called the Book of\Final Entry. 
Difference between a Journal and a Ledger: The Journal and the Ledger 


are both important books of a concern. 
them, these are discussed below : 


Journal 


1. The Journal is called a Day 


Book. Because, al financial transac- 
tions are recorded on the date of 
occurrence. 

2. The recording of the transac- 
tions in the Journal is called 
Journalising. 

3. The main function of Journal 
isto help the posting in Ledger accounts 
correctly and accurately. 
called a Subsidiary Book. 

'4. The transactions are recorded 
in a Journal chronologically in order to 
date of occurrence. 


5. The Journal cannot be divided 
into two sides—Debit and Credit ; only 
‘amount columns’ are divided into 
debit column and credit column. 


So, it is’ 


' But there are many differences between 


Ledger 


1. The Ledger is called the books 
of final entry. Because, all transactions 
are posted finally from the Journal to 
Ledger. д 
2. The posting of tranactions 
from the Journal or day books is called 
Ledger Accounts posting. 

3. The main function of Ledger 
is to post the transactions finally and 
preserve for future references. So, it is 
a Book of final Entry or Principal Book. 

4, The transactions are posted 
in the Ledger accounts from a Journal 
after a period of time е. g. week, month 
etc. 

5. Ali Ledger accounts are 
divided into two sides—Debitand Credit ; 
and the debit entry and credit entry are 
posted in debit side and credit side 
respectively. , j 


pE O 
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Journal 
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6. The debit aspect of a tran- 
saction is recorded in first line by 
writing the word ‘Dr’ beside it and 


the credit aspect of a transaction is |. 


recorded in second line by writing the 
^ word ‘To’ at first. 

7. The total of debit and credit 
columns of an account cannot be 
ascertained or balanced. 

8. The writip of a ‘Narration’ 
is essential in recording of transactions 
in Journal. у 

9, The gross result of transactions 
or separate information of cach item 


may not be obtained from the 
Journal. d 
10. The financial result ап] 


financial position cannot be ascertained 
from the Journal. 

11. The final accounts and a 
Balance Sheet cannot be prepared 
directly from the Journal. 

* 12. The comparative study of the, 
financial results and conditions can not 
be made from the Journal. 

13. The Ledger Folio Number 
(L. Е.) is recorded in the Jourral atthe 
time of posting of Ledger accounts. 


to be obtained from 
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Ledger 


6. The name of debit account is 


posted in cedit side by writing the 
word ‘By’ end ihe name of credit 
account is posted in debit side by 
writing the word ‘To’ at first. 


7. The total of debit and credit 
columns of an account can be ascertain- 
ed and every account is to be balanced. 

8. There is no necessary of 
writing of a ‘Narration’ in the Ledger 
accounts posting. 

9. The gross result of transactions 
or separate information of each item is 
the Ledger 
accounts. i 

10. The financial position and 
financial result can be ascertained from 
the Ledger accounts. 

11. The final accounts and a 


Balance Sheet can be prepared directly 


from the Ledger accounts balances. 

12. The comparative study of the 
financial results and conditions can be 
made by the Ledger account balances. 

13. The Journal Folio Number 
(J. Е.) is recorded іп the Ledger at the 
time of posting from the Journal. 


Relation between Journal and Ledger: The ‘account’ under ће Double 


Entry System means the Ledger Account. Again, the Journal is not a part of the 
Ledger accounts. But, the transactions cannot be recorded correctly and 
accurately without recording Journal or Day Books. The details of ali transact- 
ions with ‘narration’ are recorded in the Journal. Simply, we can say that 
there is no necessity of the Journal after po: og the transactions in the Ledger 
accounts; but it may be used for future explanation. The financial results and 
position are ascertained from the Ledger accounts. For this reason, W. Pickles 
told that “The Ledger is the most important book of accounts and is the 
destination of the entries made in the Subsidiary books or Journals". So, the 
importance of Ledger is more than the Journals and it is ‘called the king of all 
Books of Acco unts. , 
Again, the importance of Journals cannot be ignored in accounting. 
Journal is the creator of Ledger accounts. The transactions are posted in the 
Ledger accounts after recording in the Journal or Day Books. The transactions 
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ате journalised by showing the debit.account and credit account separately. 
So, the accurate and systematic posting of Ledger accounts is possible with the 
help of Journalising of, all transactions. So, the Journals and Ledger are 
closely related in the Double Entry System and cannot be avoided. 

Utilities of Ledger: The Ledger is an important book. It has many 
utilities in accounting. The utilities of Ledger may be divided into two groups 
(1) Direct utilities and (2) Indirect utilities. 

(1). Direct utilities : . 

(i). The summary of all transctions regarding assets, liabilities, incomes 
andexpenses are posted in the Ledger accounts and the position of the assets, 
liabilities, incomes and expenses can be explained. 

(ii) Without Ledger accounts, the transactions cannot be recorded under 
the Double Entry system. 

(iii) The Trial Balance cannot be prepared without the Ledger accounts 
balances. So, the arithmetical accuracy of recording transactions cannot be. 
verified without Ledger. 

(iv) The final accounts (i.e. Manufacturing Account, "Trading Account, 
Profit & Loss Account ) and a Balance sheet are prepared with the help of Ledger 
account balances. 

(v) The Ledger accounts balances may be used as statistics for control 
and organisation of the concern. 

(2) Indirect utilitles : 

(i) The Ledger is the store-room of the concern. Because, all types of 
information regarding transactions are available from the Ledger accounts. 

(ii) The main purpose of accounting ( i.e. ascertainment of financial 

results and financial position ) is to be maintained by the Ledger accounts. 

(iii) It is the mirror of the financial condition of a concern. The financial 

position of a concern is reflected by the Ledger account balances. 


Division of Ledger 


For the benefits of accounting, the Ledger may be divided into two 
groups—(1) Personal Ledger and (2) Impersonal Ledger. 

(1) Personal Ledger = The Ledger in which the details of all transactions 
relating to the persons who are the outsiders of the accounting unit are recorded, 
is called the Personal Ledger. : 

(2) Impersonal Ledger ' The Ledger in which all transactions relating 
to assets, incomes, expenses etc. are recorded, is called Impersonal Ledger. 

Again, the Personal Ledger may be divided Into two groups : (a) Debtors’ 
Ledger and (b) Creditors’ Ledger. 

(a) Debtors’ Ledger <` The Ledger in which the details of transactions 
relating to persons to whom goods are sold or any other reasons, cash to be 
realised from them, is called the Debtors’ Ledger. 
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Lodger Aceowats Posting trem Joursal or Doy Books 


The Ledger scowents porting from the Јова! or Day Books И as 
important aspect of the Double Retry System. ‘The details of Ledger accemett 
pouting from Јовгаа) or Day Rooks ere discumed below | 


(a) Posting from + Рене Day Вей! The Генна Day Bosh и 
wed to record the detail) of credit рагам of goods. The sammen of (he 
Perheet Day Book is to be posted is the debit didt of Purchases Account and 
im the credit sida of the Seppliers or Creditor: Account, The (olio wumber of è 
Porchases Day Book b to be resented in the Journal l'olio (J. Р.) samber 
column of the Perebsses Accowst sad Creditor об Sapgplian Account, Apin the 
fale sumber of the Реган Accowst and Creditors et Seppliem Мены ai 
alee to be recorded in the Ledger l'olio (b. Р.) сета of the Perches Day 
Boor 

Geerraily, the vemmary of Perches Day Book & te be posted is the 
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(b) Creditors’ Ledger: The Ledger in which transactions relating 
persons from whom goods are purchased or any other reasons, the amount is 
payable to them is called the Creditors’ Ledger. А 

“Again the Impersonal Ledger may also be divided into two groups— 
(a) Cash Book and (b) General Ledger. 

(a) Cash Book: The book in which all transactions relating to Cash 
and Bank are recorded, is called Cash Book. (See page No. 2.52.) 

(b) General Ledger: The Ledger in which all transactions relating to 
real accounts, norinal accounts, details of Debtors’ Ledger and Creditors’ 
Ledger are recorded, is called General Ledger. " 

Again the General Ledger may be divided into two groups—(i) Nominal 
Ledger and (ii) Private Ledger. 

(i) Nominal Bedger: The Ledger in which all transactions relating to 
incomes and expenses are recorded, is called the Nominal Ledger. 

(ii) Private Ledger: The Ledger in which all transactions relating to 
assets and liabilities are recorded, is called the Private Ledger. 

The subdivision of Ledger may be shown in the following table : 


Ledger 


{ Y 
Personal Ledger Lig Ledger 
[ у mue Y : Y 

ors’ Ledger Creditors’ Ledger Cash Book General Ledger 


Nominal Ledger Private Ledger 


Advantages of Sub-division of Ledger: The advantages of subdivision of 
Ledger are given below : 
(1) The particular classes of transactions may be found out easily from 
_ the various classes of Ledger. 
(2) The division of work is possible for the subdivision of Ledger and 
the employees of the concern can record efficiently in the books of accounts. 
*(3) The volume and size of Ledger is decreased for the subdivision of 
Ledger and it becomes moveable. . 
КО) (4) The accounting works of a concern may be completed quickly by the 
division of work, which is possible for the subdivision of Ledger. 
(5) The chances of mistakes may be minimised for the subdivision of 
Ledger. Ў 
n n ү 
The subdivision of Bedger depends on the scale of a business. In the 
саве оѓ small-scale concerns, the accounting expenses may be increased for the 
subdivision of Ledger. Again, the accounting expenses may be decreased and 
maximum benefits may be received for the subdivision of Ledger in the case 
of a large-scale business. ' 
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Maintenance of Ledger Accounts! In each page of the Ledger, the name 
of an account is to be recorded on the top of the account. As, Ram Account, 
Building Account, Rent Account etc. All transactions are posted in Ledger 
accounts from the Journals or Day Books. The necessary of Ledger accounts, 
may be found out easily if the Ledger accounts are serialed alphabetically. 

There are two sides in Ledger-accounts—debit and credit. The transactions 
are classified into debit entry and credit entry in Journal or Day Books. The 
debit entry is to be posted in the debit side of the related account and the credit и 
entry is also to be posted in the credit side of related account. The writing of the - 
details of transactions ‘in Ledger accounts from the Journal or Day Books is 
called Ledger Accounts Posting. The word ‘To’ and ‘By’ are to be written in the 
debit side and credit side respectively. ‹ / 

The details of transactions are to be posted in the Ledger accounts 
chronologically in order to date to find out necessary information easily. There 
are two Journal Folio Number (J. F.) columns in the debit side and credit side 
of each Ledger account to know the detailed information from the Journals or . 
Day Books. The Journal Folio Number is to be recorded in the columns at the 
time of Ledger Account Posting. І 2 


Ledger Accounts Posting from Journal or Day Books 


The Ledger accounts posting from the Journal or Day Books is an 
important aspect of the Double Entry System. The details of Ledger accounts 
posting from Journal or Day Books are discussed below : 


(a) Posting from a Purchases Day Book: The Purchases Day Book is 
used to record the details of credit purchases of goods. The summary of the 
Purchases Day Book is to be posted in the debit side of Purchases Account and 
in the credit side of the Suppliers or Creditors Account. The folio number of a 
Purchases Day Book is to be recorded in the Journal Folio (J. F.) number 
column of the Purchases Account and Creditors or Suppliers Account. Again the 
folio number of the Purchases Account and Creditors or Suppliers Account are 
also to be recorded in the Ledger Folio (L. Е.) column of the Purchases Day 
Book. 

Generally, the summary of Purchases Day Book is to be posted in the 
Purchases Account after a period.of time е. g. week, fortnight, month ete. The 
writing of page numbers of journal in the Ledger accounts: and page numbers of 
Ledger accounts in Journals or Day Books is called Cross Referencing. The cross 
Referencing among the Purchases Day Book & Purchases Account and Purchases 
Day Book & Creditors’ Account is shown below : 

1 them in 


Ulustration 1: Югау а suitable Purchases Day Book and Pos 
Creditors Account and Purchases Account in the books of К. P. Khanna. 
1981 
March 15 Brought on credit from Kashmir Mills 100 Woolen Shawls 
@ Rs. 250 each as per Inyoice No. K/851/81. 
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Solution : 


` т the book of К.Р Khanna ` 
Purchase Day Book A 


X Kashani Mills 
) No woolen shawls @ Rs 250 each уйг 
t 


PET 
} PAIN Ledger M 3^ 
AE Kashamir Mills 2d 


~ (ров|®5 
\ \о | 26,090 


en 
[sare Г satire "ТЕ [aroun | 


RS Rs. 
ура 25 000 
10 


Шовігайоп 2. Draw the rulings of a suitable Purchases Day Book and 
record the following transactions and Post them in respective Ledger Accounts 
in the books of M/s. A. P. Sharma & Sons : 


1981 
march | To Kashamir Mills 


1984 

(a) Jan, 12 Bought on ctedit from Gwalyor Mills Ltd, 20 bales of 

Printed Saries: @ Rs. 4.800 Per bale less Trade Discount 
_ @ 10% as per Invoice No. G/121/84. 

(b) Шш 21 Bought on credit from Vidyasagar Mills 10 bales of 
Superfine Dhuti @ Rs. 6,500 Per bale less Trade Discount 
@ 4% as Per Invoice No./270/84. 

(c) Jun. 30 Purchased on credit-from M/s. Tarun Textiles 50 bales of 
Printed cloths @ Rs. 8,300 per bale less Trade Discount 
(91219, and Sales Tax @ 6% as Per Invoice No. T/317/84. 


‚ Solution : 


27 N THE BOOKS. OF MÁS АЁ SHARMA А SONS Г 
PURCHASES OAY BOOK (FOLIO 7 127) fF 


| GWALYOR MILLS LTD. 
20 BALES OF PRINTED SARIES@RS, 4:890 
96.00000 


PER BALE 
Дш x TRADE DISCOUNT D 102 -9,60000} 86,400'00 


VIOYASAGAR MILLS 
1 PERFIN онот, (9 Rs, 6,300 


10 BALES OF SUPERF! 
55,00000 A 


- 2,600'00 62,409'09 


M/S. TARUN TEXTILES 
$0 BALES OF PRINTED CLOTHS. @ RS 9500 


РЕН BALE ' 
«ид. TRADE DISCOUNT OR 


Add, enesta OS : x 
ї 3,84,912:50 


LEDGER 
GWALYOR MILLS ACCOUNT(FOLIO ~) 


PARTCULARS 


or 
NT 


SStS ACCOUNT | P.B.| 86,4000 


TAN.12 |BY PURCHA! 
127 


М/ TARUN TEXTILES ACCOUNT(FOLIO=B3) 


PARTICULARS 


1984 
JAN. BO | BY PURCHASES ACCOUNT) 127| $94,912: 59 


10 [ 11°84] 
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(b) Posting from Sales Day Book: The Sales Day Book ís used to 

record the details of credit sales of goods. The summary of the Sales Day Book 

' 18 to be posted in the credit side of the Sales Account after a period of time (e.g. 

week, fortnight, months, etc.). The details of customers are to be posted in the 
debit side of the Customers or Debtors Account. 


Tilustration 3 : From the following particulars write up the Sales Day 
Book of M/s. Basu & Co. and post the entries to respective Ledger Accounts : 


1985 
March. 1 Sold to Sanjay & Sons 20 bags cement @ Rs. 35 per bag less 


Trade Discount @ Rs. 10%, paid freight Re. 1 as per bag 
Invoice No. K/182/85. 

11 Sold to Barat Bros. 50 quintals iron rods @ Rs. 425 per 
quintal less Trade Discount @ 4% as per Invoice No. P/320/85. 

19 Sold Dalmia & Sons 1,000 kg Soda ash @ Rs. 4:00 per kg 
less Trade Discount @ 2% as per Invoice No. B/421/85. 

25 Sold to Ali Bros. 2,000 cu. ft. Sand @ Rs, 2:00 per cu. ft. less 
Trade Discount @ 6% as per Invoice No. A/1433/85. 

Solution : 
In the Books of M/s. Basu & Co. 
Sales Day Book (Folio—20) 


| Tavolo LF. 
Date i Particulars GENA Na. | Details | Amount 
1985 i Ев. Re. 
Mar, 1 | sanjay & Sons K/182/85 | 52 
20 baga of cement @ Re. 36 per bag 700 
Less Trade Discount @ 10% | 10 
А 630 
Add Freight paid 20 650 
n ты. a Los E | Pj820/85 | TO 
quintala iron rods в, per quinta! 21,260. 
Lass Trade Discount (2 4% 850 20,400 
49 Dalmia & Sons ) Bj4291/85 | 108 
1,000 kg Soda ash @ Re, 4'00 per kg 4,000 
Less Trade Discount @ 2% 80 3,920 
95 | Ali Bros, A/1433/85 || 62 
2,000 cu. ft. sand @ Rs. 2.00 per on. ft. Е 00! 
Loss Trade Discount @ 6% ud 5,760 
x | 98.790 
ч кесе. 
L.F, 36 
ee! 
Ledger 
Sanjay & Sons Account (Folio—52) 
Dr. Cr 
Date Partioulara T.F. | Amount | Date | - Particulars 
1985 Es. ЧЕЙИН РЕНК ы; 
Маг. 1 | To Sales Account |SB.| 650 Y 


— 
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Barat Bros. Account (Folio—70) 


Particulars J.F. | Amount | Date | Particnlars | 3.F. | Amount? 
2 — 
+ 1985 | Re. | RV Ra. 
Мат, 11 | To Sales Account | Б.В, | 20,400 | | 
М ЖЕЕ | | 
| 


Dalmia & Sons Account (Folio —103) 


Dr. Cr. 
Date Particulars J.F. | Amount | Date Particulars Т.Е. | Amount 
1985 Bs. Re. р 
Маг, 19 | To Sales Account Б.В. | 8,920 
20 


Ali Bros. Account (Folio—62) 


Dr. 
Date Particulars J.F, | Amount | Date Particnlers _ 
1985 Bs. 
Mar. 25 | To Sales Account B.B. | 8,760 
à 20 
Sales Account (Folio—36) , 
Dr. } PCr 


Particulars 


By Sundries 


(c) Posting from Returns Outward Book or Porchases Return Book to 
Ledger Accounts: The Returns Outward Book is used to record the details of 
goods purchased on credit which are returned to the suppliers for certain 
reasons. The summary of Returns Outward Book is posted in the credit side 
of the Returns Outward Account after the expiry of a period of time (e.g. week, 
fortnight, month etc.). The details of supplicrs are to be- posted in the debit 
side of the Suppliers or Creditors Account. 


Illustration 4: From the following particulars, draw up the Purchases 
Return Book of Smith Bros. and post them in Ledger Accounts : 


1984 
Dec. 10' Returned to Md. M. Islam & Co. 120 dozen saries for *excess 


supplied' @ Rs. 500 per dozen; Trade Discount @ 10%. 
29 Returned to Saral Tudu & Co. 500 pieces of glass for ‘badly 
cracked’ @ Rs. 50 per piece ; Trade Dicount @ 5%. 
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Solution : 
In the Books of Smith Bros. 


Purchases. Return Book or Returns Outward Book (Folio—1 3) 


Date | * Particulars cut LF. | Details | Amount 
1984 Rs. Ra 
Dec, 10 Md. M, Islam & Co. 8 
120 dozen earles (2 Rs. 500 per dozen 60,000 
Leas Trado discount @ 10% for "Excess supplied" 6.000 | 51,000 
99 Saral Tudu & Co. 12 
500 pisces of glasa @ Re. 50 per pleco for : | 
“badly oracked’ 95,000 / a 
Loss Trado discoant @ 5% d 1,950 | 23,750 1 
18 
$ L.F. 100 * 
" 5 
^ 
Ledger j 
Md, M. Islam & Co. (Folio—8) 
Cr. 


Dr. 


Amount| Date Particulars | OF, | Amount 
1984 Rs. eae P ER, 
54,000 | | 
! | 
Saral ‘udu & Co. (Folío—12) - 
Dr. Cr. 
Date Parilonlarg .F. | Amount Partloulare J.F. | Amount 
1984 Rs. Ra. 
Deo, 29 | To Returns Oatward ,O. | 29,750 
Dr. Cr. 
Dato Partloulara J.P. | Amount | Date Particulars J.F. | Amount 
Ra. 1984 Rs. 
Deo, 81 | By Sundries .0. | 77,750 


(d) Posting from Sales Return Book or Returns Inward Book to Ledger 
Accounts: The Sales Return Book is used to record the details of Sales Return 
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of goods which are sold on credit to customers. The summary of the sales 
return is to be posted in the debit side of the Sales Return Account after the 
expiry of a period of time and the details of customers are to be posted in the 
credit side of the Customers Account. 


Illustration 5: From the following transactions record Sales Return 
Book of Eastern Stores Ltd, and post them in respective Ledger Accounts : 
1985 А $ 
April 1 Returned by Khaitan Bros. 100 kg rice (à Rs. 2:50 per kg ; 
Trade Discount @ 10% for “Notas per sample". 
30 Returned by Jharna Stores 400 kg sugar @ Rs. 650 per kg j 
Trade Discount @ 2% for “adulteration”. 


Solution : 
In the Books of Eastern Stores Ltd. 
Sales Return Book (Folio—133) 


Date Particulars о LF. | Details | Amount 
i D 
[rm Xon Trew, Б: Ар Rit a. [dea ay) 
1985 Ra. 
April 1 | Khaitan Bros 
100 xg rico @ Ro. 2°50 par kg 
Less Trade Discount (2 10% 325'00 
‘Notas per Sample’ ` 
80 | Jharna Stores 
400 kg sugar @ Rs. 6'50 per kg 2,600'00 
Less Trade Discount @ 9% 52°00 | 2,548'00 
For ‘Adulteration’ 2,773'00 


i Ledger 
Khaitan Bros. (Folio—244) 


Partioulars J.F, | Amount] Date Particulars 


Ra. 


1985 
April 1 | By Sales Return 


Jharna Stores (Folio—331) pt 
Dr. Cr. 


Dato Partionlars J.F. | Amount | Date Particulars J.F. | Amount 


Re. 1985 Rs. 
April 80 | By Sales Return 2A 9,548'00 
1 
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Solution : 
In the Books of Smith Bros. 


Purchases Return Book or Returns Outward Book (Folio—13) 


Invoice L.F. | Details | Amount 


Date | Partioulars Мо. 
1984 Вз. Ra 
Deo, 10 Md. М. Islam & Co. 8 
1920 dozen earles @ Rs. 500 per dozen 60,000 
Less Trade discount @ 10% for "Excess supplied’ 6,000 | 51,000 
12 


99 Saral Tadu & Со. 
500 pieces of glass @ Re. 50 per plece for 
35,000 


‘badly cracked’ 
Loss Trade discount @ 5% , 1,950 | 23,750 
11,150 
5 L.F. 100 
~ 
Ledger 
Md, M. Islam & Co. (Folio—8) 

Dr. Cr. 
Date Partloulara J.F. | Amount} Date Particulars | J.F, | Amount 
1984 ‘| Ra c 
Deo. 10 | To Returns Ontward Б.О. | 54,000 | | 

t 18 | | 
Saral 'Гийп & Co. (Folío—12) - 
| Dr. Cr. 


J.F. | Amount 


J.F. | Amount Partioulars 


Partionlars 


Rs. 


1984 Ra. 
Doo, 29 | To Returns Oatward В.О. | 29,750 


18 


Returns Outward or Purchases Return (Folio—100) 
Dr. Cr. 


J.F., | Amount | Date Partioulars J.F. | Amount 


Ra. 1984 Rs. 
Dec. 31 | By Sundries R.O. | 77,750 
18 


\ (4) Posting from Sales Return Book or Returns Inward Book to Ledger 
Accounts: The Sales Return Book is used to record the details of Sales Return 
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of goods which are sold on credit to customers. The summary of the sales 
return ís to be posted in the debit side of the Sales Return Account after the 
expiry of a period of time and the details of customers are to be posted in the 
credit side of the Customers Account, 


Illustration 5: From the following transactions record Sales Return 
Book of Eastern Stores Ltd. and post them in respective Ledger Accounts : 
1985 А " 
April 1 Returned by Khaitan Bros. 100 kg rice @ Rs. 2:50 per kg 3 
Trade Discount @ 10% for **Not as per sample". 
30 Returned by Jharna Stores 400 kg sugar @ Rs. 6°50 per kg j 
Trade Discount (9 2% for “adulteration”. 


Solution : 
In the Books of Eastern Stores Ltd. 
Sales Return Book (Folio—133) 


Date Particulars MR LF. | Details 
(2 D 


1985 Ba. Re. 
April 1 | Khaitan Bros 
100 xg rico @ Ба, 3'50 per kg 260°00 
Less Trade Discount @ 10% 95'00 925°00 
‘Not as por Sample’ \ 
80 | Jharna Stores 
400 kg sugar (2 Rs. 6'50 per kg 2,600'00 
Less Trade Discount (2 9% 69°00 | 2,548'00 


For 'Adulteration" 2,773'00 


Ledger 
Khaitan Bros. (Folio—244) 
Dr. > Cr. 


Date Partioulars J.F. | Amount} Date Particulars J.F. | Amount 
Ra, 1985 Re. 
April 1 | By Sales Return В.Б. | 226°00 
183 
Jharna Stores (Folio—331) Ж 
Dato Particulars J.F. | Amount | Date Particulars J.F, | Amount 
Re. 


1985 Rs. 
April 30 | By Sales Return В.Б. | 2,549800 
133 
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Sales Return (Folio—313) 


Dr. 


Date Particulars ` J.F. | Amount 
1985 Rs. 
April 30| To Sundries Б.В. | 3,779:00 


133 


(e) Posting from Journal Proper to Ledger Account : 


Particulara 


ФЕ. | Amount 


Вз. 


The Journal Proper 


is used to record the details of transactions which are not recorded in other 
subsidiary Books. In the Journal Proper, the debit account and the credit 
account are clearly mentioned, So the debit entry is to be posted in the debit 
side of an account and the credit entry is to be posted ia the credit side of an 


other account. 


Illustration 6: Yournalise the following transactions and post them in 
Ledger accounts in the Books of Mrs. Sona Chattopadhyaya : 


1984 


Jan. 1 Purchased a machine on credit costing Rs. 12,000 from 


` Machinery Supply Corporation. 


Dec, 31 Charge depreciation Rs. 4,000 on Plant & Machinery. 
Rs. 3,000 and Depreciation 


31 Transfer the balance of Rent 
Account Rs. 4,000 to the Profit & Loss Account. 


Solution ! 


In the books of Mrs. Sona Chattopadhyaya 


Journal Proper (Folio—101) 


à Dr. Cr. 
‘Dato | Partloulars L.F, | Amount | Amount 
1984 Ra. Ra. 

Jan, 1 Plant & Machinery Account Dr. 44 | 12,000 
1 То Machine Supply Corporation Account 45 13,000 
| Being a machine purchased on oredit 
| Dec. 81 Depreciation Account Dr. | 46 4,000 
` To Plant & Machinery Account 44 4,000 
Being the amount charged for depreciation on 
‚ Plant and Machinery 
81 Profit & Loss Account Dr. | 48 7,000 
To Rent Acoount 4T 3,000 
| То Depreciation Account 46 4.000 
| Ing the balances of rent and depreciation 
| transterred 
Ledger 
3 Plant & Machinery Account (Folio—44) 
r: ; Cr. 


Particulars 


D Amount | Date 


1984 
Jan.1 | То Machinery Supply е 
Corporation A/c 101 12 . 
73,000 


1985 
Jan.1 | To Balance b/d 


Partioulars 


By Depreciation A/o 


» Balance о/а 


101 


J.F. 


Rs. 
4,000 
8,000 

12,000 


LEDGER 


Machinery Supply Corporation Account (Folio—45) 


2.51 


Dr. Cr. 
Date Partioulars J.F. | Amount} Date Particulars J.F. -| Amount 
1984 — R8. 1984 Вз. 
Deo, 81 | To Balance o/d 12,000 Jan, 1- | By Plant & Machinery | 101 12,000 

12,000 | `12,000 
ап, 1 | By Balanoe b/d | 12,000 
| 
Depreciation Account (Folio—46) 

Dr. Cr. 
Date | Particulars J.F. | Amount] Date Partioulars J.F. | Amount 

Li | = —— 

1984_, | | ma; 1984 Ba. 
Deo, 81 | To Plant & Machinery | 101 ‘| 4,000 Deo. 81 | By Profit & Loss Ajo 101 4,000 

|2000 / | 4,000 
| — 


Dr. Cr. л 


Daja H Particulars birá Amount | Date | Particulars J.F. | Amount 
1984 | Bs. 1984 Rs. 
Deo. 81 | To Balance b/d | 8,000 Deo, 81 | By Profit & Loss Ale 101 9,000 
| 3000 — 3,000 - 
PON. 1 
Profit & Loss Account 
| for the year ended 31st December, 1984 (Folio—48) 
Dr. Cr. 


Partioulars 


J.F. | Amoant 


Partioulars 


Bs. ' 
To Rent Account 101 3,000 A 
» Depreciation Account 101 4,000 


(f) Posting from Cash Book to Ledger Accounts: The Cash Book is 
used to record the all eash transactions. The Cash Book is in form of a Ledger 
account, i.e. one side of a transaction is recorded in the debit side or credit side 
of 2 Cash Book: But other side of the transaction is not posted in the Ledger 
account. So, the posting of one side of cash transactions is to be made in the 
Ledger accounts. Generally, Cash Book is divided into four types: (i) Single- 
column Cash Book, (ii) Double-column Cash Book, (iii) Triple-column Cash 
Book and (iv) Petty Cash Book. The Ledger accounts posting from Cash Book 
is discussed below : d 

(i) Posting from Single-column Cash Book to Ledger Accounts: The 
Ledger accounts posting of Cash transactions which are recorded in a Single- 
column Cash Book is discussed below: · 
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Illustration 7: Write the following transactions in the Single-column 
Cash Book of А. В. Das and post them to the Ledger Accounts : 


1985 Rs. 1985 Rs. 
jan. 1 Received from Mr. Das Jan. 15 Sold goods in cash 6,000 
аз his capital 10,000 
3 Purchased goods ‚23 Paidcashto C.Kar 500 
in cash 3,000 
1 Purchased a machine 28 Received cash from 
in cash 4,000 Gobinda 2,300 
Solution ! Ч 


* In the Books of A. В. Das 
Cash Book (Single-column) (Folio) 


Dr. Cr. 
Partioulara L.F | Amount Particulars L,F.| Amount 
1985 Ra. 
"Jan, ,1. | To Capital Account а By Purchasea Account 3,000 
Being the amount Being cash paid 
invested » Plant & Machinery 
15 | ,, Sales Account Account 4,000 
9 Being oash received Being cash paid 
98 | „ Gobinda Account „ ©. Kar Acconnt 500 
Boing cash received Being cach pald 
By Balance c/à 10,800 
18,300 z 18,300 
Jan, 29 | То Balance b/d ' 10,800 
Ledger 
Capital Account (Folio —2) 
Dr. Р Cr. 
L.F.| Amount} Date Particulars L.F.| Amount 
HR Mice FEET 
Re, 1985 Re. 
Jan. 1| By Onsh Account О.В.) 10,000 
I 
Sales Account (Folio—3) 
Dr. Cr 


Partioulara J.F. | Amount 


Ra. Ra. 
6,000 
Gobinda Account (Folio—4) 
Dr. Cr. 


2 


Partioulars J.F. | Amount 


—————_—_—_—_—_— | 


Вз. 


Date Partioulars J.F. | Amount 
NIFI MERO ЕЕ 


— 


1985 А 
Зап, 98 | By Cash Account 9,800 


1 
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Purchases Account (Folio—5) 


Dr Cr. 
Date ^, Particulars Particulares J.F. | Amount 
1985 Ra ~ 


Jan. 3 | To Oash Account 


Plant & Machinery Account (Folio—6) 


Date Particulars ЖЕ, Amount | Date Particulars J.F, | Amount 
1986. TERS Tam T 
Зап, 7 | Te Oash Account O.B. 4,000 
1 
С. Kar Account (Folio—7) x 

Dr. „Сг. 
рме | Partloulars J.F. Amount Dale Particulars T.F. | Amount 

; Ra. Fn Reo 


500 


1985 
Jan. 33 | To Cash Account Ов. 
i | 


(й) Posting from Double-column Cash Book to Ledger Accounts ? The 
cash transactions which are recorded in a Double-column Cash Book (i.e. in 
Cash Column and Bank Column) are to be posted in the Ledger accounts. The 
Ledger account posting from a Double-column Cash Book with Cash and Bank 
column are shown below : À i 


Illustration 8: From the following particulars write the Double-column, 
Cash Book of M/s. Modern Stores and post them in the Ledger Accounts : 


1985 Rs. 1985 Rs. 
jan. 1 Cash in band 980 Jan. 3 Paidto M. N. Saha 
Cash at Bank 12,300 on account by : 
2 Paid rent 1,300 cheque 1,200 
Bought goods by ' 4 A cheque was , 
cheque 6,000 received from 
Received cash S. Roy 3,000 
from P. Poddar 950 _ 5 Above cheque depo- 
3 Withdrew cash by sited into Bank Mu 
cheque for office 6 Deposited into Bank р 
сазһ 2,500 from office cash : 1,500 


7 Cash Sales 4,200 
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Solution t 
In the Books of M/s. Modern Stores ш 
d Cash Book (Double-column) (Folio—01) 
Dr. Cr. 
Date Partloulars R Cash Bank | Date Particulars E] Oach 
$ E Ex à 213 ух — 
1985 Re. Ra. 1985 iw. Rs, 
Јарл | To Balance b/d 980 | 12,900 |Jan.2 | By Rent Account 1,900 
2| , P. Poddar »Baing cash 
Account | 2 950 paid 
Being cash 2| , Purchases 
i received Account | 6 6,000 
8] 7; Bank Account |O 2,500 Being cash paid 
Being ове with- з | , Cash Account [С 2,500 
draw for office Bejng oash with- 
4 | 4 B, Roy Account | 8 8,000 drewn for oflice 
Being cheque | 8) » M. N, Baba 
| rocpived | Account | 7 1,200 
4 [-,] Оваћ Account -|[O 8,000 | Being cheque 
| Being cheque paid 
|! deposited Б | » Bank Account |O | 8,000 1 
6| ,, Cash Acoount |O 1,500 Being cheque 
Being cash deposited - 
deposited 6| , Bank Account |O | 1,600 
7| » Sales Account |4| , 4,200 |- Being cash 
Being cash deposited 
received 7| » Balance c/d 7,100 
j s 16 800 
8 | To Balance b/d 7,100 
К Ledger | 
Р. Poddar Account (Folio—02) i 
x D Cr. 
\ pate Particulars | J.F, | Amount Particulars Amount 
| | Ба, Ra. 
А | | * Ву Cash Account 950 
S. Roy Account (Folio—03) i 
Dr. Cr. 
Мир \ Partleulars | Ј.Е. | Amount Date Partioulars Amount 
| Ra, 1955 Ез, 
| Jan. 4 | By Cash Account О.В. | 3,000 
| 01 
Sales Account (Folio—04) 
Dr. ч É Cr. 


Particulars 


Rs. 
4,200 


By Cash Account . 


0.B. 
01 
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Rent Account (Ео/іо 05) 
Dr. Cr. 


Date Particulars |. F, Amount | Date | Particulars J.F, | Amount 


1985 | Re. 
Jan. 2 | To Савһ Account 0.B. | 
01 
{ 
| 
* 
Purchases Account. (Folio—05) 
Dr. Cr. 
Date Patticulara | JP, | Amonnt | Date LE. uam 
1985 [ONE E os MICI TIERS DR ena 
Jan. 2 | To Bank Account C.B. | 6000 | 
M. N. Saha Account (Folio—07) 
Dr. 3 Gr. 


Date Partloulars Шы Amount | Date Particulars J.F. | Amount 


1985 


| 
| 
Вв, | 
Зап. 8 | To Bank Account БВ 


(tii) Posting from Triple-column Cash Book to Ledger Accounts: The 
postiag of Ledger accounts from a Triple-column Cash Book with Cash and 
Bank columns is same as the posting of Ledger accounts from a Double-column 
Cash Book. But the total of discount column in debit side of the Cash Book is 
to be posted in the debit side of the ‘Discount Allowed Account’ and the total of 
discount column of credit side of the Cash Book is to be posted in the credit 
side of ‘Discount Received Account’. 


IHustration 9: From the following particulars, prepare a Triple-column 
Cash Book and post them in respective Ledger Accounts : 


‘1985 Rs. -1985 ` Rs. 
Jan. 1 Cash in hand 875 Jan. 5 Rent paid in cash 320 
Cash at Bank 2,128 Salaries paid to staff 
2 Received a cheque by cash 180 
from X 880 6 Withdrew cash from 
Allowed him discount 20 Bank for office пзе 300 
3 Sold goods for cash 950 7 Pürchased a typewriter 
'4 Paid Y by cheque 1,850 and paid by cheque 1,500 
Discount allowed 50 Cash deposited into 


Bank 800 
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Solution : 


In the Books of ...... 
Cash Book (Triple-column) (Folio—10) 
Dr. Cr. 
ibe п Dis- | ы 
Date Partloulars E D Cash | Bank | Date Partionlare | Ent Cash | Bank 
1985 Bs, | Re. | 1985 Ra, | Ев. 
Jan. 1 | To Balance Ы 875 |9,798 |Jan. 4 DI Acoount ? 51| 50 | 1,850 
a| „ XAcount [08| 20 880 A M 
Belng Oheque and discount 
received and zeceivcd 
discount allo- 
} wed Account: Бр ote xiu 72) 330 
3 | ,, Sales Account. (829 950 s vs 
Being cash г 
reoelved 5|5 Parta 4 T 
6 | „ Bank Account (O 300 Baek le 
Being the . pata 4 
amount with- 
drawn for 6 | „ Cash Account | O 800 
office use ч Being per = 
Tas ims Адои o 800 ADRES ү; 
lng сав 
deposited office use 
T| „ Typewrlter 
i | Account: |100 1,500 
Being cheque 
issued 
T| , Bank Account | O £00 
Being cash 
deposited 
кош т | ,, Balanoe ojd 895 | 758 
90 |2,125 |4408 50 | 2,125 | 4,408 
' +8 | To Balance b/à 825 | 158 
) 
X Account (Folio—23) 
Dr. ` Cr. 
Date Particulars | J.F. | Ашооп% | Date | ' Particulers J.F. | Amount 
А а тг почата. GR ТТ SN pP SE SRI S 
Re. 1985 Bs. 
Jan.3 | By Bank Account 0.В.10) 880 


» Discount Account  |0.B.10 20 


Sales Account (Folio—32) 


Dato Particulara J.F. | Amount] Date Particulars Т.Е. | Amount 


Re. 1985 Rs, 
Jan, 3 | By Oash Account О.В.10| 950 
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Ү Account (Folio—51) j 


Particulars J.F. | Amount Particulars J.F. | Amount 


1985 Ra. 
Jan.4 | To Bank Acconnt 
» Discount Account 
Rent Account (Folio— 72) R 
Dr. 4 Cr. 


J.F. | Amount Particulars T.F. | Amount 


Date Particulars 


1985 Re, 
Jan. 6 | To Oash Account 320 
Salaries Account (Folio—91) 
Cr. 


Date Particulars 


1985 
Jan. 5 | To Cash Account 


Data 


J. F. | Amount 


(iv) Posting from Petty Cash Book to Ledger Accounts: The totals of 
the analytical columns of a Petty Cash Book are to be posted in the related 
Ledger accounts after the expiry of a period of time (e. g. week, fortnight, 
month etc.): 

Illustration 10: From the following transactions prepare a Petty Cash 
Book and post them in Ledger Accounts : 


1985 Rs. 1985 Rs. 
Jan. 1 Petty Cashier receives Jan. 4 Paid for travelling 

Imprest cash 500 expenses 98 

2 Purchased stationery - 25 5 - Paid for taxi fare 22 

3 Paid for postage 85 6 Purchase paper, inketc. 30 


7 Paid to P. C. Sarkar 180 
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Solution : 
In the Books of...... 


Petty Cash Book (Folio—-1 0) 


Dr. Cr. 
.o 
xz Amo- d у. | Total Btati- | Post- |Trave-| Ledger A/o 
Date | Particulars 3$ nt Date| Particulars уо | Amount|onery| age |ling Amount 
1985 Ба. | 1985 Ба. Rs. | Ra. | Ra. Ra. 
Jan. 1| To Gash Alc 5 00°00} Jan. 9| By Stationery | 
ES Received Alo 25 25 
from 3| , Postage Ајо 85 | 85 
Head 4| ,,* Travelling | 
Cashier Expenses | 
Alc 98 *8 
5| „ Taxi fare | | 
в | 29 23 
6| , Paper, ink | | 
eto, A/o |, 80 || 80 
7| „ P.0.Sarker | 
Alo 180 S 14 180 
440 55 | 85 |120 180 
, Balance o/d 60 
500'00 | 
1985 рр ——- 
Jan. 8 | To Balance LF. | LF. | LF. 
bid | 139 | 31 | 35 


Dr. Cr. 


Date 
108% | Re 
Yaa | To Polly базһ Account| POB | . 65 | 


1 | 4 
pw M Particulars J.F. | Amount GPN | Particulars J.F. | Amount 
1985 | Rs. R 
Jan. 7 | To Potty Cash Account 85 е 


РОВ 
10 


Travelling Expenses Account (Folio—35) 
Dr. ; Cr. 


Date Particulars F. Particulars Amount 
un 


Jan, 7 | To Petty Cash Account| PCB Ба; 


10 
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Р. C. Sarkar Account (Folio—14) 


J.F. | Amount 


Date | Particulars J.F. | Amount 


в | 


198 Ба. 
Зап, 7 | To Petty Cash Account | РОВ 180 
10 


Partionlars 


i | 
| | Ra. 
| | 


| ( 


Exercises 


(A) Essay-type Answer Questions : 

1. Whatis Ledger? Distinguish between Journal and Ledger. 

[ Ans.: Write from ‘Ledger’ (P 2.139) & “Differences between Journal and Ledger' 
(Р 2.139-9.140). 

2. Point out the differences between a Journal (i.e. Books of Original 
Entries) and a Ledger and explain the respective functions. 

[H. S. (Class X1), 1967, ^70] 

[Ans.: Wrlie from 'Diferences between Journal and Ledger’ & ‘Utilities of Ledger’ 
(Р 2,139-2.140), А 

3. (a) How will you differentiate between a Personal and ап Impersonal 
Ledger? (b) How are they interrelated ? 

[Ans.: Write from (a) ‘Personal Ledger’ (P2,141), ‘Impersonal Ledger’ (P 2.141). 
(b) ‘Relation between Journal and Гейде" (P 2.140). 

4. Describe the relation between Journal and Ledger. 

[Ans.: Wrlte from ‘Relation between Journal and Ledger’ (Р 2.140). 

5. What is Ledger? What are its utilities ? [ Tripura Н. 5., 3978 

[ Ans.: Write from ‘Ledger’ (P 2.139) and ‘Utilities of Ledaer’ (P 2.141). 

6. Divide the Ledger and give short descriptions on cach division, 

[Ans.: Write from ‘Division of Ledger’ (P 2,141-2,148). 


7. What is posting ? 

How transactions are posted from the following Books of Ledger : 

(a) Sales Day Book, (b) Returns Inward Book, (c) Purchases Day 
Book, (d) Returns Outward Book, (e) Journal Proper, (/) Cash Book. 

[ Апв.: Write from (a) ‘Sales Day Book’ (Р 2.246); (b) ‘Returns Inwards Book’ 
(E 2,147); (c) ‘Purchases Day Book’ (Р 2.148); (d) ‘Returns Outward Book’ (P3.147); (e) 
‘Journal Proper’ (Р 2.150) ; (f) ‘Cash Book’ (P 2.151). 

8. “Though Ledger is the Principal Book of Account, yet Journalisation 
is compulsory."— Explain why. . [ Tripura Н. S. 1979 ] 

[Ans.: Write from ‘Relation between Journal and Ledger’ (P 2.140). 

9. Briefly state the different classes of Ledger. 

[ Ans. : Write from “Division of Ledger’ (P 2.141-2.142), 

10. What is an Ledger? How is Ledger classified ? What are the’ 
various advantages of such classification of Ledger ? 

[Specimen Questions of Н. S. Council, Tripura Н. S. 1978 ] 
[Ans.: Write from ‘Ledger’ (Р 2.139), Division of Ledger’ (P 2.141-2.142) and “Advantages 


of Division of Ledger’ (P 2.142). ` 
з 
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п. How does a Journal differ from a Ledger ? Show with an example 
how the two books are interrelated. 
[ Specimen Questions of Н. S. Connell, 1983 ) 
[ Ans.: Write from 'Diferenees believe Journal and Ledger (Р 1139-2140) & ‘Relation 
between Journal and Ledger’ (P 1.140). 


(B) Short-type Answer Questions : 

L Write short notes on: (a) Ledger postings (b) Debtors’ Ledger | 
(e) Creditors’ Ledger (d) Personal Ledger ; (e) Cross Referencing. 

[Ава Wille trom (a) "Ledger Porting’ (Р 2,248); (0) ‘Debtors Ledger" (P 2.161 i) 
"Oreditors Led ir (4.140), (d). ‘Pevtonat Ledcer! (P 2.141) А (0) ‘Crone Referencing’ (P 2.169). 

2. Which book of accounts is called the king of all account books? 

Ш [ Tripura Н. S. 1979 ) 
| Amd) Write trom ‘Ledger’ (Р 2,139). 


(C) Practical Questions : 
— 1, From the following particulars write up the Purchases Day Book and 
_ post them in Ledger Accounts : 
1985 
Jan, | Purchased from Calcutta Stationers Ltd, 100 Table Cloths 
А  @Rs. 5500 each аз per Invoice No. C/213/85. > ў 
- 4 Purchased from Bombay Chemicals Ltd, 400 Special Scent 
packets @ Rs, 12:00 cach us per Invoice No. B/425/85. 
7 Purchased from Jay & Co. 42 Shirts @ Rs. 45°00 each less 
Trade Discount @ 10% as per Invoice No. J/318/85. 
8 Purchased from Tara Cycle Stores 50 Cycles @ Rs, 310 each 
less 9% Trade Discount plus Freight charges Rs. 120. 
1 Ава. : Total of Purchases Day Book Re. 31,846 | 
Vimal & Со, of Calcutta purchased the goods on credit from the 
loned parties during the month of September, 1984 : 


4 Purchased from M/s. Khan & Singh Co. 200 Woolen Sweaters 
| @ Rs, 95 each end 14 dozen woolen stockings @ Rs. 15 per 
dozen as per Invoice No. K/427/84 les Trade Discount 
EXER Т 
— & Purchased from King & Co. of Simla 100 Men's Woolen Shirts 
4 ТЕ Rs, 45 each as per Invoice No. A/780/84, Showing Rs. 42:50 
- ва Freight Charges aod Rs. 145 аз Sales Tax. 

18 Purchased from Queen Ltd. 200 Ladies Sweaters @ Rs. 105 
each len Trade Discount @ $% аз per Invoice Мо, Q/423[84. 

20 Purchased from the Shaw! Emporium of Srinagar 100 Woolen 
Shawls @ Re. 350 each as per Invoice No. $/437/84, Showing 
Freight Rs. 300 and Seles Tax Rs. 480. 

г [Ans ; Total of Purchase Day Book Ва, 17,70650 | 


9% 


3. Record the following transactions Їп а Sales Day Book and post them _ 
in respective Ledger Accounts : tee 
1985 E 
Feb, 1 Sold to P. Debraj of Basirhat 3 chests of Tea @ Rs. 370 per chest 
less Trade Discount @ 10%. 
4 Sold to К, Rao of Bangalore 4 bags of Tea @ Rs. 420 per bag 
less Trade Discount @ 123% charging Rs. 380 for freight and 
Rs. 180 for packing and delivery. 
10 Sold to Р. K. Menan of Kerala 100 dozen Jute bags © Rs, 5 each 
less Trade Discount @ 5% charging Rs. 370 for Carriage, 
[Ans.; Total of Sales Day Dooh Ms, 5,414 | 
4, S, Bhattacharya & Co. sold the following goods on credit to the 
undermentioned parties, Record the following transactions in the Sales Day 
Book and post them in the respective Ledger Accounts : 
1984 
Dec.12 Sold to Sengupta Studio 16 dozen Photograph frames 
(à) Rs. 900 each /ess Trade Discount @ 6%. 
18 Sold to Sharma Studio 20 dozen Photo Albums @ Rs. 20 each 
less Trade Discount of 10%, 
25 Sold to Chitralekha Studio 100 Photo frame glasses @ Rs. 5 
each less Trade Discount of 125%. 
[Ant: Total of Sales Day Book Ва, 638188 | 


5. From the following particulars, write up the Returns Outward Books 
of D. Acharyda & Co. and show their posting into the Ledger Accounts : 


1985 
March 10 Returned to Bhoumik Bros. of Calcutta 25 Table, Fans 
(à) Rs. 410 each for "Not upto Sample" less Trade. Discount 
@ 5% 
20 Returned to Sensharma & Co. Ltd. 41 Tables @ Rs. 360 each 
for "Not as per order", 
25 Returned to Das Bros. 42 Almirabs, invoiced @ Rs. 14500 
for “Wrong Pattern" less Trade Discount @ 121%. 
{ Ans.: Telat of Returns Outward Book Iu #086798 | 
6. From the following particulars, write up the Returns Outward Book 
of 8. Pal & Co. and show their postings into the Ledger Accounts : 
1985 
June 6 Returned to Patowary & Co. 120 Steel Plates @ Rs. 10 each 
less Trade Discount @ 24%. 
8 Returned to Bhatta Bros, 120 pieces Lanterns @ Rs. 25 each 
for “Defective Design" less Trade Discount @ 5X. 
19 Returned to Reddy Bros. 4$ Wooden Tables @ Rs. 350 each 
for "Wrong Pattern" less Trade Discount @ 10%, 
[Ame : Total of Returns Outward Boch Ra. 15,195 | 
11 [ I1 *85 ) 
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11. How does a Journal differ from a Ledger ? Show with an example 
how the two books are interrelated. 
y [ Specimen Questions of Н. S. Council, 1983 ] 
[ Ans.: Write from ‘Differences between Journal and Ledger’ (Р 3.189-2.140) & ' Relation 
between Journal and Ledger’ (P 2.140). 


(B) Short-type Answer Questions : 
1. Write short notes on: (a) Ledger postings (b) Debtors’ Ledger } 


(c) Creditors’ Ledger ; (d) Personal Ledger ; (e) Cross Referencing. 
[ Ans,: Wrelto from (a) ‘Ledger Posting’ (Р 2,148) ; (b) “Debtors Ledger’ (P 2.141) ; (0) 
"Oreditors Ledger’ (Р. 2.142), (d) “Personal Ledger’ (Р 2.141) & (е) ‘Cross Referencing’ (P 2,143), 
2. Which book of accounts is called the king of all account books ?` 
і [ Tripura Н: S., 1979 ) 
| Ans.: Write from ‘Ledger’ (Р 2,189), 


(C) Practical Questions : 
1. From the following particulars write up the Purchases Day Book and 
post them in Ledger Accounts : 
' 1985 
Jan. 1 Purchased from Calcutta Stationers Ltd. 100 Table Cloths 
| (Q Rs. 5'00 each as per Invoice No. C/213/85. ? 1 
4 Purchased from Bombay Chemicals Ltd. 400 Special Scent 
packets @ Rs. 12:00 cach as. per Invoice No. B/425/85. 
7 Purchased from Jay & Co. 42 Shirts @ Rs. 45'00 each less 
Trade Discount @ 10% as per Invoice No. J/318/85. | 
8 Purchased from Tara Cycle Stores 50 Cycles @ Rs. 310 each 
less 5% Trade Discount plus Freight charges Rs. 120. 
[Ans.: Total of Purchases Day Book Re. 91,846 | 
2. Vimal & Co. of Calcutta purchased the goods on credit from the 
undermentioned parties during the month of September, 1984 : 


1984 
Sept. 4 Purchased from M/s. Khan & Singh Co. 200 Woolen Sweaters 
@ Rs. 95 each and 14 dozen woolen stockings @ Rs. 15 per 
dozen as per Invoice No. K/427/84 less Trade Discount 
@ 10%. 
8 Purchased from King & Co. of Simla 100 Men’s Woolen Shirts 
(à) Rs. 45 cach as per Invoice No. A/780/84. Showing Rs. 42:50 
as Freight Charges and Rs. 145 as Sales Tax. 
18 Purchased from Queen Ltd. 200 Ladies Sweaters (9 Rs. 105 
each less Trade Discount @ 5% as per Invoice No. Q/423/84. 
20 Purchased from the Shawl Emporium of Srinagar 100 Woolen 
Shawls @ Rs. 350 each as per Invoice No. $/437/84. Showing 
Freight Rs. 300 and Sales Tax Rs. 480. 
LAns,: Total of Purchases Day Book Rs, 77,70650 | 
ў 
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3. Record the following transactions in a Sales Day Book and post them 
in respective Ledger Accounts : Р 
1985 
Feb. 1 Sold to P. Debraj of Basirhat 3 chests of Tea @ Rs. 370 per chest 
less Trade Discount @ 10%. 
4 Sold to К. Rao of Bangalore 4 bags of Tea @ Rs. 420 per bag 
less Trade Discount @ 124% charging Rs. 380 for freight and 
Rs. 180 for packing and delivery. 
10 Sold to P. К. Menan of Kerala 100 dozen Jute bags @ Rs. 5 each 
less Trade Discount @ 5% charging Rs. 370 for Carriage. 
[Ans.: Total of Sales Day Book Rs, 3,874 ] 
4. S. Bhattacharya & Co. sold the following goods on credit to the 
undermentioned parties. Record the following transactions in the Sales Day 
Book and post them in the respective Ledger Accounts : 
1984 
Dec.12 Sold to Sengupta Studio 16 dozen Photograph frames 
@ Rs. 9:00 each less Trade Discount @ 6%. 
18 Sold to Sharma Studio 20 dozen Photo Albums @ Rs. 20 each 
less Trade Discount of 10%. 
25 Sold to Chitralekha Studio 100 Photo frame glasses @ Rs. 5 


each less Trade Discount of 125%. 
[Ans.: otal of Sales Day Book Rs. 6,381'82 ] 


5. From the following particulars, write up the Returns Outward Books 
of D. Acharyda & Co. and show their posting into the Ledger Accounts : 
1985 
March 10 Returned to Bhoumik Bros. of Calcutta 25 Table, Fans 
@ Rs. 410 each for “Not upto Sample" less Trade Discount 
@ 5%. 
20 Returned to Sensharma & Co. Ltd. 41 Tables @ Rs. 360 each 
for “Not as per order”. 
25 Returned to Das Bros. 42 Almírahs, invoiced @ Rs. 145'00 
for “Wrong Pattern” less Trade Discount @ 124%. 
[ Ans.: Total of Returns Outward Book Rs 29,826'25 ) 
6. From the following particulars, write up the Returns Outward Book 
of S. Pal & Co. and show their postings into the Ledger Accounts : 
1985 
June 6 Returned to Patowary & Co. 120 Steel Plates @ Rs. 10 e 
less Trade Discount @ 219%. 
8 Returned to Bhatta Bros. 120 pieces Lanterns @ Rs. 25 each 
for “Defective Design” Jess Trade Discount @ 5%. 
19 Returned to Reddy Bros. 45 Wooden Tables @ Rs. 350 each 
for “Wrong Pattern" less Trade Discount @ 10%. 
[Ans.: Total of Returns Outward Book Rs. 18,195 | 
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7. From the following particulars, write up the Sales Return Book of 
К. Ghosh & Co. and post them in the Ledger Accounts 1 


1984 у 
Nov. 1 Bharat Traders returned 10 cases of Теа @ Rs. 430 for 


“Damaged Goods” less Trade Discount @ 24%. 
10 *'Samabayika" of Free School Street, Calcutta, returned 5 Steel 
Almirahs @ Rs. 650 less Trade Discount @ 10% for “Defective 
Lock System". 
26 Samanta Bros. returned 20 Steel Chairs @ Rs. 95 each less 
Trade Discount @ 2% for “Defective fittings." 
f [ Ans.: Total of Sales Return Book Rs. 8,979'50 ) 
8. From the following particulars, prepare a Returns Inward Book of 
Modern Co. Ltd. for the month of August 1985 and post them in the Ledger 
Accounts : 
1985 
Aug. 5 X & Y Co, Ltd. returned 1 chest of Tea @ Rs. 425 for “Not as 
per Sample". 

12 A & B Co. Ltd. returned 3 Packet Plastic Goods @ Rs. 120 
per packet Jess Trade Discount @ 10% as per Credit Notes 
No. K/12/85. 

13 M & Co. Ltd. returned 4 pieces of Accountancy Book for 


“Defective Binding" @ Rs. 45 each. 
[Ans, Total of Return Inward Book Re, 99900 | 


9. From the following particulars of С. М. Panda, prepare a Single- 
column Cash Book and post the transactions to Ledger Accounts : 


1985 Rs. 1985 Rs, 
Dec, 1 Cash in hand 410 Dec. 6 Received interest 
2 Purchased Goods and dividends 80 
in cash 290 7 Paid Wages 200 
3 Cash sales 1,520 Paid Carriage 55 
4 Received from Paid Rent 75 
S. Shonee 380 Received from 
5 Paid N. Sanyal for S. Mukherjee on account 320 
purchases 780 Paid for purchase of 
a machine 510 


[ Ans,; Cash Rs. 800] 


10. From the following particulars, prepare a Single-column Cash Book 
of Sri Ramhari Das of Purulia and to post them to Ledger Accounts : 


1985 Rs. 1985 Rs. 
Dec. 1 Cash in hand 750 Dec. 5 Received Commission 230 
2 Cash Sales 2,350 6 Paid Wages 1,520 
4 Cash Purchases 600 Purchased Stationery 85 
5 Received from : 7 Cash Sales 125 
B, Basu 870 Purchased furniture 580 

Paid Rent 120 


[Ans Cash Rs, 1440] 
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11, From the following particulars, prepare a Double-column Cash Book 
and post them in Ledger Accounts : 


1985 | Rs. 1985 Rs. 
Jan. 1 Cash in hand 1,200 Jan. 4 Cheque withdrew for 
Cash at Bank 3,750 office cash 2,300 
2 Paid Wages by cheque 1,800 Received commission 
Received a cheque by cheque 1,500 
from D 4,200 5. Above cheque deposi- 
3 Purchased goods 1,000 ted into bank 
Purchased furniture 180 6 Cash deposited into à 
Bank 1,900 
7 Cash sales 420 


[Ans.: Cash Rs, 840; Bank Вз. 7,250) 


12. From the following particulars, prepare a Double-column Cash Book 
and post the transactions to Ledger Accounts : 


1985 Rs. 1985 Rs. 
Jan. 1 Cash in hand 200 Jan. 4 Cash deposited into 
Cash at Bank 3,500 Bank 
2 Cash Sales 3,300 Received a cheque 
Cash purchases . 2,300 from Pabitra for 
Wages paid 400 commission received 3,300 
3 Cash withdrawn for 5 Purchased furniture 
office use · 500 and paid by cheque 1,400 
Paid Rent for the 6 Cheque received from j 
month of January Pabitra deposited 
1985 400 into bank 
7 Received a cheque 
from Kalyan 600 


[Ans.: Cash Rs, 700; Bank Rs, 5,700 ) 


13. Enter the following transactions of Sri Jamini Ukil in suitable Cash 
Book, post them to Ledger Accounts and balance the same at the end of the 
month : 


1985 Rs. 
July 1 Cash in hand 55 
Cash at Bank 699 
2 Paid Salary to staff by cheques s 392 
Half-yearly interest credited by the Bank 3 
5 Received from Nepal cash Rs. 60 and cheque 
for Rs. 300 and the cheque sent to Bank 360 
10 Withdrawn cash from Bank for office use 400 
13 Purchased Furniture for cash 460 
18 Cash Sales 190 
21 Paid off of Pal & Co. by a cheque 180 
25 Withdrawn by the proprietor for his personal 
use, from office cash 20 
28 Sold goods to Madan for cash à 270 
31 Deposited office cash into Bank 200 А 


Post the transactions in Ledger accounts. 
[Higher Secondary (Class XI), 1969—adapted] 
[Ans.; Cash Rs. 295 4 Bank Rs, 230 | 
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14. Record the following transactions in а suitably ruled Double-column 
Cash Book and post the transactions in the Ledger Accounts т 


1985 
April 15 Cash in hand 
Cash at Bank 
17 Paid Rent by cheque 
Received from S. K. D 


Rs. 
560 
5,850 
250 


as 
(Cash Rs. 75, Cheque Rs. 215) 


and the cheque was immediately 


sent to Bank 


Cheque Rs. 300) 
Paid wages 
paid carriages 


Paid Salary 


Drew Cheque for office cash 
21 Paid P. Goswami (Cash Rs. 100 & 


Received from B. Chowdhury by cheque 


Deposited into the bank 
Close the Cash Book and bring down the 


balance as at Ist May, 1965 


[N. B. U. Pre-Univ., 1966 — adapted] 
[Ans.: Oash Rs. 35 & Bank Rs. 6,185 ] 


15. Write up the following transactions of Shyama Prasad ín a Triple- 
column Cash Book and post them to Ledger Accounts ! 


1984 Rs. 
Dec. 1 Cash in hand 400 
Cash at bank 3,200 

2 Received cash from 
Gourhari ` 1,250 
Allowed him discount 50 

4 Paid Samanta by 

cheque 1,530 
Was allowed discount 80 
Paid for rent 120 


6 Arun settled his 
account for Rs. 2,500 
by cheque less 10% 
discount 
[Ans,; Cash Rs. 2,245 ; 
Discount Received. Re. 100 | 


1984 Rs. 
Dec. 8 Paid miscellaneous 

expenses in cash 15 
15 Paid Borun in cash 430 
was allowed discount 20 

20 Withdrew from bank 
for office use 800 

Withdrew from bank 
for personal use 150 

25 Bought goods by 

cheque 380 
Paid wages by cheque 120 
. 30 Sold goods for cash 420 


Bank Rs. 2,470; Total of Discount allowed Rs. 300; and 


16. From the following transactions of Miss Kabita Sen prepare a Triple- 
column Cash Book and post them in Ledger Accounts : 


1985 Rs. 
Jan. 1 Cash in hand 
Cash at Bank 1,230 
2 Paid wages by cheque 400 
Paid Salary in cash 00 
4 Received from M 890 
Allowed him discount 10 
5 Paid cash for 
Stationery 75 
7 Paid Sukanta by cheque 570 
Was allowed him 
discount 30 


1985 Rs. 


680 Jan.9 Received from N 


(cash Rs. 20 and cheque 
Rs. 180) and the 
cheque was immediately 


deposited into bank 200 
10 Paid carriages 30 
Received rent 120 

12 Withdrew from bank 
for office use 950 

15 Cash deposited into 
bank 1,190 


[Ans.: Cash Rs. 1,065 ; Bank Rs.680; Total of Discouni allowed Hs. 10; and Discount 


Received Rs, 80 ] 


17. Write a Columnar 
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Petty Cash Book from the following transactions 


and post them to Ledger Accounts : 


1985 Rs. 1985 Rs. 
Jan. 1 Received a cheque Jan. 3 Paid coolies for brought 

from head cashier 230 goods 23 

Purchased postage 20 4 Purchased post-cards, 
2 Purchased paper, envelopes etc. 31 

ink etc. 32 5 Paid ‘baksis’ to office 
Paid travelling expenses 8 peons 18 
3 Paid taxi fare for : 6 Paid for tea to office staff 21 
manager 12 7 Paid bus fare 13 


[Ans.: Cash Rs. 5з; Postage Rs. 51; Stationery Rs. 39 ; Travelling Ewpenses Rs, 88 ; 
Carriage & Cartage Rs. 23 and Office Eopenses Rs. 39 | 
18. Write up a Petty Cash Book from the following transactions with 
suitable columns and post them in Ledger Accounts : 


1985 ; Rs. 1985 Rs. 
Feb. 1 Cash in hand of Feb. 6 Paid for office 
petty cashier 30°00 cleaning 3°50 
Received cash to 1 Paid for entertain- 
make up imprest ment expenses 35°75 
of Rs. 300:00 8 Bought 25 Post-cards 
8 Paid for postage 2:60 @ Rs. 0.15 cach 3°75 
4 Paid for coolies and 9 Paid tram fare 0°55 
cartage 13:00 10 Paid for entertain- 
5 Paid travelling ment expenses 52:30 
expenses T45 


[Ans.: Cash Rs, 18110 ; Postage Rs. 6'35 ; Coolies and Oortage Rs. 18'00 ; Travelling 

Hapenses Rs. 8'00 ; Office Haupenses Rs. 3:50; Entertainment Expenses Rs. 88,05 ] 

19. Pass the necessary Journal entries to close the books on 3lst 
December 1984, and post them to Ledger Accounts : 

(a) The balance of Sundry Debtors stood at Rs. 26,400 on 31st December, 

1983, out of which Rs. 1,500 as considered bad. 

(b) Depreciate Plant and Machinery Rs. 2,400. à 

(c) Purchased furniture for Rs. 2,000 on Credit from. Darjeeling Wood 
Craft. ў 

(d) Adjust the outstanding liabilities ; Wages Rs. 200 and Salaries 
Rs. 300. 

20. Journalize the following transactions in the books of .M/s. Sur, 
Sen & Co. and post them into Ledger Accounts : 

(а) On January 1 1984—Purchased goods on credit valued at Rs. 260 
from Midnapore Traders, Calcutta. : 

(b On November 6, 1984—Allowed commission of Rs. 2,300 to а 
customer, Sri S. Sen, for large purchases and adjusted against dues from the 
customer. ; 

(c) On November 30, 1984—Adjusted closing stock of unsold goods 
valued at Rs. 76,500. [C. 0; Pre-Univ., 1963—adapted] 
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21. Journalise the following transactions in the Books of Mrs. Bela 

Chatterjee and post them into Ledger Accounts; ` 

(a) On 31% January, 1985—Opening stock valued at Rs. 21,000. 

(b) On 31st December 1985—Adjusted Advanced Payments Rent 
Rs. 2,000, Taxes Rs. 500. 

(c) On 31st December 1985—Adjusted accrued rent Rs. 1,000 but not 
received, 

(d) On 314 December 1985—Rectified the wages paid for installation of 
a machine Rs. 150 but included in the Wages Account. 


(D) Objective Questions 


1, Classify the following accounts t 
Discount received Account, Bank Overdraft Account, Bad Debts Account 
and Furniture Account. (Tripura Н. S. 1978] 
[Ans,: Discount Received Account—Nominal Account; Bank Overdraft Account— Real 
Account; Bad Debts Account—Nominal Account; Furniture Accownt—Real 
Account ] 
2. Classify the Accounts: Wages paid in advance and Sales Returns. 
{Tripura H. S., 1979] 
[Апв, : Personal Account and Nominal Account } Er 
3, What kinds of accounts are the following and what types of balances 
do you expect in each of them ? Capital Account, Motor Vehicles Account, 
Commission Account, Returns Inward Account. 
[Specimen Questions of H. S. Council, 1978]. 
{Ans,; Capital Account—Pertonal Account; Motor Vehicles Account—Real Account ; 
Commission  Account— Nominal Account; Returns Inward Acoount— Nominal 
Account ) 
4. Correct the following Sentences : 
(а) Building Account is Nominal; (b) Salary Account is Personal; 
(c) Bank Account is personal Account; (d) Income Tax is Real; (e) Journal 
is called king of all Account Books; (f) Ledger is called the Subsidiary 
Book; (g) The total of the Sales Day Book is posted to the credit of Purchases 
Account; (h) The total of the Purchases Day Book is posted to the credit of 
Sales Account. 
[Ans (a) Building Account is Real; (b) Salary Account із Nominal; (c) Bank 
Account is Personal Account ; (d) Income Тат is Nominal Account ; (e) Ledger is 
called king of all Account Books ; (f) Journal is called Subsidiary Book; (g) 
The total of the Sales Day Book is posted to the Credit Side of Sales Account ; 
(h). The total of the Purchases Day Book ів posted to the Debit side of Purchases 
Account ] 
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CHAPTER XIV 


Accounting for going concern [ Profit-seeking | 


Trial Balance—‘Debit’ balance and ‘Credit’ balance—Role—Feature 
—Utilities—Limitations ; Errors detected by Trial Balance—Steps to locate 
errors—Suspense Account. 


Trial Balance 


Definition: М. C. E. К. T. P. said that “A trial balance may be defined as a 
statement (ora schedule) listing in a separate columns, the debit and credit 
balances in a Ledger on a particular date." 

As defined by L. C. Cropper, “А Trial Balance is a classified list of balances 
appearing, at any given date, in the Ledger or Ledgers before the closing entries 
have been made.” 

As defined by R. N. Carter “A Trial Balance is a schedule or list of 
balances, both debit and credit, extracted from the accounts in the Ledger and 
including Cash and Bank balances from the Cash Book.” 

So, A Trial Balance is a schedule or statement of Ledger accounts balances 
and Cash Book balance or balances for a period of time to check the arithmetical 
accuracy of recording transactions on a particular date. 

All transactions of a concern are to be recorded in Journal or Day 
Books and posted them in Ledger accounts. Under Double Entry System, the 
amount of a transaction is to be debited in an account and the same amount of 
the transaction is also to be credited in another account. So, the totals of debit 
columns and credit columns of all accounts must be equal. Similarly, in the case 
of balances of Ledger accounts, the totals of debit balances and credit balances 
must be equal. If the totals of debit balances and the total of credit balances 
do not agree, we can say that there must be an arithmetical mistake.or mistakes 
in recording and posting of transactions in the books of account. For this reason, 
a Trial Balance ís:an attempt to check the arithmetical accuracy of the book- 
keeping. Generally, a Trial Balance is prepared before the preparation of final 
accounts. It has already been discussed in chapter VII. 

Is Trial Balance a Ledger Account ? А Trial Balance їз a statement of 
Ledger accounts balances—but it is not a Ledger account. For the following 
reasons a Trial Balance may not be called a Ledger account : 

(a) A Trial Balance is a statement of Ledger accounts balances ona 
particular date; but a Ledger account is a statement of classified records for a 
particular period of time. 

(b) A Trial Balance shows the Ledger account balances on a ELLOS. io 
date, but a Ledger account shows the particulars of all transactions for a 
particular period of time. 

(c) The specimen forms of a Trial Balanoe and a Ledger account are not 
same. In recording of a Trial Balance, the debit balances of Ledger accounts 
are to be recorded in the debit column and the credit balances of Ledger accounts 
are to be recorded in the credit column. But a Ledger account has two sides— 
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debit and credit. The details of debit aspect of each transaction is to be 
recorded in the debit side and the details of credit aspect is to be recorded in 
the credit side of an account. 
(d) The preparation of a Trial Balance is not compulsory in book-keeping, 
If there is no chance of arithmetical mistakes in recording and posting of tran- 
sactions, the Trial Balance may not be prepared. But the recording of Ledger 
accounts is essential in book-keeping to determine the financial results and 
financial position. 
(e) A Trial Balance is prepared with the balances of Ledger accounts; 
but the Ledger accounts are posted from Journal or day books. 
(f) A Trial Balance is prepared in a separate book or a sheet of paper; 
but an account is posted in a Ledger account. 
So, a Trial Balance is not an account, but it may be said that it isa 
Statement of Ledger Account Balances. 


Features of a Tria! Balance : The features of a Tríal Balance are discussed 
below : 

1. A Trial Balance is a statement—not an account. So, the details of 
transactions are not recorded or posted in a Trial Balance. Only debit balances 
and credit balances of Ledger accounts are recorded in a Trial Balance. 

2. A Trial Balance is not a Journal. Because, the details of transactions 
are not recorded in a Trial Balance at first. Generally, it is to be recorded 
in a separate book or a sheet of paper. 

3. The main purpose of preparation of a Trial Balance is to prove the 
arithmetical accuracy of recording and posting of trasactions in book-keeping. 
But it helps to ascertain the financial results and position of a concern. 

4. A Trial Balance is prepared with the Ledger account balances, 
-generally, after three months, six months or one year. 

5. The preparation of a Trial Balance is not compulsory in book-keeping. 
If there is any guarantee about the correctness of recording of transactions, the 
Trial Balance may not be prepared. 


Utilities of a Trial Balance: The preparation of a Trial Balance is not 
compulsory in book-keeping, if there is any guarantee about the correctness of 
recording of the transactions. The utilities of a Trial Balance are discussed 
below: 


(1) The arithmetical accuracy of book-keeping is to be tested by the 
preparation of a Trial Balance, 

(2) A Trial Balance is to be prepared with the Ledger account balances. 
So, the final accounts are to be prepared with that Ledger account balances 
from the Trial Balance without handling all Ledger accounts. 

(3) The necessary accounting information is available for the determina- 
tion of financial results and financial position from a Trial Balance, 


(4) The final accounts may be prepared correctly with help of a Trial 
Balance in a short time. 


(5) A picture of financial position and financial results can be kifown 
from a Trial Balance of a concern. 
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Rules for classification of Ledger Accounts Balances in debit and credit : 
The balances of Personal Accounts, Real Accounts and Nominal Accounts may 
be classified into debit balances and credit balances according to the nature of 
accounts, The principles of classification of Ledger account balances into debit 
and credit are discussed below : 

First: Тһе balances of Real Accounts are always shown debit balances. 
When an asset is purchased or an existence of an account is proved in a concern, 
the asset account is to be debited. - Similarly, when the asset is sold or lost or 
damaged, the asset account is to be credited until the debit balances of assets 
are in assets account. 

Second: The balances relating to debtors of personal accounts always 
shows debit balances. In the case of sale of goods or assets,the Debtors 
Account is to be debited. On receipt of cash or cheque from debtors or discount 
allowed or bad debts written off, the Debtors Account is to be credited, So, the . 
question of credit balance does not arise efter full payment by them. 

The balances relating to creditors of personal accounts always shows credit 
balances. In the case of purchase of goods or assets, the creditors Account 18 to 
becredited. On payment of cash to creditors or discount received, the creditors 
Accountis to be debited. So, there is no question of debit balance after full 
payment to creditors. 

Third: The balances of accounts relating to expenses or losses, always 
shows debit balances. Because, in the case dun expenses or losses, it indicates 
outflow of cash or assets. м 

Similarly, the balances of accounts „ЫК incomes or gains always show 
credit balances. Because, it indicates inflow of cash or assets. 

On the basis of above discussion, the debit balances and credit balances 
may be shown in a Trial Balance as follows : 


Trial Balance as at...... 


Debit Balances Rs. | Credit Balances Rs. 
Real Accounts (in full ) а Personal Accounts : 
Personal Accounts : | Creditors Account 5 
Debtors Accounts “tan a Capital Accounts Ed 
Nominal Accounts : | Nominal Accounts : 
Expenses/Losses Se Incomes/Profit 
=== = 


Nature of Ledger Accounts Balances: According to the nature of Ledger - 
accounts balance, these are divided into two groups : 

(a) Debit Balance: The excess of total of debit column over credit 
column of an account on a particular date is called debit balance of that account. . 
'The debit balances of Ledger accounts may be classified either as expenses/losses 
or assets, The debit balance of personal account indicates a debt. 

(b) Credit Balance: The excess of total of credit column over debit 
column of an account on a particular date is called credit balance, The credit 
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balances in a Ledger account may be classified either as liabilities or gains. The 
credit balances of personal accounts indicate liabilities. 


A list of debit balances and credit balances of а concern are given below 1 


Debit Balances | = Credit Balances 
Accrued Interest received Advance Income 
Accrued Income Bank Overdraft 
Advertisement Expenses - Bills Payable 
All losses Capital 
Allowances Commission Received 
Advance Expenses ; Discount Received 
Audit fees Discount on Creditors 
Bad Debts General Reserve 
Bills Receivable Interest Received 
Buildings Income Tax Refund 
= Carriage Inward ~ Loan 
Carriage Outward Miscellaneous Receipts 
Cash in hand Outstanding Expenses 
„ Cash at Bank Premium Received 
Coal and Coke Profit on Exchange 
Commission paid ~- Profit on Revaluation of Assets 
Depreciation Provident Fund f 
Discount Allowed Rent Received 
Drawings Rent from subletting 
Excise Duty Provision for Doubtful Debts 
Family Planning Expenses Provision for Taxation 
Furniture, Fittings and Fixture. Return Outwards/Purchases Return/ 
Heating * Return from customers 
- «Gas f Sales 
General Expenses Sports Fund 
dit Goodwill Sundry Creditors/Due to customers 
2 5 Heritable Property Unclaimed Dividend 
Hire charges Various incomes 
. Import Duty x „гапу other incomes, funds and 
j Import of Goods liabilities 
— Interest paid 
Investment 
" и Тах 
oint Propert 
Land pu 
Law charges 
^ Loan (Dr.) 
Lighting 
Loose tools 


Lossess ( if any) 
Loss on valuation of assets 
Loss on sale of assets 
Loss in Exchange 
m 
iscellaneous Ex; ‘ 
Motive Power nea х | 
Motor charges 
Noting charges 
Operation charges 
Opening Stock/Stock at commence- | " fr 
ment ; 
Provision for Discount on Creditors 


‚„ TRIAL BALANCE? > k $3 2471 


puunene 


Debit Balances Credit Balances 


Repairing Charges ` | 
Rent | 
Return Inwards/Sales Retürn/ Returns 


from customers 


Revenue charges : du 
Royalty Kr 
Salaries 9 
Sales Тах 


Sports Expenses 
Sundry Debtors[Due from customers 
Training Expenses 
Underwriting Commission paid 
Various Expenses 
Water 
Works Manager's Salary 
Wielding Expenses 
X-ray Expenses 

...üny other expenses, losses 

and assets 


Role of a Trial Balance: The role of a Trial Balance is very important № 


in book-keeping, The role of a Trial Balance is discussed below : 

1. All Ledger accounts balances are available in a Trial Balance. 

2. The agreement of a Trial Balance proves the accuracy of arithmetic 
in book-keeping. * 


Ка{ез & Тахез / : m 


3. The final accounts are to be prepared accurately and correctly by - 


the Ledger accounts balances which are available in a Trial Balance. 
4. The gross financial condition and results can be determined from the 
Ledger account balances of a Trial Balance. 


5. The practice of Double Entry System is to be checked by the. 


E 


agreement of a Trial Balance. 

Limitations ofa Trial Balance! А Trial Balance has many limitations. 
The important limilations of a Trial Balance are discussed below : 

(1) A Trial Balance is not a proof of corrcetness of recording and 
posting of transactions. 

(2) The preparation of a Trial Balance is not compulsory doo, 
keeping and the final account may be prepared without preparing a Trial 
Balance. 


(3) The agreement ‘of a Trial Balance does not prove the correctness of ` 


recording and posting of transactions. Because, the errors of omission, errors of 


commission, errors of misposting, errors of principle and compensating errors. 


are not to be detected by a Trial Balance. 


ка Single Entry System үз. Trial Balance 
^ . A Trial Balance is prepared with the balances of all Ledger accounts. . 
"The agreement of both amount columns of a Trial Balance depends upon the 
recording and posting of all transactions in Journal and Ledger. Under Double 
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Entry System, all transactions are recorded’ in the both sides of the accounts. 
But under Single Entry System, generally one side of a transaction Is recorded 
in the books of account, ie the details of cash transactions and transactions 
relating to persons are recorded in the books of account} bat, the details of 
Nominal accounts and transactions relating to assets are not recorded under 
Single Entry System. * 

If the details of recording of transactions under Single Entry System are 
converted to the recording of transactions under Double Entry System, then 

. the preparation of a Trial Balance із possible. 

Is Trial Balance indispensable ? : The preparation of a Trial Balance is not 
compulsory. Because, the details of transactions are not recorded or posted in a 
Trial Balance. If there їз no arithmetical mistake of recording and posting of 
transactions, the preparation of a Trial Balance is not necessary. 

Again, a Trial Balance cannot detect all types of errors of book- 

_ keeping. But it helps to prepare the final accounts correctly and accurately. 
Generally, a Trial Balance is prepared at the end of each accounting perlod. 

- ^ {o Trial Balance a Statement of Assets and Liabilities ?: A Trial Balance 
is not a statement of assets and liabilities. A Trial Balance їз prepared with the 
balances of Ledger accounts which contains assets, liabilities, expenses, incomes, 
losses, gains, etc. So, it cannot be called a statement of assets and liabilities. 

- - Why closing stock is not included in a Trial balance ?: The closing stock 
sis the unsold or unused portion of goods purchased. When goods are purchased, 
the Purchase Account is debited and Cash Account/Creditors Account is credited. 

є The amount of closing stock has already been entered with the Purchase 
Account. So, the inclusion of closing stock is not necessary for agreement of 
_ the totals of both amount columns of a Trial Balance. If the closing stock is 

- included in a Trial Balance, the totals of both ‘amount columns’ are not agree. 
v If, in any case, the balance of adjusted Purchase Account (j.é. Gross 
Purchase less value of closing stock) is given, the amount of closing stock will be 
included in atrial Balance. Then the closing stock will be shown'as an asset in 
a Balance Sheet. Generally, the closing stock is shown in form of an adjustment 
at the time of preparation of final accounts. 

к Errors detected by Trial Balance: All mistakes of book-keeping аге not 
"detected by a Trial Balance, But the following types of errors are generally 
detected by a Trlal Balance : 

(a) Errors of Addition and Balancing : The following types of errors of 

- addition and balancing are to be detected by a Trial Balance: (i) Errors of 

_ addition in both sides of Ledger accounts, (ii) Errors of calculation of Ledger 

- accounts’ balances, (iii) Errors of addition of amount columns of a Trial 
Balance. 

(b) Errors of: posting from Subsidiary Books to Ledger Accounts: The 


following types of errors of posting from subsidiary books to Ledger accounts 
are to be detected by a Trial Balance : 


(i) posting of wrong amount in Ledger Accounts } g^ 
(ii) posting of transactions in wrong sides of Ledger Accounts | 
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(fil) posting of wrong total of subsidiary books in Ledger Accounts } 

(iv) posting of correct amount of a transaction in one side of an account 
and wrong amount in other side of another account from subsidiary books. 

(c) Errors of posting from Ledger Accounts to a Trial Balance: Thé 
following types of errors of posting from Ledger accounts to a Trial Balance 
may be detected by the preparation of a Trial Balance : (i) posting wrong 
amount of balances from Ledger acconnts (ii) posting of correct amount of 
Ledger accounts balances in wrong column (йе. debit column in place of credit 
or vice versa) of a Trial Balance ; (iii) omission of posting from Ledger accounts 
balances to a Trial Balance. 

Errors not detected by a Trial Balance: If the two amount columns of a 
Trial Balance are equal, we may assume that there is no arithmetical mistakes in 
book-keeping. But, on the agreement of the amounts columns of a Trial Balance, 
the following errors may be shown in à Trial Balance : 

(a) Error of Omission: ЇЇ a transaction is completely omitted їп 
recording of Journal and posting in Ledger accounts is called the Error of — 
Ommiíssion. The errors do not effect on the agreement of amount columns of a 
Trial Balance. As for example, goods sold to Pankaj on credit for Rs. 400 in 
the Sales Day Book. But the details of transaction are not posted in Sales 
Account and Pankaj Account. So, the error cannot be detected by the prepara- 
tion of a Trial Balance. 

(b) Error of Commission: Ifa wrong amount ofa transaction is posted 
in both sides of related accounts is called Error of Commission. As for example, 
purchased goods from Moonmoon on credit Rs. 2,000; but posted in the 
Purchases Account Rs. 200 and Moonmoon Account Rs. 200. The error cannot 
be detected by a Trial Balance. 

(c) Error of Principle: A mistake of recording the details of transac- 
tion in an account which is to be debited or credited in another account, is called 
Error of Principle. Suppose, a payments of wages for installation of Plant & 
Machinery for Rs. 400 is debited in Wages Account in place of Plant & 
Machinery Account. The error does not effect on agreement of a Trial Balance. 
So, it cannot be detected by the preparation of a Trial Balance. 

(4) Compensating Errors: The mistakes, which are incurred in such a 
manner that the total of debit balances column and the total of credit balances 
column agree with each other, are called Compensating Errors. For example, the 
receipts from Prodip is Rs. 800 ; but in mistake Prodip Account is credited by 
Rs. 700. Again Rs. 1.300 are paid to Champak; but in mistake Champak 
Account is debited by Rs. 1,200. So, Prodip Account is less credited by Rs. 100 
and Champak Account also less debited by Rs. 100. So, the errors cannot be 
detected by the preparation of a Trial Balance. 

(c) Error of Misposting : A mistake of posting from the subsidiary 
books in correct side of a wrong account in place of correct account їз called 
Erros of Misposting. Suppose, Rs. 4,000 are paid to Pratima, but in mistake, 
Sarama Account is debited in place of Pratima Account. So,the error cannot 
be detected by the preparation of a Trial Balance. 
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Does agreement of a Trial Balance prove freedom from errors of the 
accounts ?: The accuracy and correctness of recording and posting of transac- 
tions in the books of accounts cannot be guaranteed by the agreement of total 
amounts of debit balances column and credit balances column of a Trial Balance. 
Even though, a Trial Balance is agreed with the both columns ; but there may be 
the mistakes like, errors of omission, errors of commission, errors of misposting, 
compensating errors etc. So, a Trial Balance is not a conclusive proof of 
accuracy of entries in the books of account. 

Steps to locate errors through a Trial Balance : For disagreement ofa 
Trial Balance, we are sure that there are arithmetical errors in book-keeping. 
Whatever may be the amount of errors, the selected steps to be taken to detect 
the errors. In many cases, the errors may not be detected at thetime of prepa- 
ration of a Trial Balance, then the disagreed amount is transferred to the 
Suspense Account. After preparation of a Trial Balance or final accounts, the 
mistakes are to be detected and the Suspense Account is to be written off. 
The following steps are to be taken chronologically to locate the errors of book- 
keeping: ` 

First: The amounts of debit balances column and credit balances 

. column of a Trial Balance are to be added again and the amount of difference 
of the Trial Balance is to be ascertained. 

ш Second: The amount of difference is to be divided equally. It is to be 
found out that whether the Ledger accouat balances with the half of difference of 
the Trial Balance. If there is any Ledger account of that amount, it is to examined 
whether {t is correctly posted or not. This type of mistake is occurred when 
the Ledger account balance is posted in the opposit column i.e. it is posted in 

debit column in place credit column or vice versa. 

/ Third : If the difference of a Trial Balance is divisible by 9, the mistake 

may be made for the displaced digit in amount column. The recording of amounts 

E of transactions in Journal, posting in Ledger accounts and Trial Balance may be 
checked. 


| t Fourth; The balances of Ledger accounts and Cash Book are to be 

_ verified. М 

Vig Fifth : The transfers of opening balances of Ledger accounts are to 
be verified. 


Sixth ` Ifthe amount of differences is very big, the present year’s Trial 
Balance is to be compared with the previous year’s Trial Balance. If the opening 
balance of any account is heavily deferred from closing balance, the causes of 
differences are to be checked. 

Seventh + ЇЇ the causes of difference do not ascertain from the above 
steps, then the following checks are to be made to detect the errors : 

(i) The totals of Subsidiary Books are to be checked and the amount of 
carry forward of total of a page to another page is to be verified. 

(ii) The Ledger account posting from Journal proper, Cash Book and 
Day Books is to be checked. 

(iii) The posting of Ledger account balances ina Trial Balance is to 
be verified. : - ‘ 
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(iv) If there are any group accounts (f.e. Debtors, Creditors, etc.) every 
separate account of the group accounts is to be verified. 
(v) Re-casting of Ledger accounts is to be made. 


Suspense Account 

Definition: The account, in which the items which cannot be recorded 
in a proper account for the lack of information or for the errors not yet corrected, 
are recorded, is called Suspense Account. 

If the causes of difference are not detected after verification of recording 
and posting of transactions, then the difference is to be transferred to the 
Suspense. Account and the Trial Balance is to be agreed for a time being. When 
the errors (i.e. causes of disagreement) are to be detected, the Suspense Account 
is to be written off. 

Generally, the Trial Balance is prepared at the time of preparation of final 
accounts. If the Trial Balance does not agree and the causes of differences are 
not ascertained at that time, the amount of difference ís to be transferred to the 
Suspense Account and the Suspense Account is to be shown in the Balance 
Sheet. 

Short-Trial Balance 

Definition : The technique by which the arithmetical accuracy of book- 
keeping is verified without preparation of a Trial Balance is called Short-Erial 
Balance. 

The arithmetical accuracy of recording and posting of transactions may 
be verified by the preparation of a Short-Trial Balance from the list of Ledger 
account balances. At first, the total of Ledger accounts and the total credit 
balances are to be ascertained. If the total of credit balances are equal to the 
half of total Ledger account balances, then we can say that there is по arith- 
metical mistake in book-keeping. Itis betterto say that Short-Trial Balance 
is a short technique of determining the arithmetical accuracy of transactions. 
When the number of Ledger accountsis very small, the technique can be followed 
by the concern. 

. Illustration 1: On Ist January, 1985, Sri Narsima Rao started business 
with Rs, 15,000 in Cash and Rs. 28,000 at Bank. The following were his transac- 
tions during the month : 


1985 ' Rs. 
January 2 Purchased goods in cash 2,000 
4 Purchased goods on credit from Fakirchand 5,000 
6 Paid Wages 4,500 
8 Sold goods on credit to Md. Sabir Ali 15,000 
9 Sold goods in cash 9,000 
10 Received from Md. Sabir Ali by cheque 12,000 
Allowed him discount 100 
14 Paid to Fakirchand (in cash Rs. 1,500 and 
by cheque Rs. 2,750) 4,250 
50 


was allowed discount 
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1985 
January 18 
19 
24 
27 
28 


30 
31 
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Purchased furniture on credit from M/s. Sarmila & Co. 
Purchased a machine and paid by cheque 
Paid commission by cheque 


Deposited into Bank 


Paid advertisement expenses 
Paid to M/s. Sarmila & Co. 
Cheque withdrawn for office purpose 


Paid salary to staff 
Paid rent 


Rs. 

1,300 
22,000 
1,200 
3,500 
2,800 
1,000 
2,900 
2,500 
300 


You are to show the necessary Journal entries and Ledger Accounts and 
prepare a Trial Balance as on 31st January, 1985. 


Solution : 


In the Books of Sri Narsima Rao 
Cash Book (Triple-column ) ( Folio—1 ) 


D |à Libs 
Date Parliculars F.A H Cash | Bank } Date Particulars ras 
SD aaa! Trea ug ӨЙ "3a 
а | Бе. Ев. | Ra, 
1985 ) 1985 
Jan. 1 Po бэр!!а1 Account) 16 15,000 | 28,000 Jan, 2| By Purchases ; 
Being capital Account 10 
е introduced Boing cash paid, 
9 | „ Balos Account | 11 9,000 6 , By Wages 
Being cash Account 17 
^ received | Being cash paid 
10| „ Md, Babir Ali 14 |, Fakirchand 
Account 15| 100 12,000 | Account |14| 50 
Being cash | Being cash | 
received Rs, 1,500 snd | | 
_4 27 | „ Oash Account oheque | 
y Being cash o 8,500 Re. 2,750 paid 
deposited 19 |,, Machinery 
80 | ,, Bank Account Account |18 
"A Being cash 0 2,900 Boing cash paid 
withdrawn 94 | „ Commission 
Account |19 
Being cash paidi 
97 |» Bank Account |O 
Being cash 
deposited 
98 | , Advertisement 
Expenses - 
Account 20 
Being cash paid 
98 | » M/s. Sarmila 
& Oo. Account |81 
Being cash paid 
80 | Cash Account |O 
Being cash 
withdrawn 
31 | „ Salary Account|21 
Being ossh paid 
81 |» Rent Account |99 
Being cash pai 
81 | By Balance c/a 
Feb, 1 26,900 | “43,500 
8,800 | 14,650 


Oash 


Re. 


2,000 


4,500 


1,500 


2,750 


92,000 


1,200 
8,500 


2,800 


1,000 


2,900 


"-— 
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Journal 
Purchases Day Book (Folio—2) 


І.Е. | Amount 
Re. Ra. 


14 5,000 


Particulara 


1985 
Jan, 4 


Fakirchand 
Purchased goods on oredit 


Sales Day Book (Folio—3) 
Dr. Cr. 


Particulars Details 


1985 Rs. Ra. 
Jan. 8 Md. Sabir Ali 15,000 
Bold goods on огей! 
15,000 
L.EF.—11 


Journal Proper (Folio—10) 


Date 1Partioulars 
1985 Re. Rs 

Jan. 18 Farnitare 12 1,800 

To M/s. Barmila & Оо. Dr. 18 1,900 
Being turniture purchased on credit 
Ledger 
Purchases Account (Folio—10) 

Cr. 


Particulars 


Particulars 
1985 | 1985 Re. 
Jan. 2 | To Cash Account |0.B. 1 Jan. 91 | By Balance c/d 7,090 
4| „ Feklrchand | 

Account  P.B. 9 | 
| |.. 7.000 

~ Feb. 1 | To Balance b/a | | 

Sales Account (Folio—11) 

Cr. 


Partlculars Particulars 


Amount 


1985 Re. Rs. 
Jan. 81) To Balanoe o/d 24,000 | Jan. 8 | By Md. Sabir All 15,000 
Account |B.B.8 
9|, Oash Account С.В. 1 9,000 
24.000 94,000 
Feb. 1 | By Balance b/d 000 


12 [ 1185 ] 
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Dr. 
Date 


1985 
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Furniture Account (Folfo—12) 


Particulars 


Jan. 18 | To M/s, Sarmila & Co. | 


Account 


Feb. 1 | To Balance b/d | 


Dr. 


Dr. 
Date 


1985 
Jan. 14 


» 31 


—— 


1985 
Jan. 8 


Feb, 1 


Dr. 


Date 


1985 
Jan, 81 


Particulars 


To Cash Account 
» Bank Account 
» Discount Received 
Account 
» To Balance o/d 


, | Amount Partloulars J.F. 
Rs. 
1,000 By Furniture Account | J. 10 
800 
ааай, 
1,800 
By Balance b/d 
Fakirchand Account (Folío—14) 
Date Partioulars J.F. 
1985 
Jan,4 | By Purchases Account |P.B, 2 
Feb. 1 | By Balance b/d 


Partioulars 


To Bales Account 


То Balanoe b/d 


Particulars 


ШЫ RA 


То Balance o/d 


| J.F. | Amount 


J, 10 


Re. 

1,800 

1,800 - 
1.800 


Capital Account (Folio—16) 


J. F, | Amount | Date 


Rs. 1985 
48,000 Jan. 1 
» 1 
43,000 
Feb, 


1 | By Balance b/d 


{Particulars 


By Balance o/d 


Particulars 


By Bank Account 
» Discount Allowed 
» Balance o/d 


Particulars 


By Cash Account 
» Bank Account 


Cr. 


Amount 


Вз. 
1,800 


1800 
| 900 


Amount - 


Bs. 
19,000 
100 
9,900 


15,000 
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Dr. Cr. 
Date Particulars J.F. | Amount | Date Particulars Amount 
1985 0.В.1) Re 1985 Rs. 
Jan, 6 | To Oash Account 4,500 | Jan, 81 | By Balance c/à 4,500 
[CREME Edictos ius 
Feb. 1 | To Balance b/à 4,600 
Machinery Account (Folio—18) 
Dr. Cr. 
Particulars Particulars J.F, | Amount 
1985 1985 5 Rs. 
Jan. 19 | To Bank Account Jan. 31| By Balance c/à 22,000 
Feb. 1 | To Balance b/d | 22,000 
Commission Account (Folio—19) 
Dr. Cr. 
a аа аы a a 
Date Particulars Date | Particulars J.F. | Amount 
1985 1985 Rs. 
Jan. 24 | To Bank Acoount Jan. 81 | By Balance old 1,200 
Feb, 1 | To Balance b/d 
Dr. 
Date Partioulars Amount | Date Particulars 
1985 Rs. 1985 
Jan, 28 | To Oash Account 9,800 | Jan. 31 | By Balance c/d 
Feb. 1 | To Balance b/d 2,800 


Dr. 


Dato 


Salary Account (Folio—21) 


Date 


Amount 
22245 


Re. 1985 


J.F. 


Particulars 


Particulars 


By Balance o/d 


Particulars 


J.F. | Amount 


Ra. 
2,500 


Cr. 


J.F. | Amount 


By Balance o/d 


1985 
Jan. 31 | To Ossh Account 0.B.1| 2,500 | Jan. 31 
Feb, 1 | To Balance b/à 2,600 
Rent Account (Folio—22) 
Dr. 
Date Particulars ` J.F. | Amount | Date 
1985 Bs. 1985 
Jan. 81 | To Cash Account 0.B. 1 800 | Jan. 81 
== 
Feb. 1 | To Balance b/d 800 


Rs. 
800 
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Discount Allowed Account (Folio—23) 


J.F. 


Particulare 


То Snndries Account (О.В. 1 


To Balance b/d 


Amount Particulars 


Вв. 
100 
100 
100 


By Balance o/d 


Discount Received Account (Folio—24) 


Particulars 


Particulars 


1985 Re, 
Jan. 81 | To Balance o/d By Sundries Account 50 
By Balance b/d 60 
Trial Balance as at 31st January, 1985 
Debit Balances L.F. Amount Credit Balance L.F'Amount 
Вз. Ra. 
Cash Account 0. В.1 8,800 | Discount Received Account 24 50 
Bank Account 0. В.1 | 14,650 | Sales Acccount 11 | 24,000 
Discount Allowed Account 23 100 | M/s, Sarmila & Co, Ao»ount 18 800 
Purohasee Account т 7,000 | Fakirchand Account 14 700 
Furniture Account 10 1,800 | Capital Account 16 | 49,000 
Md, Babir А}! Account 15 3,900 
Wages Account 17 4,600 
Rent Account 99 800 
Machinary Account 18 22,000 
Commission Account Hagel 1,200 
Advertisement Expenses Account | 10 2,800 
Balary Account 21 9,500 
68.050 ] 68,050 
= == 
—————————————— 
Solution of Important Problems 


Illustration 2: The following balances are extracted from the books of 
M/s Ghosh Das & Co. of Jalpaiguri as on 31st December, 1985. You are to 
prepare a Trial Balance as on that date : 


Rs. 

Plant and Machinery 14,000 Capital 
Land and Buildings 6,000 Cash 
Goodwill 10,000 Bank 
Rent Received 300 Stock (1-1-85) 
Salary "S 2,600 Sundry Debtors 
Interest and Dividend Sundry Creditors 

Received 600 Bills Receivable 
Wages 1,200 Bills Payable 
Lighting 300 Sales 
Commission 600 Purchases 
Interest 400 Sales Return 
Drawings 4,800 Purchases Return 


Solation : 


Debit Balances 


TRIAL BALANCE 


In the Books of M/s Ghosh Das & Co 
Trial Balance as at 31st December, 1985 


LF. 


Amount Oredit Balances 


Plant and Machinery 
Land and Buildings 
Goodwill 

Salary 

Wages 

Lighting 
Oommission 

Interest 

Drawinge 

Оазһ 


Bank 

Stock (1--1-85) 
Sundry Debtors 
Billa Receivable 
Parohases 

Bales Return 


Bs. 
14,000 
16,000 
10,000 

9.600 


Rent Received 

Interest and Dividend Received 
Oapltal 

Sundry Oreditors 

Bills payable 

Sales 

Purchases Return 


2.181 


88,600 | 88,600 
Ixan КЕ 


: The Trial Balance of Prajapati Traders prepared by a 
novice. Who cannot agree the Trial Balance. You are requested to find and 
explain the errors inthe Trial Balance and re-draft the Trial Balance. The 
following is the Trial Balance as drafted by the novice : 


Illustration 3 


Trial Balance as at 31st December, 1985 


Dr. Cr. 
Particulars Amount | Amount 
Ra. Ra. 

Purchases 18,000 
Drawings 9,600 
Capital 15,660 
Sales 28,800 
Cash in hand 4,060 
Oash at Bank 8,000 
Btock (Opening) 3,000 
Btook (Olosing, 2,600 
Loan taken 5,000 
Creditors 3,000 
Debtora 9,000 
Rent Recelved 1,000 
Salary paid 2,000 
Sales Return 1,000 
Purchases Return 600 

57,920 | 54,000 

S| ааа 


——-————————_————— 


2.182 HIGHER $В6ОҢОААУ ACCOUNTANCY 


Solution ! 
In the Books of Prajapati Traders 


Trial Balance as at 31st December, 1985 


L.F. | Amount | Amount 


| 
Explanations 1 | 
(1) Drawings Account: The details of cash/goods/assets drawn by the 

proprietor or proprietors, are recorded in this account, It із a personal account, 

So, It is recorded with the debit balances in a Trial Balance. 

(2) Capital Account : The details of cash, stock and assets brought by 

the proprietor or proprietors, are recorded in this account, So, it is a personal 
account and shows a credit balance, It fs recorded with the credit balances. 

(3) Cash at Bank: On deposit of cash or cheque into a Bank, the 
Bank Account is to be debited and shown with the debit balances, 

(4) Closing Stock : The closing stock is not shown with Ledger accounts 
balances in a Trial Balance. Because a portion of unsold ог unused goods is : 
shown in the closing stock. So, the amount of closing stock is not shown in a 
Trial Balance, If the balance of Purchases Account is adjusted with the amount 
of closing stock, then the closing stock will be shown with the debit balances. 

(5) Loan taken} I loan taken from a person or concern, the details of 
loan із to be recorded in this account. So, it is a liabilities and it Is shown with 
the credit balances, 

(6) Rent Received’ The account is to be recorded for the receipt of 
cash for house rent. It is an income and it {sto be recorded with the credit 
balances In a Trial Balance. 

(7) Salary Paid The account is to be recorded for the payment for 
payments of cash for salaries to office staff. So, its an expenses and recorded 
with the debit balances їп a Trial Balance. 

(8) Purchases Return} The account is to be recorded for returns of 

goods which were purchased. So, it shows a credit balance and is recorded with 
the credit balances In a Trial Balance. 
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(9) Sales Return} The account is to be recorded for receipts of goods 
which were returned from customers. So, it shows a debit balance and recorded 
with the debit balances in a Trial Balance. 


Iflustration 4: The following Trial Balance of Sri A. К. Das of Bagnan, 
was drafted by his son, Sri Provat Sundar Das, a Higher Secondary student. 
But due to his defective knowledge of the subject, it had been done incorrectly. 
You are now requested to re-draft the Trial Balance correctly stating your 
reasons for correction t 


Trial Balance 
For the year ended on 31st March, 1986 
Ledger Accounts Debit Credit 
Rs. Rs. 
Capital 1,00,000 
Opening Stock 16,590 
Closing Stock 20,580 
Sundry Creditors 1 12,500 
Sundry Debtors 20,670 
Fixed Assets 79,000 
Gross Purchases 60,920 
Gross Sales 1,02,600 
Returns Inward 2,400 
Returns Outward 1,230 
Carriage Inward ; 800 
Carrlage Outward 1,850 
Import Duty 1,200 
Export Duty 800 
Wages and Salaries 31,400 
Bills Receivable 15,000 
Bills Payable 8,000 
Rent Receivable i 3,800 
Interst Paid 1,100 
Bank Overdraft 11,000 
Cash in hand 380 
Commission Received 870 
Rates and Taxes 1,130 
Discount Allowed 160 
2,50,290 2,50,290 
Кы. жашыны" — 


[ Higher Secondary (Class XI), 1967—adapted ] 


2.182 HIGHER SEGONDARY ACCOUNTANCY 


Solution t 
In the Books of Prajapati Traders 
Trial Balance as at 31st December, 1985 
Dr. Cr. 
QU UR T нан аы ныкей ү Be ин с н ере —.......... 
Particulars L.F. | Amount | Amount 
Rs. Rs. 
Purchases 18,000 
Drawings 9,600 
Capital 15,060 
Sales 98.800 
Савһ 1n hand 4,060 
Cash at Bank 8,000 
Btock (Opening) 8,000 
Loan Taken 5,600 
Debtors ` 9,000 
Oreditorg 8,000 
Rent Received 1,000 
Salary Paid 2,000 
Bales Return 1,000 
Purchases Return 600 
54.660 | 154600 - 


Explanations : 

(1) Drawings Account : The details of cash/goods/assets drawn by the 
proprietor or proprietors, are recorded in this account. It is a personal account. 
So, it is recorded with the debit balances in a Trial Balance. 

(2) Capital Account : The details of cash, stock and assets brought by 
the proprietor or proprietors, are recorded in this account. So, it is a personal 
account and shows a credit balance. It Їз recorded with the credit balances. 

(3) Cash at Bank: On deposit of cash or cheque into a Bank, the 
Bank Account is to be debited and shown with the debit balances. 

(4) Closing Stock : The closing stock is not shown with Ledger accounts 
balances in a Trial Balance. Because a portion of unsold or unused goods is 
shown in the closing stock. So, the amount of closing stock is not shown in a 
Trial Balance. If the balance of Purchases Account is adjusted with the amount 
of closing stock, then the closing stock will be shown with the debit balances. 

(5) Loantakeü : If loan taken from a person or concern, the details of 
loan is to be recorded in this account. So, it is a liabilities and it is shown with 
the credit balances. 

(6) Rent Received: The account is to be recorded for the receipt of 
cash for house rent. It is an income and it isto be recorded with the credit 
balances In a Trial Balance. 

(7) Salary Paid: The account is to be recorded for the payment for 
payments of cash for salaries to office staff. So, it Is an expenses and recorded 
with the debit balances in a Trial Balance. 

(8) Purchases Return: The account 1з to be recorded for returns of 
goods which were purchased. So, it shows a credit balance and is recorded with 
the credit balances in a Trial Balance. 
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(9) Sales Return: The account is to be recorded for receipts of goods 
which were returned from customers. So, it shows a debit balance and recorded 
with the debit balances in a Trial Balance. 

Illustration 4: The following Trial Balance of Sri A. К, Das of Bagnan, 
was drafted by his son, Sri Provat Sundar Das, a Higher Secondary student. 
But due to his defective knowledge of the subject, it had been done incorrectly. 
You are now requested to re-draft the Trial Balance correctly stating your 
reasons for correction : 


Trial Balance 
For the year ended on 31st March, 1986 


Ledger Accounts Debit Credit 
Rs. Rs. 
Capital 1,00,000 
Opening Stock 16,590 
Closing Stock 20,580 
Sundry Creditors р 12,500 
Sundry Debtors 20,670 
Fixed Assets 79,000 
Gross Purchases 60,920 
Gross Sales 1,02,600 
Returns Inward 2,400 
Returns Outward 1,230 
Carriage Inward А 800 
Carrlage Outward 1,850 
_ Import Duty 1,200 
Export Duty 800 
Wages and Salaries 31,400 
Bills Receivable 15,000 
Bills Payable 8,000 
Rent Receivable 1 3,800 x 
Interst Paid r 1,100 
Bank Overdraft 11,000 
Cash in hand 380 
Commission Received 870 
Rates and Taxes 7,130 
Discount Allowed 760 
2,50,290 2,50,290 
Ea piet oreta 


[ Higher Secondary (Class XI), 1967—adapted ] 
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Solution ! In the books of A. K. Das 
Trial Balance as at 31st March, 1986 (corrected) 
| 


Name of Accounts Dr. Or. Reasons for Correction 


Capital 
Opening Stock 
Sundry Creditora 
Sundry Debtors 
Fixed Assets 
Gross Purchases 
Gross Sales 
Returns Inward 
Returns Outward 
Oarriage Inward 
Oarriage Outward 
Import Duty 
Export Duty 
Wages & Salaries 
Bills Receivable 
Bills Payable 
Rent Receivable 
Interest Paid 
Bank Overdratt 
Oash in hand 
Commission Received 
Rates & Taxes 
Discount Allowed 


—14 is an expense ; во, it has a debit balance. 
—1 is an expense ; so, it has a debit balance, 


8,800 |—1% is an income ; so, it has а oredít balance. 
—It is an expense ; so, it has в debit balance. 
11,000 |—Tt is a lability ; 80, 16 has э oredit balance, 


—It is а oxpense ; so, it has а debit balance 
2,40,000 | 


Information to Learners: (1) The closing stook 1s the {tems of adjustment and doss not 
inolude in the Trial Balance, (2) There ів no balance of Rent Account, So the Rent receivable is 
not adjusted in а Trial Balanse. 


Illustration $: From the following particulars draw up a Trial Balance 
as at 31st December, 1985 : 


Capital Rs. 2,00,000 ; Investment Rs. 30,000 ; Goodwill Rs. 50,000 ; Sales 
Rs. 6,00,000; Land and Buildings Rs. 1,50,000 ; Plantand Machinery Rs. 1,80,000; 
Furniture and Fittings Rs. 30,000; Creditors Rs. 20,000; Opening Stock 
Rs. 35,000; Purchases Rs. 3,98,000; Wages Rs. 12,000; Salaries Rs. 13,000 ; 
Rent Rs. 6,000; Rates and Taxes Rs. 2,500; Insurance Premium Rs. 1,500 ; 
Loan (Cr.) Rs. 50,000 ; Advertisement Rs. 4,000; Bad Debts Reserve Rs. 5,000 ; 
General Reserve Rs. 40,000 ; Bad Debts Rs. 5,500 ; Rent Received Rs. 2,500. 


| Solution : Trial Balance 
as at 3lst December, 1985 


«Debit Balances L.F. | Amount Oredit Balanoes 
Е а 
Rs. Вв, 

Investment | 80,000 Capital 9,00,000 
Goodwill 50,000 Bales 6,00,000 
Land and Butldings | 1,50,000 Oreditors 90,000 
Plant and Machinery | 1.80,000 Loan 50,000 
Furniture & Fittings 3,000 General Reserve 40,000 
Opening Stock 85,000 Bad Debts Reserve 6.000 
Purchases | 8,98,000 Rent Received 9:500 
Wages 19,000 % 
Salaries | 18,000 

Rent 6,000 

Rates and Taxes 2,500 

Insurance Premlum 1.600 

Advertisement 4,000 

Bad Debts 5,500 

317,500 31700. 
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Illustration 6 : Prepare a Trial Balance from the following Ledger Account 
balances as on 31st December, 1985: Loan from others Rs. 4,000; Loan 
given to others Rs. 2,000 ; Purchases Rs. 25,000 ; Sales Rs. 45,000 ; Sales Return 
Rs. 1,200; Purchases Return Rs. 800 ; Capital Rs. 16,720 ; Drawings Rs. 4,000 ; 
6% G. P. Notes Rs. 8,000; Interest on loan given Rs. 600; Interest on Loan 
from others Rs. 800 ; Interest on 6% С. P. Notes Rs. 480 ; Sales Tax Кз, 1,200; 
Insurance Premium Rs. 900; Insurance Claim Rs. 2,500; Furniture Rs. 2,000 ; 
Plant & Machinery Rs. 16,000 ; Repairs & Renewals Rs. 4,000. 


Solation ! 
In the Books of......... 
Trial Balance 
as at 31st December, 1985 
Debit Balances Oredit Balances T.F. | Amount 
Ra, 
Loan given to others Loan from others 4,000 
Purohases Sales 45,000 
Sales Return Purchases Return 800 
Drawings Oapltal 16,720 
6% G. P. Notes Tnterest on Ioan given 600 
Sales Tax Interest on 6% G. P. Notes 480 


Interest on loan from others 
Insurance Premium 
Insurance Claim 

Furniture 

Plant & Machinery 

Repairs & Renewals 


61,600 


Illustration 7: The following balances are extracted from the books of 
Sri Bhabatosh Ganguli of Barasat as on 30th June 1986. You are requested to 
draw up a Trial Balance as on that date. 

Motor vans Rs. 8,000; Bills Receivable Rs. 6,000 ; Deposits with Bank 
Rs. 52,000; Capital Rs. 1,20,000; Cash Rs. 11,000; Miscellaneous Receipts 
Rs. 1,000 ; Bank Loan Rs. 45,000 ; Investment Rs. 21,400; Discount Received 
Rs. 5,2200; Coal, gas, water Rs. 8,600; Profit from Sale of old Machinery 
Rs. 6,400; Stock on July 1, 1985 Rs. 16,000; Stores Rs. 2,500} Export duty 
Rs. 7,900 ; General Reserve Rs. 30,000 ; Income-tax Refund Rs. 3,400; Purchases 
Rs. 56,000; Machinery Rs. 16,400; Land and Buildings Rs. 80,000 ; Postage 
Rs. 400} Repairs Rs. 2,100 ; Rates & Taxes Rs. 2,500 ; Provision for Doubtful 
Debts Rs. 9,600; Sales Rs. 1,50,000 ; Personal Account Balance Rs. 3,000; 
Furniture Rs. 10,000 ; Goodwill Rs. 66,800. 
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In the Books of Bhabatosh Ganguli 
‘frial Balance as at 30th June, 1985 


Solution : 


Debit Balance L.F. | Amount Oredit Balances (L.F. | Amount 
Rs, ; Re. 
Motor Vang 8,000 Capital 1,20,000 
Bill Recelvabla 6,000 Miscellaneous Recelpts | 1,000 
Deposits with Bank 62,000 Bank Loan | 45,000 
Сазһ 11,000 Discount Received 6,200 
Investment 21,400 Profit from Sale of old 
Coal, gas, water 8,600 Machinery 6,400 
Btock 186 July, 1985 16,000 General Reserva 80,000 
Btorea 9,500 Income-tax Refand | 8,400 
Export Duty 7,900 Provision for Doubtful Debts | 9,600 
Purchases 156,000 Sales 1,50,000 
Machinery 16,400 
Land and Buildings 80,000 
Postage 400 
Repairs 2,100 
Rates and Taxes 2,500 
Personal Account Balance 8,000 
Furnitures 10,000 
Goodwill 66,800 
3,710,600 8,70.600 


Yllustration'8 : 


Returns Outward 
Opening Stock 
Salaries 
Creditors ` 
Bank 
Carriage Inward 

» Rent Received 
Discount Allowed 
Purchases 
Bills Payable 


Solution | 


Dr. 


Debit Balances 


Opening Stock 
Salaries 

Bank 

Oarriaze Inward 
Discount Allowed 
Purchases 
Debtora 

Carriage Outward 
Machinery 
Returns Inward 
Trade Expenses 
Buildings 


Dr. Cr. 

Rs. Rs. 
16,000 Debtors 15,000 
34,200 Carriage Outward 5,000 
12,000 Capital 55,200 
28,000 Machinery 18,000 
45,000 Returns Inward 3,000 
6,000 Discount Received 4,000 
3,000 Trade Expenses 6,000 
2,000 Sales 1,40,000 
1,00,000 Buildings 20,000 

20,000 
2,66,200 2,66,200 
[ Н. S. Council Examination, 1981 ] 
In the Books of......... 
Trial Balance аз:а{......... 

Cr. 


Oredit Balanoes Amount 


Ra. Re. 
94,200 Returns Outward 16,000 
12,000 Creditors 28,000 
45,000 Rent Recelved 3,000 

6,000 Bills Payable 20,000 

2,000 Capital 65,200 

an Сү Received 4,000 
í es 

5,000 1,40,000 
18,000 

8,000 

6,000 


2,66,200 


TRIAL BALANCE 2.187 


Illustration 9 : Prepare a Trial Balance as at 31.12.1979 from the following 
Ledger Balances : 

Capital Rs. 40,000; Purchases Rs. 36,000; Discount Rs. 1,200 ; Carriage 
Inwards Rs. 8,700; Carriage Outwards Rs.2,300; Sales Rs. 60,000; Return Inwards 
Rs. 300; Return Outwards Rs. 700 ; Rent and Taxes Rs. 1,200; Plant & Machi- 
nery Rs. 10,700; Stock on 1-1-1979 Rs. 15,500; Sundry Debtors Rs. 20,200; Sundry 
Creditors Rs. 12,000 ; Commission Rs. 1,800; Cash in hand Rs. 100; Cash at 
Bank Rs. 10,100 ; Motor cycle Rs. 4,600 ; Stock on 31-12-1979 Rs. 18,300. 

[ H. S. Council Examination, 1979 ] 


Solution : 
In the Books of......... 
Trial Balance as at 31st December, 1979 
Debit Balance Amount Oredit Balances Amount 
Ба. Ев, 

"Purchases" ^ 36,000 Ospltal 40,000 

Discount 1,200 Bales 60,000 

Oarriage Inward 8,700 Returns Outward 700 

Carriage Outward 9.800 Sundry Oreditors 12,000 
Retarns Inward 300 
Rent and Taxes 1,200 
Plant and Machinery 10,700 
Stook on 1-1-1979 15,500 
Sundry Debtors 20,200 
Commission 1,800 
Onsh in hand 100 
Cash at Bank 10,100 
Motor oycle 4,600 


Information of Learmers : Closing stook is not an item of a Trial Balance, It, there is an 
adjasted purohase the closing stook will be included with debit balances in a Trial Balance. 


Illustration 10: You are to prepare to Trial Balance from the following 
Ledger Balances of Mr. Gorachand Dass of Agartala as on 31st December, 1985 
using Suspense Account if necessary j Capital Rs. 9,00,000; Bank Loans 
Rs. .1,50,000 ; Purchases Rs. 2,10,000; Fixed Assets Rs. 9,20,000 3 Sales 
Rs. 4,10,000 ; Current Assets Rs. 3,50,000 ; Stock in trade at the starting of the 
business Rs. 80,000 ; Current Liabilities Rs. 1,80,000 ; Export duty Rs. 3,000 3 
Import duty Rs. 6,000 ; Wages Rs. 55.000; Salaries Rs. 35,000 ; Miscellaneous 
Receipts Rs. 12,000 ; Miscellaneous Payments Rs. 18,500. 


Solution : 


In the Books of Mr. Gorachand Dass 
Trial Balance as at 31st December, 1985 


Debit Balanees .F. Oredit Balances ш. Amount 
| m 410000 
Рагоһавез 2,10,000 Sales 710, 
Fixed Assets 9,20,000 | — Ourrent Liabilities espera 
Quxrenít Assets 8,50,000 Oapital EA 
Stock in trade (Opening) 80,000 Bank Loan КООШ 
Export Duty 3,000 | ' Miscellaneous Receipts ү 36/600 
Import Duty 6,000 Buspense Account : 
Wages 55,000 4 
Balaries 85.000 
Miscellaneous Payments 18,500 
16000 1677500 
———— 
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Illustration 11: From the following list of balances prepare a Trial 
Balance : Р 


Rs. Rs. 
Capital A/c 1,00,000 Opening Stock A/e 15,000 
Debtors A/c 20,00 Creditors A/c 20,000 
Fixed Assets A/c 92,000 Purchases A/c 70,000 
Sales A/c 1,10,000 Returns Inward A/c 2,000 
Returns Outward A/c 1,000 Wages & Salaries A/c 30,000 
Bills Payable A/c 5,000 Bills Receivable A/c 15,000 
Bank Overdraft A/c 11,000 Rent A/c 6,000 


[ Н. S. Examination, 1982 ) 


Ored!t Balances 


Debtors Ajo — Alo 
Fixed Assets Ale Alo 
Opening Btock A/e k Returos Onward Alc 
Ale 10,000 Bills Payable A/o 
Returns Татай A/e 9.000 Bank Overdraft A/o 
Wi Salaries 80,000 Oteditors Alo 
6, 


Exercises 


(A) Essay'type Answer Questions 
1. What is a Trial Balance ? Why do we prepare a Trial Balance ? Does 
it always prove the arithmetical accuracy of books ? 
[ C. U. Pre-Uniy., 1962 ; B. U., 1966 ; Eat., 1968 ; C. U. B. Com., 1962 ] 
[Ans : Weite trom ‘Tréal Balanes’ (P 8.167) and ‘Utilities of а Trial Balance! (P 9.165) | 
2. (a) What are tho objects of preparing a Trial Balance ? Is it a Ledger 
Account? If not, explain why. 
(b) On which side of the Trial Balance would you expect to find under- 
noted Items? Give reasons for your answer; (/) Rent payable Account; (i) 
Return Outwards Account; (il) Carriage Outwards Account; (iv) Gross 
Profit. [ Higher Secondary (Class XI), 1965 ) 
[Ans.: Write trom ‘Utilities of a Trial Balanee’ (P 9.168) and ‘Is Trial Balance an 
Aceount (Р 2,167) ] 
3. What are the errors which cannot be detected through the Trial 
Balance ? Explain these errors with sultable examples. 
[ Higher Secondary (Class XI), 1960 & 1967 ; С, U, B. Com., 1965 ] 
[Ans,: Write from 'Errers not detected by a Trial Balance’ (P 9.178) | 


TRIAL BALANCE 2.189 


4, “A Trial Balance is not a conclusive proof of accuracy of entries in the 
Books of account."—Discuss the statement. 

[ Higher Secondary (Class XI), 1962 ; C. U. B. Com., 1983 ] 

{ Ans.: Write from 'Errora not detected by a Trial Balance’ (P 8.175) ) 

5. Tabalate the steps that you will take if you find that Trial Balance 
prepared out of a set of books uader your control does not agree. 
[ C. U. B. Com., 1967 ) 

[ Ans.: Weite trom ‘Steps to locate errors’ (Р 2.174) 

6. State on what side of the Trial Balance you would expect to find the 
following balances giving reasons for your answer : 

(f) Capital Account, (i/) Purchases Account, (I) Returns Inward, 
(vy) Bank Overdraft, (у) Drawings, (vf) Furniture. ГС. U. 1948 ] 

[ Ans.: Welte from ‘List of Debit and credit balances’ (Р 8.170) | 

7. What is a Trial Balance ? What are its utilities ? 

(H.-S. Council Examination, 1980 ] 

[ Ans.: Welte teom ‘Trial Balance’ (P 2,107) and ‘Utilities of а Trial Balanes’ (P 9.168) | 

8, What is a Trial Balance ? Is Trial Balance a Ledger Account ? If not 


1 explain why ? [ Tripura Н. S., 1981 ] 
[Ans.: Write trom ‘Trial Balance’ (P 9.167) and ‘Ie Trial Balance an Ledger Account Y 
(Р 9.107) } 


9. Isthe Trial Balance indispensable? Justify your answer. 
( W. В. Н. S. Examinatlon—1981 ) 


[ Ans.: Write from ‘Ie Trial Balance indispensable ?' (Р 2,178))* 
10. “A Trial Balance їз only a prima facíe evidence of the arithmetical 
accuracy of records"—Do you agree? State with reasons. 
( Specimen Questions of Н. S. Council—1984 ] 
( Ans.: Write (rom ‘Trial Balance’ (P 2.167) 
11. Is Trial Balance a statement of Assets and Liabilities ? 
[ Specimen Questions of Н. S. Council, 1980 ] 
(Апе, Write (rom ‘Ie Trial Balance a Slalement of Amets and Liabilities" (P 2.178) ) 
12. Does agreement of Trial Balance prove freedom from errors of the 
Accounts ? [ Tripura Н. S., 1979 ] 
(Ane. : Write trom ‘Trial Balance’ (Р 2.107) | 


13, Give names of different systems of preparing Trial Balance. 
7” е [ Tripura Н. S., 1979 ] 


1 Ans.: Weite trom ‘Trial Balance’ (P #.167)) 

(B) Short-type Answer Questions : 

1. Write а short notes on : (a) Suspense Account, (b) Trial Balance. 
(Апе, : Welte from '(a) "Buspenee Account (P 9.178) (b) Trial Balance (P 9.107) | 


(C) Practical Questions : 
1. Journalise the following transactions, post them into Ledger accounts 
and draw up a Trial Balance. 


ian gia уа ju». 18 Received f E 
- t an. eceived from 
Jan. 1 оне. business 25000 X; E Bose 1610 
goods for cash 18 19 Parchased Furniture 
3 "eed for cash 22,300 22 Paid commission 900 
7 Purchased goods 25 Paid advertisement 
from D. K. Sarkar 15,800 " р нөн 
t 2,000 
sx 200 31 Paid salaries 3,200 


F. E Bop а п 
оте d 4 [Ans,: Total of Trial Balance Re, 79,000) 


ae EEE c—— 0 


, [LJ of 


1983 bB re 
Jely 1 Started bunten whch Му 7 Сна мы оа 6000 
Ra 10000 be Cui. М Воена pests — 1400 

Ra 12000 ie Peretere d 1S Received fom В #0 

Wa. о be Бейне 19 йен intet 0 

1 Ferhend goods vn 12 Raterned goods to А ЖО 
ete from А im В йен Ты Fuld i 

9 Fed Wagn 10 — , Misi goede la euh 200 

& Sold goed: to B naw M Fold Sales Tar xo 


TUM Ue Lcx JE 
Mm 


me 
L3 i Соргы 
Па pore Mb utens ый жна шу itin 
ЫЯ 
Jom, 2 Ы р юй внын 0000 Jan. 18 Cash sales 10 
y Percbentd pots on a 10 Cash Parehas кю 


еса 


(ава. маі df ний ойнын Rakim | 
were the Ledger balances ба the books of Sen. Pratima 


M DU amd wt oo 


Галь. Пан f ный Baena Me mam | 


+ You are reputed to prepare à Trial Boletos з af thet Омеей, 
(om (he fettowing Ladyn Belemas of Porseetiom Porte of Модароне I 


n. h 
поча ою Diten юл 
Ad omes азем Clovis bid Cresnon IE 
ET $490 Carriage lovend [К 
Opening Моа M — Carvings Outward = 
Crorteg Mord эю Сны naa 
Penders Aeterna 10 О Lt d 
Sales Retro MY 


LIN a Prod Adone TL 


é fri Bendar Singh commenced his basissts on int ему, 1903, with 
Wa. 23/30 1а cah asd a Factory Lasd worth Ra, 12/40 es bis Сер. Hi 
tresrecttons for the бги mosth were s follows 


ipes 
Jas., 1 Deposited cesh isto а sewiy opened 
Deed Аесоче! 


3 Perchased on credit a machiae from 
Ms. Jel Tradiag Co, Ltd. for Re. 12/00 
leni Trade Discount м % 
7 Bow Forniture and pold by à cheque "m 
Pabd fot vondry stationery articien »» 
10 Рана goods on credit from D. Petra ie 
1% РМ оа оова to 
M/s, Jal Trading Co. Lid. by а Cheque tam 
19 Sold goods for cash m 
11 Soli goods oa credit to Mis U. К. Dos 
A Sons for Ra 30000 
tear Trade Омон ot 5 
м Perches goods for сый 
25 Paid off D. Patre te fli by è оре 
39 Recetved from Mos. О. К. Ом А Soon. 
9i part payment of there дее» o cheque. 
онр deposited ito Beat 


Н 
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2. Journalise the following transactions in the books of Bhajanlal, post 
them into Ledger accounts and prepare a Trial Balance as on 3ist July, 1985: 


1985 Ёз. 1986 Rs. 
July 1 Started business with July 7 Cash paid to A 6,000 
Rs. 10,000 in Cash, 11 B returned goods 1,000 
Rs. 12,000 in Furniture & 15 Received from B 9,800 
Rs. 50,000 in Buildings 19 Received interest 400 
2 Purchased goods on - 22 Returned goods to A 500 
credit from A 8,500 28 Income Tax Paid 200 
3 Paid Wages 1,500 29 Sold goods in cash 2,000 
6 Sold goods to B 12,000 ` 31 Paid Sales Tax 300 


[Ans.: Total of Trial Balance Rs. 88,900 ] 
3. The following were the Ledger accounts balances in the book of 
Sri Gopal Das Nag of Nabadwip on Ist January, 1986 : 
Cash Rs. 6,200; Furniture Rs. 1,800; Creditors Rs. 2,500 ; Debtors 
Rs. 4,500 ; Capital Rs. 10,000. 
The following were hís transactions for the month of January 1984 : 


1986 Rs. 1986 Rs. 
Jan. 2 Sold goods on credit 9,000 Jan. 18 Cash sales 3,200 
3 Purchased goods on 20 Cash Purchases 3,700 
credit 5,300 
8 Received from debtors 12,700 22 Paid salaries & wages 2,100 
14 paid to creditors 6,500 29 Purchases furniture 600 


Show the necessary journal entries, post them in Ledger account and 

prepare a Balance Sheet. 
5 [ Ans.: Total of Trial Balance [28,500 | 

4. The following were the Ledger balances in the books of Sm. Pratima 
Sen on Ist April, 1986: 

Cash Rs. 3,200 ; Ramanath Account Rs. 4,200 (Dr.); Kalipada Account 
Rs, m (Cr.)1 Bank Rs. 7,500 ; Plant & Machinery Rs. 12,800 ; Capital Account 
Rs. 24,500. 


The following are transactions during the month of April 1986 : 


1986 . F Rs. 1986 Rs. 
April 2 Cash purchases 2,000 April 18 Paid rent 700 
Cash sales 3,500 22 Purchased goods on 

4 Sold goods on credit credit from Kalipada 
to Ramanath 8,000 Account 2,700 
6 Purchased goods on 23 Sold goods on credit to 
credit from Ramanath ^ 
Kalipada 7,200 28 Received from Ramanath 800 
10 Paid Cash to Kalipada 9,100 Allowed him discount 50 
Was allowed discount 150 Paid to Kalipada 1,400 
15 Received from Was allowed him 
Ramanath 10,300 discount 40 
Allowed him discount 200 31 Paid wages and salaries 1,300 


Show the necessary Journal entries, post them in Ledger accounts and 
prepare a Trial Balance. 


[Ans.; Total of Trial Balance Ез. 39,800 ] 
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5. You are requsted to prepare a Trial Balance as at 31st December, 1985, 
from the following Ledger Balances of Purusottam Panda of Midnapore : 


Rs. Rs. 

Purchases 30,000 Debtors 10,000 
(Adjusted against Closing Stock) Creditors 8,000 
Sales 65,000 Carriage Inward 1,200 
Opening Stock ` 25,000 Carriage Outward 800 
Closing Stock : 30,000 Capital 28,200 
Purchases Return 2,000 Drawings 8,200 
Sales Return 3,000 Cal 


[Ans.: otal of Trial Balance Rs. 1,03,200 | 


6. Sri Sardar Singh commenced his business on 1st January, 1985, with 
Rs, 23,000 in cash and a Factory Land worth Rs. 12,000 as his Capital. His 
transactions for the first month were as follows : 


1985 Rs. 
Jan. 1 Deposited cash into a newly opened 
Bank Account 20,000 
2 Purchased on credit a machine from 
M/s. Jai Trading Co. Ltd. for Rs. 12,000 
less Trade Discount at 5% 


7 Bought Furniture and paid by a cheque 750 

Paid for sundry stationery:articles 200 

10 Purchased goods on credit from D. Patra 1,140 
15 Paid on account to » 

M/s. Jai Trading Со. Ltd. by a Cheque 5,000 

19 Sold goods for cash 575 


21 Sold goods on credit to M/s. U. K. Das 
& Sons for Rs. 3,000 
less Trade Discount at 7% 
24 Purchased goods for cash 1,900 
25 Paid off D. Patra in full by a cheque 
28 Received from M/s. U. К, Das & Sons, 
as part payment of their dues a cheque, 


directly deposited into Bank 1,800 

30 Sri Singh withdrew from Bank 
for his ownzexpenses 250 

Sri Singh withdrew goods for 
his household consumption 50 
31 Withdrew from Bank for office 1,500 
Paid the following in Cash: Wages 350 
Salaries 800 


Sundry Expenses 200 
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You are requested to record the above trangactions into necessary Day 
Books and Ledger Accounts and prepare a Trial Balance as at 31st January, 1985. 
[ Higher Secondary (XD), 1966— Adapted ] 

[Ans.: Total of Trial Balance Вз. 44,765 | 


7. Prepare the Trial Balance with the following Ledger balances— 
Stock (Opening) Rs. 5,900 ; Capital Rs. 58,000; Purchases Rs. 90,000 ; Sales 
Rs. 2,40,000; Purchases Return Rs. 1,000; Sales Return Rs. 2,500; Wages 
Rs. 30,000; Reserve Rs. 5,000; Salary Rs. 15,600; Coal and Electricity 
Rs. 1,200; Carriage Rs. 800; Land and Building Rs. 1,25,000; Furniture 
and Fixture Rs. 10,000 ; Cash at Bank Rs. 15,000; Cash in hand Rs. 1,500; 
Sundry Creditors Rs. 18,000 ; Sundry Debtors Rs. 24,500. [ B. U. Ent., 1966 ] 

[ Ans.: Total of Trial Balance Rs. 8,222,000 | 


8. The following information was ascertained from the Books of M/s. 
Roy, Mitra & Co. for the year ended 30-9-1985 : 
Advertisement Rs. 25,000; Trade Expenses Rs. 12,000 ; Land & Buildings 
Rs. 70,000; Plant & Machinery Rs. 30,000; Purchases Rs. 2,50,000; Patent 
Rights Rs 1,00,000; Sundry Debtors Rs. 1,70,000; Carriage Outwards 
Rs. 5,000 ; Carriage Inwards Rs. 3,400 ; Interest paid on Loan Rs. 1,800 ; Salary 
Rs. 24,000; Wages Rs. 32,000; Furniture & Fixture Rs. 36,000; Return 
Inwards Rs. 1,900: Drawings Rs. 10,000; Investments Rs. 45,000; Bank 
Balance Rs. 10,000; Sales Rs. 4,80,000 ; Interest & Dividend from Investment 
Rs. 3,600 ; Loan Account Rs. 1,00,000 ; Commission Received Rs. 400 j Capital 
Rs. 1,50,000 ; Sundry Creditors Rs. 1,61,500 ; Stock (1-10-1984) Rs. 69,400. 
You are requested to prepare a Trial Balance as at 30-9-1967 of M/s. Ray, 
Mitra & Co. [ C. U. Pre. Univ., 1968—adapted ) 
| Ans, ; Total of Trial Balance Re. 8,95,600 | 


9, The undermentioned balances were extracted from the books of 
Sri N. Kundu as on 31st March, 1985. Үоп аге asked to prepare therefrom а 
Trial Balance as on that date : 

Capital Rs. 78,000; Stock on 1-4-84 Rs. 5,000; Leasehold Premises 

Rs. 46,000 ; Furniture and Fixture Rs. 13,500 ; Plant and Machinery Rs. 35,000 ; 

Purchases Rs. 78,900 ; Sales Rs. 1,30,620 ; Discount Received Rs, 470 ; Discount 

Allowed ‘Rs. 540; Carriage Outwards Rs. 120; Carriage Inwards Rs. 230; 

Return Inwards Rs. 1,500; Return Outwards Rs. 380; Wages and Salaries 

Rs. 17,680; Rates and Taxes Rs. 1,370; Rent Recoverable Rs. 530; Sundry 

Expenses Rs. 1,660; Trade Creditors Rs. 22,760; Book Debts Rs. 34,000; 

Drawings Rs. 3,000; Bills Payable Rs. 1,140} Cash in hand Rs. 1,200; Bank 
Loan Rs. 5,800 ; Closing Stock Rs. 3,900. 

[Higher Secondary (Class XI), 1964—adapted ) 

[ Ans.: Total of Trial Balance Re. 2,39,700 | 
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10. Correct the following Trial Balance drawn up by a novice: 


Dr. Cr. 
Rs. Rs. 

Capital 20,000 
Furniture and Fixtures 2,000 
Deposit with Bank 15,000 
Interest Received from Bank 750 
Miscellaneous Receipts 1,500 
Sundry Creditors 2,500. 
Sundry Debtors 7,000 
Discount Allowed 500 
Discount Received 400 
Purchases 60,000 
Sales 80,000 
Returns Inward 1,000 
Returns Outward 1,500 
Carriage Inward 1,500 
Carriage Outward 1,000 
Salaries and Wages 5,000 
Miscellaneous Expenses 2,000 
Cash in hand 250 
Opening Stock 11,400 
Closing Stock 5,700 

1,09 500 1,09,500 


[ Higher Secondary (Class XI), 1962—adapted ] 
[Ans.: Total of Trial Balance Rs. 1,006,650 ] 


11. Make out a Trial Balance from the following Balances as on 31st 
December, 1985 1 

Repairings Rs. 500 ; Sales Rs, 25,000 ; Sundry Debtors Rs. 6,000 ; Sundry 
Creditors Rs, 1,000; General Trade Expenses Rs. 1,200; Interest Received 
Rs. 120; Rent Rs. 250; Purchases Return Rs. 200; Wages Rs. 2,000 ; Discount 
Received Rs. 180; Purchases Rs. 20,000; Reserve for Bad Debts Rs. 200; 
Fixtures Rs. 500 ; Capital A/c Rs. 30,000 ; Carriage and Freight Rs. 500; Plant 
and Machinery Rs. 6,000; Sales Return Rs. 300 ; Buildings Rs. 3,000 ; Horses 
and Carts Rs. 2,000 ; Balance at Bank Rs. 2,300; Loan Advanced Rs, 2,000; 
Cash Balance Rs. 10; Travelling Expenses Rs, 600; Stock Ist January 1985 
Rs. 5,000 ; Office Salaries Rs. 1,200 ; Discount Allowed Rs. 220 ; Drawings A/c 
Rs. 2,500; Rates, Taxes & Insurance Rs. 1203 Closing Stock Rs. 9,000; 
[ Higher Secondary (Class XI), 1961—adapted ] 


Commission. Rs.:500. 
[Ans.: Total of Trial Balance Rs. 56,700] 


12. The undermentioned Trial Balance of Messrs. Ram-Rahim Co., has 
been wrongly drawn. You are to re-draft the same correctly, stating reasons 


for your corrections : 
13 [ 11°85 ] 
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Trial Balance for the Year ended on 31st December, 1985 


Dr. Cr. 
Rs. Rs. 
Stock in trade (1-1-1985) 2,640 
Capital Account 15,560 
Drawings Account 5,640 
Leasehold Premises 7,410 
Sales 27,560 
Dues from Customers 5,300 
Purchases 12,680 
Purchases Return 2,640 
Sales Return } 980 
Bank Loan 500 
Reserve Fund 2,000 
Trade Creditors 5,280 
Closing Stock 2,960 
Trade Expenses 4,880 
Cash in hand 1,420 
Bills Payable 1,000 
Salary and Wages 5,980 
Rent, Rates and Taxes 4,650 
Bills Receivable 2,960 
54,540 757,500 _ 


[ Higher Secondary (Class XI), 1969—adapted ] 
[Ans.: Total of Correct Trial Balance Rs. 54,540 | 


Note; The closing stock is not an item of a Trial Balance. 

13. The following Trial Balance for the year ending 3lst December, 
1985, has been placed by a Book-keeper for preparation of final accounts of 
atrader. Re-draft the same and state the nature of mistakes in each case : 


Dr. Cr. 
Rs. Rs. 
Stock at Dec. 31, 1985 10,100 
Capital Accounts : 
B 6,450 
A (Overdrawn) 3,000 
Cash in hand Р 400 
Bank Overdraft : 9,320 
Sales 1,36,400 
Purchases 86,400 
Returns Inward 3,400 
Returns Outward 2,960 
Carriage Outward 2,360 
Carriage Inward 4,260 
Salaries 9,600 
Wages 3,660 
Sundry Debtors 16,300 
Creditors on open account 26,360 
Stock at January 1, 1985 12,120 
Land and Buildings 20,000 
Plant and Machinery 15,900 
Trade Expenses - 2,090 
1,85,540 _1,85,540 
—À ——— 


[ Ans.; Total of Tria] Balance Rs, 1.81,490 | 
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(D) Objective Questions : 

l. The clerk ofa businessman wrongly prepared the following Trial 
Balance. You are required to draw up the Trial Balance correctly stating 
reasons in brief ; 


Dr. Cr. 

Rs. Rs. 
Stock at the commencement 

of the year 25,000 Capital 80,000 
Sales 90,000 Discount Allowed 500 
Returns Inward 2,000 Commisson Received 700 
Wages & Salaries 27,000 Fixed Assets 60,000 
Bills Receivable 5,000 Purchases 50,000 
Sundry Debtors 10,000 Returns Outward 1,000 
Accrued Rent 3,000 Carriage Inward ~ 600 
Cash 800 Carriage Outward ? 700 
Sundry Creditors 6,900 Bills Payable 8,000 
Stock at end 33,800 Interest paid 2,000 
2,03,500 2,03,500 


[ H. S. Council Examination, 1978 ] 
[Ans.: Suspense A/c Rs. 7,200 ; Total of Trial Balance Rs. 1,86,600 ] 


2. State whether the following statement are ‘Correct’ or ‘Incorrect? : 

(i) A Trial Balance is an account. (ii) Bills Receivble will appear 
with the credit balance of a Trial Balance. (ii) A Trial Balance is prepared 
to ascertain the gross profit of the business. (iv) Closing stock will appear 
with credit balance in a Trial Balance. (v) There are many differences between 
a Trial Balance and a Balance Sheet. 

[Ans.: (i) Incorrect; (ii) Incorrect ; (iW) Incorrect ; (iv) Incorrect; (v) Correct | 


СНАРТЕВ ХУ 


Accounting for going concern { Profit-seeking—contd. 1 


Adjustment Treatment of Adjustment and Closing entries ; Meaning 
of (i) Cost of goods sold, (ii) Concept of Stock Turnover, (iii) Revenue, 
(iv) Realisation concept, (у) Matching cost against Revenue, (vi) Need 
for Recovery of Expenses, (vii) Closing stock and its valuation. 


Preliminary ideas for Preparation of Final Accounts 


The principal object of financial accounting is to ascertain a full and fair 
financial results of a profit-seeking accounting unit for a given period and the 
financial position at the end of that accounting period. The steps for ascertain- 
ment of financial results of the accounting units may be differed according to 
their nature of trading activities. According to their nature of trading activities 
the profit-secking accounting units may be divided into three classes: (1) 
Professional concerns, (2) Trading concerns and (3) Manufacturing concerns. 

(1) Professional concerns : The concerns in which incomes and expenses 
are calculated on the basis of professional activities of persons are called Profe- 
ssional concerns. For example, doctors, chartered accountants, advocates etc. 
Only а Profit & Loss Account is to be prepared to ascertain the financial 
result of the concern. 

(2) Trading concerns : The concerns in which goods are purchased from 
manufacturer or wholesellers to sell them to retaillers and consumers, are called 
trading concerns.) For example, general shops of the market. The proprietors 
of the concern is called a trader. The financial result of the concern is to be 
determined in two steps—(a) Trading Account and (b) Profit & Loss Account. 

(3) Manufacturing concerns : The concern in which goods are produced 
from raw materials with the aid of other factors of production and sold them to 
whole sellers, retailers or consummers, are called manufacturing concerns. For 
example, Cotton Mills, Sugar Mills etc. The proprietors of the concera is called 
a manufacturer. The financial result of the concern is to be ascertained 
ín three steps :—(a) Manufacturing Account, (b) Trading Account and 
(c) Profit & Loss Account. 

In the case of three types of concerns, the financial positions are to be 
ascertained by the preparation of Balance Sheets. 


Adjustment Entries 


Definition: The entries for the adjustment of transactions which are not 
incurred or recorded only in incomplete or wrong way, are called Adjustment 
Entries. 

The transactions are recorded in Journals or day books and they are 
posted in Ledger accounts. A Trial Balance is prepared with the balances of 
Ledger accounts to test the arithmetical accuracy of recording and posting of 
transactions in the books of accounts. The financial results and the financial 
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position for an accounting period are ascertained "after the preparatlon of 
fnal accounts and a Balance Sheet. The correctness of the Final accounts 
and а Balance Sheet depends upon the correct procedure of preparation of 
Final accounts and a Balance Sheet with the transactions, which have already 
been recorded in the books of accounts and the transactions. These should have 
been recorded in the books of accounts. 

Practically, all transactions relating to a given period may not be incurred 
during that period, again few transactions which may have been entered in the 
books of accounts only in an incomplete or wrong way. The objects of adjust- 
ment entries are three— 

(1) The preparation of Final accounts with actual incomes and expenses 
for the given period } 

(2) The preparation of correct financial position with actual assets and 
liabilities. 

(3) The rectification of errors (if any) found in book-keeping to ascertain 
the reliable financial results and financial position. 

Simply, the Final accounts are to be prepared with following three types 
of transactions : 

(a) The transections which have been correctly recorded in the books of 
accounts during that given period 5 

(b) The unrecorded transactions which should have been recorded in 
the books of accounts for that period } 

(c) The corrected transactions which are to be recorded to rectify the 
wrong entries made during that period ; 

There is no necessary of adjustment entries in the case of first group of 
transactions. But the second and third groups of transactions are available after 
recording of the adjustment entries. 


Accounting Treatment of Adjustment Entries 


There are various types of Adjustments in book-keeping. The following 
are the some common adjustments at the end of the accounting period ; 

1. Closing stocks (i.e. Stocks at the end of an Accounting Period): АП 
finished goods are not sold at the end of each accounting period. Similarly, all 
materials are not used at the end of each accounting period. Again, few materials 
are put ín process of production, but not converted to the finished goods. So, 
the unused finished goods or unused materials or work-in-progress at the end 
of the accounting period are called Closing Stocks. The closing stocks are valued 
and shown in the assets side of a Balance Sheet. The closing stocks are also 
transferred as the opening stock of the next accounting period. These also remain 
through out the accounting period in the books of accounts and shown in the 
Trial Balance of the next year. The balance of the opening stock transferred 
to the Trading account or Manufacturing Account. Suppose, closing stocks are 
valued Rs, 5,000 at the end of an accounting period. The closing Stocks vill 
be showa in the following Journal entries, Ledger accounts and Balance Sheet 
at the end of each accounting period 1 
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JOURNAL PROPER · Zm on 2r. CLOSING STOCK ACCOUNT Cr | 


Xs 
5,000| BY BALANCE Ф 5,000 


CLOSING STOCK Ak 
TO TRADING Ak 

BEING THE ADJUST - 
MENT OF CLOSING 
STOCK 


TO TRADING ^k 


TO BALANCE /& 5,000 


BALANCE SHEET 


LIABILITIES 24 ASSETS 24. 
Dr TRADING ACCOUNT en. 
2. 
BYCLOSING CURRENT ASSETS 
STOCK 5000 


CLOSING STOCK 5,000 


2. Prepald Expenses [ie Expenses paid in Advance (Assets)]: It is 
customery that the payments like insurance, rent etc. are made in advance. 
The advance payments of expenses are carried forward for the next year. These 
are to be adjusted by crediting related expenses account and debiting the prepaid 
expenses account or expenses paid in advance account. So, the prepaid expenses 
account is an asset, because the person to whom the advance payment has been 
made, is the debtors of the concern. Suppose, the Nobin Trading Co. pays 
Rs. 500 as fire insurance premium in advance. The details of recording for 
prepaid insurance in Journal Proper, Ledger accounts and Balance sheet are 
shown below : 


JOURNAL PROPER Dr, Cr. Dr, INSURANCE PREMIUM АЁ 


PRE-PAID INSURANCE MER e A mem sar 

TO INSURANCE A/c 500 i 

BEING PRE PAID INSU- a npe Фир у a U po SUR ANC ДЫШ 
RANCE BROUGHT 
INTO ACCOUNT 


Dr. PRE PAID INSURANCE А/С en 
24, Re 

TO INSURANCE BY BALANCE СД 500 

— 


PREMIUM 509 
TO BALANCE Z/4 500 3 4 5 
Dr 


BALANCE SHEET PROFIT & LOSS ACCOUNT Cr 


Ж, XE 
TO INSURANCE , .. 
4443 PRE PAID 500 


LIABILITIES 21. ASSETS A. 


PREPAID 
INSURANCE $00 


At the beginning of the next year, the balance of prepaid insurance is to 
be transferred to the Insurance Account to ascertain the actual amount of 
insurance premium of the next year. 


3. Outstanding Expenses [i.e Expenses due but not paid (Liabilities)] : 
At the end of an accounting year, all expenses may not be paid in full for the 
period. Some expenses accrue from time to time but the details of expenses 
are recorded in the books of accounts only when these are paid. The adjustment 
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entry is to be made by debiting the Expenses Account and crediting the Out- 
standing Expenses Account. The Outstanding Expenses are the liabilities ; because 
the person is entitled to receive money, 50 he is the creditor of the concern. 
Suppose, the Rajinder Trading Co. does not paid the salary for the month of 
December. The adjustment entry is to be recorded in Journal, posted in the 
Ledger accounts and shown їп the Balance Sheet as follows : 


JOURNAL PROPER $ c p SALARIES ACCOUNT cr 
бее: а ташчы ОНА. 
SALARIES А/С 10 BaLANCE Al 24. i 
10 OUTSTANDING » OUTS IANDING 
SALARIES 1.200 


SALARIES Alc 
BLING OUTSTANDING SA: 
LARES BROUGHT INTO 
ACCOUNT 


Dr OUTSTANDING SALARIES ACCOUNT rr 


Rs. BY SALARIES 4%. 
TO BALANCE C/ 1,200 1,200 


BY BALANCE 
«Ја 1200 


BALANCE SHEET 
LIABILITIES o ASSETS 4. 


Dr. PROFIT 4LOSS ACCOUNT с^ 
Ra. 


OUTSTANDING 
SALARIES 1,200 TO SALARIES w. 


ll OUTSTANDING 1,200 


In the next accounting period, when the outstanding salaries are to be 
paid, the Outstanding Salaries Account is to be debited and Cash/Bank Account 
is to be credited. : 

4. Outstanding Incomes [i.e Incomes accrued but not received (Assets)] : 
The incomes, like interest on securities, dividend on shares, commission etc. 
may be earned but not received on the last date of the accounting period. The 
adjustment entry is to be made by debiting Outstanding or Accrued Income 
Account and crediting the related Income Account. Outstanding or Accrued 
Income Account is an asset, because the person from whom the accrued income 
will be received, їз the debtors of the concern, Suppose, Gita Trading Co.- will 
receive commission Rs, 2,000 for an accounting period. The details of the 
adjustment entry are to be recorded in the Journal Proper, posted-in the Ledger 
accounts and shown in the Balance sheet as follows : 


JOURNAL PROPER 2r бт. Фп COMMISSION RECEIVED ACCOUNT С^ 


23. 
ACCRUED COMMISSION |24.) | v. БАСЕ jd 
Ac. л |2000 BY ACCRUED 
TO COMMISSION 

RECEIVED АС 2000-9 { COMMISSION 2,000 
BEING ACCRUED COMMI 
“SSION BROUGHT INTO Dr. ACCRUED COMMISSION Сод ст 

EN 


ACCOUNT. 
TO COMMISSION 


ооо| BY BALANCE @@ 2,000 


BALANCE SHEET TO BALANCE 44 2,000; 


LIABILITIES Bs. ASSETS 20. ms 
peii icc —— 
BY COMMISSION B 
ACCRUED 
Ma. ACCRUED 
COMMISSION 2,000 COMMISSION 2,000 
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In the next accounting period, when the amount of outstanding incomes 
is to be received, the Cash/Bank Account is to be debited and Outstanding 
Incomes Account is to be credited. 


5. Incomes received in advance or Prereceived Incomes (Liabilities) : 
The. incomes, like rent, commission, interest on deposits etc, may be received 
in advance in an accounting period. The adjustment entry is to be made 
for incomes received in advance by debiting the Income Account and crediting 
Incomes Received in Advance Account. The balance of incomes received 
in advance account is a liability, because, the person from whom income received 
in advance is the creditors of thé concern. Suppose, the Small Traders received 
commission Rs. 300 in advance. The details of incomes received in advance 


are to be recorded in Journal Proper, posted in Ledger accounts and shown in 
the Balance Sheet as follows : 


JOURNAL PROPER Zr Cn Zr COMMISS!ON RECEIVED er. 


Ra. 22 
COMMISSION RECEIVED 
ANCE fd ...... " 
TO COMMISSION RECE TO o BY BALANCE 4/ 
-IVED IN ADVANCE. A, 
3 a IN ADVANCE 290 


BEING COMMISSION 
RECEIVED IN ADVANCE 
BROUGHT INTO ACCOUNT 


Dr COMMISSION RECEIVED IN ADVANCE Ст 


Ra. 22. 
TO BALANCE С/Х 500 | BY COMMISSION 
RECEIVED 


BY BALANCE 4/2 300 


BALANCE SHEET 
pasumes 2] ASSETS 2a 


PROFIT & LOSS 
22. 
BY COMMISSION 
RECEIVED ...—. 
Ye COMMISSION 
RECEIVED IN 
ADVANCE. 500 


| SOMMISSION 
RECEIVED IN 
ADVANCE. 500 


In the next accounting year, the balance of Incomes received in Advance 
Account is to be transferred to the related income account to ascertain the 
actual income of the next accounting period. 


6. Depreciation: The value of fixed assets is decreased by wear and 
tear, lapse of time, obsolescence etc. So, the reduction of fixed assets for wear 
and tear, lapse of time, obsolescence etc. is called depreciation. So, it is an 
expense, because, the assets render service for the concern. The charging of 
depreciation is essential for calculation of correct cost of production, value of 
assets and financial position. Suppose, the balance of Furniture Account is 
Rs. 6,000 in the books of the Chaudhury Traders. Charge depreciation @ 10% 
on the furniture, The details of adjustment entry are to be recorded in Journal 


* proper, posted in the Ledger accounts and shown in the Balance Sheet as 
follows : 
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« JOURNAL PROPER Zr © 27. DEPRECIATION ACCOUNT cr, 


DEPRECIATION Af 
TO FURNITURE A/c 
BEING DEPRECIATION 
ON FURNITURE BRO 


“UGHT INTO ACCOUNT 
TO OEPRECIATION 600 


2r FURNITURE ACCOUNT BALANCE SHEET 
LIABILITIES 2, ASSETS ж. 


22. йу. 
TO BALANCE 4/4 6000 | BY DEPRECIATION 
60! 


FURNITURE 6000 


6,000 ба 6400 Lim DEPRE 
TO BALANCE 50 5,400 ТТ “CIATION 600 
= 5400 


7. Bad Debts: The debts which are irrecoverable from the debtors of 
a concern are called bad debts. The bad debts are losses of the concern, because 
the amount of debtors is reduced. The adjustment entry is to be recorded in 
the books by debiting the Bad Debts Account: and crediting the Debtors 
Account. The details of bad debts are to be recorded in the Journal Proper, 
posted in the Ledger accounts and shown in'the Balance Sheet as follows : 


JOURNAL PROPER 2r Cr Zr. BAD DEBTS ACCOUNT er 


BAD DEBTS AK 2r 
TO DEBTOR A/C 
BEING BAD DEBTS 
WRITTEN OFF. 


RA, 
000 | BY BALANCE (2000 


23 
TO DEBTORS A/c 
Z7 2000 
PROFIT &LOSS ACCOUNT 


Dr 


EZY 
TO BAD DEBTS А 2000 
DEBTORS ACCOUNT 


AA 


JA. A 
TO BALANCE 4 60000 | BY BAD DEBTS2000 


T RYGALANCEGÉ зарою DEBTORS 60,000 
505005 BAD 

TO BALANCE 458,000 сао o 

$8,000 


8. Provision for Doubtfal Debts! Tho balance of Debtors Account їз an 
assets of the concern. But the full amount of debtors may not be realised in the 
nextaccounting year. The creation of provision-for doubtful debts із essential 
for ascertainment of actual realisable assets and financial results at the end of 
accounting period. The rate of provision for doubtful debts is fixed by the 
proprietor or proprietors according to their efficiency and nature of a business. 
The various methods of charging provision for doubtful debts are discussed in 
Chapter XIX. The provision for doubtful debts is to be created by debiting the 
Profit & Loss Accounteand crediting the Provision for Doubtful Debts Account. 
Suppose, the balance of Debtors Account is Rs, 40,000 and the rate of doubtful 
debts is fixed @ 5%. The journal entry, Ledger accounts posting and preparation 
of Balance Sheet for provision for doubtful debts are shown below i 


і 
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JOURNAL PROPER Br, Ст. Zr, PROFIT & LOSS ACCOUNT Ст. 
m Ж». Ra. 
PROFIT4LOSS A/C 2r. TO PROVISION FOR 
то PROVISION FOR DOUBT DOUBT FULDEBTS 2 | 


DOUBTFUL DEBTS Ak 
BEING PROVISION FOR 
DOUBTFUL DEBTS BROUGHT 
INTO ACCOUNT @ 5% 


2v. PROVISION FOR DOUBT FUL DEDTS ACCOUNT Cr, 

oC 
R^. 

BY PROFIT &LOSS 


A^. 
TO BALANCE 4. 2000 


BALANCE SHEET 

DEBTORS 40000 

49 PROV. 

FOR DOUBTFUL ороо 
DEBTORS 738600 


u 


The balance of provision for Doubtful Debts is to be adjusted at the end 
of the next accounting period when financial results and financial position is 
to be ascertained. 

9. Provision for Discount on Debtors: The balance of the debtors 
account is a current asset. The asset is to be realised in the next accounting 
period. A portion of debtors may be irrecoverable. The provision for Doubtful 
debts isto be created for this reason. After deduction of the provision for 
doubtful debts, the remaining will represent sound debtors. They may pay the 
amount before due date and claim discount. The discount allowed is an expense. 
So, all prudent businessmen make provision for contingencies (i.e. Provision for 
Discount on Debtors). On creation of the provision for Discount on Debtors the 
Profit & Loss Account is to be debited and the Provision for Discount on Debtors 
Account is to be credited. After deducting the provision for Discount on 
Debtors from the Sundry Debtors Account, the realisable amount of Sundry 
Debtors is to be ascertained and shown in the Assets side of a Balance Sheet. 
Suppose, the balance of debtors was Rs. 20,000, rate of Provision for Dicounts 
on Debtors and Provision for Doubtful Debts on Debtors are fixed @ 20% and 
5% respectively. The details of Provision for Discount on Debtors are shown 
in the Journal Proper, Ledger accounts posting and BalancejSheet as follows : 


JOURNAL PROPER 2». cr, 2r. PROFIT & LOSS ACOUNT Cr 
Ee ———— 
zn" Ё 22 22 


PROFIT &LOSS А/С 27 
TO PROVISION FOR DIS 
* COUNT ON DEBTORS 
BEING PROVISION FOR 

DISCOUNT ON DEBTORS 
BROUGHT INTO ACCOUNT 


TO PROVISION 
FOR DISCOUNT 
ON DEBTORS 950 


PROVISION FOR DISCOUNT ON DEBTORS 
2r ACCOUNT су 


BALANCE SHEET TO BALANCE ¢/d 950 | BY PROFIT &105$ AK 950 


LIABILITIES ASSETS fu 

A DEBTORS 20,000 

Эз PROV. 

FOR DOUBT 

FUL DEBTS _1,000 
19,000 

$645 PROV, 


FOR DISCOUNT 
ӨМ эо. ao pe 


BY BALANCE bjd 950 


PRELIMINARY IDEAS FOR PREPARATION OF FINAL ACCOUNTS 2.203 


The balance of Provision for Discount on Debtors Account is to be 
carried forward to the next accounting period for necessary adjustments. 


10. Provision for Discount on Creditors: The closing balance of the 
Creditors Account at the end of an accounting period is a liability. The creditors 
may be paid up before their due date for the; benefit of discount or to create 
the goodwill of the concern. The discount on creditors (ie discount received) 
is an income} but it may be created in the next year on the payment of their 
dues. If the discount received is not adjusted in the current year, the profit 
of the concern will be understated and the liabilities are also overstated. As for 
example, the balance of creditors is Rs. 40,000 and the rate of discount is 
estimated @ 25%. The Journal entry, Ledger account posting and figures in 
a Balance Sheet for the adjustment are shown below : 


2266 
JOURNAL PROPER r en Dr. PROFIT 4 LOSS ACCOUNT Ст 
PROVISION FOR DISCOUNT BY PROVISION FOR Rs, 
DISCOUNT ON 


ON CREDITORS A/C 2r 
TO PROFIT &LOSS А/С 

BEING PROVISION FOR 
DISCOUNT ON CREDITORS 
BROUGHT INTO ACCOUNT. 


CREDITORS 1,0000 
1,000 SE VES На git oe О П 


C 


Dx PROVISION FOR DISCOUNT ON CREDITORS Cr 
E 


009 


LÀ 


Ra. 
TO PROFM 4 LOSS AK 1,020} By BALANCE с/о 
TO BALANCE B/D 1,000 


BALANCE SHEET 


LIABILITIES 74, 
CREDITORS 40.000 
49 PROVISION 
FOR DISCOUNT 
ONCREDITORS. 1,000. 
$9,000 


ASSETS 7. 


The balance of Provision for Discount on Creditors Account is to be 
Carried forward to the next accounting period for neceasary adjustments. It is 
to be deducted from the creditors in the liabilities side of a Balance sheet, 


11. Interest on Capital: The interest on capital is to be adjusted 
against the trading profit at a normal rate to determine the economic or real 
Profit of a business. The interest on capital isa loss of the business and also 
a gain to the proprietors. The adjustment entry is made by debiting the Interest 
on Capital Account and crediting the Capital Account. The balance of Interest 
on Capital Account is transferred to the Profit & Loss Account. As for example, 
the balance of Capital Account was Rs. 2,00,000 and the rate of interest on 
capital was fixed @ 5%. The Journal entries, Ledger accounts posting and 
figures in a Balance Sheet are given below : 
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JOURNAL PROPER Dr on Zr CAPITAL ACCOUNT er. 


INTEREST ON CAPITAL А/С 27 Rs. 
TO CAPITAL А/С BY BALANCE B/D 200000 
BEING INTEREST ON CAPITAL 10,000 BY INTEREST ON 


10,000 
CHARGED @ 6% ON l КОСЕ t 


Rs. 2,00,000 
? r INTEREST ON CAPITAL Cr 
[23 


PROFIT &LOSS APPROPRIA- 
TION A/C Dr, 19000 
TO INTEREST ON CAPITAL 
BEING THE BALANCE TRANS- 
FERRED TO FORMER ACCOUNT 


BY PROFIT & LOSS 
APPROPRIATION 


A/c 10,000 


Zn PROFIT & LOSS APPROPRIATION ACCOUNT Cr 
TOINTERESTON Ж. 


BALANCE SHEET 


LIABILITIEG Y CAPITAL 10,000 
CAPITAL. 200,000 
«4 INT ON оодо 

CAPITAL '“' 


12. Interest on Drawings: The interest is to be charged on drawings 
to calculate the real or economic profit of a business. The interest on drawings 
is receivable to a business. The adjustment entry is to be made by debiting the 
Capital Account and crediting the Interest on Drawings Account. The balancs of 
Interest on Drawings Account is to bc transferred to the Profit & Loss (Appro- 
Priation) Account. As for example ; a proprietor draws Rs. 4,000 and interest on 
drawings is charged @ 5%. The Journal entries, Ledger accounts posting and 
figures in a Balance Sheet are given below : 


JOURNAL PROPER 22 сл Dr CAPITAL ACCOUNT on 
Re 
CAPITAL ACCOUNT Dr 
Beto dni at 
DRAWINGS ACCOUNT 
BEING INTEREST DRAWINGS 
CHARGED @ S70N Re.4,000 


or [s OUNT| Cr. 
iEREET ON DRAWINGS. 306 INTEREST ON DRAWINGS ACC 


TO PROFIT & LOSS 
APPROPRIATION А/С 
BEING THE, BALANCE TRANS: 


FERRED TO LATTER 
ACCOUNT 


Ra 
TO PROFIT 4 LOSS BY CAPITAL А/С 200 


APPROPN д/с 200 


Dr. PROFIT &LOSS APPROPRIATION ACCOUNT Ст 


BALANCE SHEET 


JABILITIES Ry м 
{ косулы BY INTEREST ON 
DRAWINGS 200 
LESS DROWING 4,000 
INTEREST 


200 
IN DRAWINGS E 
T 4,200 


Illustration 1: Pass the necessary adjustment entries for the following 
adjustments as at 31st December 1985 1 


(a) Stock on 31st December 1985 Ёз. 12,000 ; 
(6) Outstanding Wages for the month of December 1985 Rs, 4,000 ; 


(c) Insurance Premium paid in advance for the month of January to 
March 1986 Rs. 3,000 ; 
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(4) Bad bebts during the year amounted to Rs, 1,000 are to be 
written off } 

(e) Interest accrued on securities Rs. 500 ; 1 

(f) Make a provision for Doubtful debts on debtors @ 5% and provision 
for Discount on debtors @ 1%. Total debtors were Rs, 60,000 after adjustment of 
above bad debts. Ч 

(в) Make a provision for Discount on creditors @ 2%. Total creditors 


were Rs. 25,000. 


Solution ! 
Journal Proper 
Dr. Cr. 
_ ———є—єє—-є——є—--—————— 
Date Particulars L. F, | Amount | Amount 
Ss (pence M аара: 
1985 Re. 
Deo. 81 (a) Olosing Stock Afo Dr. 19,000 
To Trading Alo 19,000 
Belng the value of closing stock brought Into account 
—————————————— n 
81| (b) Wages Alc Dr. 4,000 
To Outstanding Wages Alo 4,000 
Belng the outstanding wages brought into account 
Bg ae eel 
81 | (c) Insurance Premium paid in Advance Alo Dr. 8c00| ` 
To Insurance Premium Afo 8,000 
Baing advance insurance premium bronght into account 
e —————— 
81! (d) Bad Debts A/o Dr. 1,000 
To Вапйгу Debtors AJo 1,000 
Being bad debts written off 
NN задна eoo Т. TETTE ee 
81 | (e) Aocorued Interest on Securities Alo Dr. 500 
To Interest on Securities Ale 500 
Being interest accrued on securities brought into 
account 
es 
81| (f) (i) Profit & Loss Ајс Dr. 8,000 
To Provision tor Doubtful Debts A/o ‚ 8,000 
Being provision for Doubtful debts created @5% 
on Re. 60,000 
rs 
31| if) (à) Profit & Loss AJo Dr. 570 
To Provision for Discount on Debts Afo 510 
Being provirion for discount on sundry debtors (2 1% 
on Ез. (60,000 — 3,000) 
81 | (g) Provision for Discount on Creditors Alo Dr. 500 “5 
To Profit & Loss Afo 
Being provision for discount on creditors brought 
into account on Ra, 25,000 @ 2% 


Closing Entries 


The journal entries which are required to transfer the 


Definition : 
balances of nominal accounts to Revenue accounts are called Closing Entries. 


The balances of nominal accounts are closed at the end of each accounting 


balances the Revenue accounts (i.e. Manu- 


period and with the help of these 
d Profit & Loss Account etc.) are prepared. 


facturing Account, Trading Account an 
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Principles of Closing Entries: The debit balances of Nominal accounts 
are to be closed by debiting the Revenue accounts (i.e. Manufacturing Account, 
Trading Account, Profit & Loss Account etc.) and crediting the accounts which 
show debit balances. Similarly, the credit balances of Nominal accounts are 
to be closed by crediting the Revenue accounts (i.e. Manufacturing Account, 
Trading Account, Profit & Loss Account etc.). Generally, all debit balances and 
credit balances of Nominal accounts are appeared ina Trial Balance. The 
Nominal accounts are closed by the closing entries. For example, the balance of 
purchase Account is closed to a Trading Account. The closing entry for 
Purchase Account is given below : 


Rs. Rs. 
Trading Account Dr. ө 


To Purchases Account a 
Similarly, the closing balance of Commission Received Account of a Trial 
Balance is to be closed to а Profit & Loss Account by the following journal 
entry : 


Rs. Rs. 
Commission Received Account Dr. ? - 


To Profit & Loss Account 

Generally, the balances of accounts which are to be transferred to a m 
(i.e. debit side or credit side) of a particular Revenue account are to be collected 
and transferred by a closing compound entry. So, one closing entry is to be 
passed to close the Opening Stock Account, Purchases Account, Wages Account, 
Carriage Inward Account, Freight Inward Account etc. and these are to be posted 
in the debit side of the Trading Account. The transfer of Panes of Nominal 
accounts to the Revenue Accounts is shown below : 


First Closing Entry ( to close the debit Balances of Nominal accounts to 
the debit side of a Trading Account ) : 
DI Rs. 
Trading Account Dr. "m 
То Opening Stock Account 
» Purchases Account 
» Wages Account 
» Carriage Account 
» Freight Inward Account "e 
» Sales Returns Account 
Being the balances of later accounts 
transferred to former account 


Second Closing Entry ( to close the credit balances of Nominal accounts 
to the credit side of a Trading Account ) : 


Rs. Rs. 
Sales Account Dr. Es 
Purchase Returns Account Dr. 
Closing Stock Account Dr. 
To Trading Account 


Being the balances of the former accounts 
transferred to the later account 
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A Trading Account is to be created with the help of first and second 
closing entries. It is a Nominal account; so it is to be closed with a new 
account which is called a Profit & Loss Account. 


Third closing entry (to close a Trading Account) (i) when the total 
amount of credit side of a Trading Account is more than the total amount of 
debit side (i.e. in the case of gross profit) : 

Rs. Rs. 

Trading Account Dr. ay 

To Profit & Loss Account 
Being the balance of later account 
transferred to former account 


(ii) When the total amount of debit side of a Trading Account is more 
than the total amount of credit side (i.e. in the case of a gross loss) : 
Rs. Rs. 
Profit & Loss Account Dr. ^ 
To Trading Account aa 
Being the balance of later account 
transferred to former account 


Fourth Closing Entry ( to close the balances of revenue accounts relating 
to administration and selling expenses ) : 


Rs. Rs. 
Profit & Loss Account Dr. AM. 


To Rent Account e^ 
» Salaries Account t 
» Discount Allowed Account 
. Commission Account К 
, Advertisement Account ta 
, Depreciation Account ns. 
» Bad Debts Account E. 
, Provision for Doubtful Debts Account x 

Being the balances of latter accounts 

transferred to former account 


Fifth Closing Entry (to close balance of indirect gains and indirect 
incomes ) : 3 


Rs. Rs. 
Rent Received Account Dr. 
Interest Received Account Dr. 
Discount Received Account Dr. 


To Profit & Loss Account 
Being the balance of former account 
transferred to later account 
Again, the Profit & Loss Account is a Nominal Account. So, it should be 
closed by a journal entry to transer the balance of Profit & Loss Account 
to the Capital Account. 
(i) When the total amount of credit side ofa Profit & Loss Account ís 
more than that of debit side (i.e. in the case of net profit) : 
Rs. Rs. 
Profit & Loss Account Dr. Jd 
То Capital Account 
Being the balance of former account 
transferred to later account 
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(ii) When the total amount of debit side ofa Trading Account is more 
than that of credit side ( i.e. in the case of net loss ) : 


Rs. Rs. 
Capital Account Dr. ace 
To Profit & Loss-Account “er, 
Being the balance of later account 
transferred to former-account 


The closing entries of an accounting period are shown in the following 
diagram : 


Zr SALES ACCOUNT 
To TRADING AS, | BY BALANCE В. 5. 


BY SALES aie 


= = *^'* PURCHASES *^ PURCHASES 
Zr PURCHASES RETURN ACCOUNT 27: » WAGES lib. BETURN 
x » CARRIAGE e| CLOSING STOCK 
э FRIEGHT 
® GALES RETURN 
е: © PROFITS LOSS i 
(enoss PROFIT) ' 
Zr. _ OPENING STOCK ACCOUNT Or — 
TO BALANCE 8/02: BY TRADING $ imt 


2r. PURCHASES ACCOUNT or 
© TO BALANCE B/D.^*| BY TRADING Р" 
ЕЕ 
2n WAGES ACCOUNT 


SALARIES (GROSS PROFIT) 


= * DICCOUNT ALLOWED... 
Z^ CARRIAOE ‘ACCOUNT BU MER А ояд 5 
" D 
ALANCE B/D BS Ra э ADVERTISEMENT sH- 
TO BALANCE B/D.-"| BY TRADING санат COMMISSION | 
г, FREIGHT ACCOUNT — ex. s CAPITAL RECEIVED, .....].... 


(NET PROFIT 
Dr. SALES RETURN ACCOUNT or 
TO BALANCE B/D > |. BY TRADING RS. 
Dr. RENT ACCOUNT бм 
TO BALANCE 6/0181 BY PROFITA! 055° 


BY BALANCE B/P»... 
э PROFIT & LOSS- 


LBY BALANCE B/D. 
BALANCE SHEET ASA 


"LIABILITIES. Rs. ASSETS Rs. 


CAPITAL 
RENT RECEIVED ACCOUNT em 


TO РАОЕІТ &L0Se "^... | ev BALANCE go P": 
Zr | INTEREST RECEIVED ACCOUNT. en. 


Dr 


ТО PROFIT A LOSS J...) BY BALANCE e/o 
2r COMMISSION RECEIVED ACCOUNT (M. 


DEPRECIATION ACCOUNT бт 
TO GALANCE so. BY PROFIT4LOSS S- 


=. TO PROFIT 21055, 


BY BALANCE В/0..... 
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{linatvatten 2% From the folowing inforniktion)!) pass? theo necessary 
Ist December, 1985 
Rs, Rs. 

) stock 10,000 Purchase Return 1,000 
Parchases 50,000 . Salaries 12,000 
Wages 2,500 Advertisement 4,000 
Carriages 500 Rent received 500 
Sales 1,00,000 Interest paid 2,000 
Sales return 2,000 Depreciation 3,500 
Commission paid 1,500 Discount received 1,000 
Discount allowed 500 Closing stock 15,000 

Solution : 
Journal Proper 
Dr. Cr. 
—— ————————— 
Dato Particulars ` | LF. | Amount | Amount 
1985 Re, Re, 
Deo, 81 Trading Account Dr. 65,000 
To Opening Stock Account 10,000 
» Purchases Account 50,000 
» Wages Account 2,500 
›„ Oarriages Account 500 
» Sales Return Account 2,000 
Being the balances transferred to later account 
a ee неса 
Purchases Return Account Dr. 1,000 
Bale: Account Dr. 1,00,000 
Closing Stock Account Dr. 15,000 
To Trading Account 1,16,000 
Being the balances transferred to former account 
Trading Account Dr. 51,000 
To Profit & Loss Account 51,000 
Being gross.profit transferred to later account , 
Profit & Loss Account Dr. 98,500 
To Commission Paid Account t 1,560 
, Salaries Account 12,000 
» Advertisement Account ° 4,000 
» Interest раа Account 9,000 
, Depreciation Account 8,600 
Discount Allowed Account "500 
Being the bslances transferred to former account 
Rent Received Account Dr. 500 
Discount Received Account Dr. 1,000 
To Profit & Loss Account 7,500 
Baing the balances transferred to former account 
Profit & Loss Account Dr, 29,000 
To Capital Account 29,000 
Being net profit transferred to Capital Account 


Cost of Production 
Definition: The cost which is incurred to convert the raw materials 
into saleable condition (i.e. finished product) is called Cost of Production. So, 
the total amount of direct material cost, direct labour cost, direct expenses, 
production overhead and office & administration overhead is calle’ cost of 


14 [ 11°85] 
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production, Generally, the cost of production is determined in a statement. 
A specimen form of the statement is given below : 


Statement of Cost of Production 


Particulars Amount | Amount E 
——— 
Raw Materials Consummed : Ra. Bs. 
Opening stook of Raw Materials on 
Add Purchases of Raw Materials sas 
Less losing Stock 01 Raw Materials M 


Add Direct Wages 
» Direct Expenses 
Prime cost 


Add Production Overhead 
Factory or Works cost 


Add Office & Administration Overhead | 


Oost of Production Er =a 


The cost of production is calculated in various stages and various types of 
costs are also ascertained in each stage. These are discussed below : 

(1) Prime Cost: An aggregate of direct materlal cost, direct labour cost 
and direct expenses of a product is called Prime Cost or the combined cost of 
materlals, labour and direct expenses that go directly into the manufacturer of a 
product is called prime cost. So, the factors of prime cost may be divided into 
three items. These are discussed briefly as under : 

(a) Direct Material Cost: The main factor of a product is raw 
material. The function of production is to convert raw materials into saleable or 
consumable condition. The raw materials consumed for a production may be 


calculated as follows : 


Openíng Stock of Raw materials 
Add Purchases during the year 


| 


Less Closing Stock of Raw materials 
Raw materials consumed 


(b) Direct Labour Cost: The wages paid or payable to workers those 
who are directly engaged in production is called direct labour cost. So, Direct 
Labour Cost- Wages (productive) paid--Outstanding wages— Wages paid in 
advance. 

(c) Direct Expenses: The expenses which can be directly allocated to 
production is called direct expenses. 

Illustration 31 From the following particulars, calculate the prime cost 
of the products 1 

Raw materials as on 1-7-1985, Rs. 16,000; Raw materials as on 30-6-1986, 
Rs. 18,000 ; Raw materials purchased for the year Rs. 2,30,000; Direct Wages 
Rs. 20,000; Direct Expenses Rs. 10,000, 
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Solution : 


Statement of Prime Cost 
for the year ended 30th June, 1986 


Raw Materials as on 1-7-1985 
Add Бат Materlals purchased for the year 2,30,000 


9,46,000 


Lem Raw Materials ав on 80-6-1986 


Raw Materials consumed i 

Add Direct Wages 28000 
»  Direot Expenses ite 
Prime Cost 258,000 


(2) Works Cost or Factory Cost : An aggregate of prime cost and factory 
overhead or work overhead is called Works Cost or Factory Cost. So, Works 
Cost or Factory Cost=Prime Cost-+ Factory Overhead. 

(i) Factory Overhead or Works Overhead: An aggregate of indirect 
materials cost, indirect labour cost and indirect expenses relating to the factory 
where goods are produced, is called Factory Overhead or Expenses. For 
example, rent of factory premises, fuel, power, repairs and depreciation on 
factory assets etc. 

Illustration 4: From the following information calculate the factory cost 
of the products. 

Direct materials consumed Rs. 40,000; Direct labour cost Rs 22,000; 
Direct expenses Rs. 5,000 and Factory expenses Rs. 3,000. 


Solution : 


Statement of Calculation of Factory Cost 


Particulares 
„ашы A eui ana ue us а. 


Direct Materials oonsnmed 
Add Dtreot Labour Oost 
* Direct Expenses 
Prime Oost 


Add Factory Overhead 
Factory Cost 


(3) Cost of Production or Office Cost : An aggregate of works cost (or 
factory cost) and office & administration overhead (or expenses) is called Cost of 
Production or Office Cost. 

(i) Office & Administration Overhead or Expenses: An aggregate of 
indirect materials, indirect wages and indirect expenses relating to office and 
administration of an organisation is called Office & Administration Overhead. 
office rent, rates etc., printing & stationery, directors fees etc. 


From the following particulars calculate the cost of 


For example, 


Illustration 51 


Production of the products : 
Direct Materials consumed Rs. 1,00,000 ; Direct Labour Cost Rs. 30,000 ; 


Direct Expenses Rs. 10,000 ; Factory Rent Rs. 2,000 ; Factory Expenses Rs. 3,000 ; 
Office Rent Rs. 3,000 ; Printing & Stationery Rs. 1,000, 


2.212 HIGHER SECONDARY ACCOUNTANCY 


Solution : 
Statement of Calculation of Cost of Production 


9, Rs, 
Direct Materiala consumed 1,00,000 
Direct Labour Cost 80,000 
Direct Expenses 10,000 
Prime Oost 1,40,000 
Factory Overhead 
Factory Rent 2,000 
Factory Expenses 8,000 5,000 
Works Oost 1,45,000 
Office & Administration Overhead 
Office Rent 8,000 
Printing & Stationery . 1,000 4,000. 
Oost of Production 1,49,000 


—є-——-——-—--————-————— 


Cost of Goods sold 


Defiition: Ап aggregate of cost of production and selling & distribution 
overhead or expenses is called Cost of Sales. A part of cost of sales which is sold 
in the market is called Cost of Goods sold. The gross profit or gross loss is to 
be determined by deducting cost of sales from net sales, A statement or account 
isto be prepared to calculate the cost of goods sold is called Cost of Goods 
Sold Statement or Account. 

(i) Selling & Distribution Overhead: An aggregate of indirect materials 
cost, indirect labour cost, indirect expenses relating to sales and distribution of 
goods sold, is called Selling & Distribntion Overhead. For example, selling staff 
salaries, show room expenses, advertisement «expenses, carriage outward, 
packing expenses etc. 

The cost of goods sold may be ascertained by the manufacturing and 
trading concerns. 

In the case of manufacturing concern, the cost of goods sold is to be 
determined by adding the cost of production of sold goods and proportionate 
selling & distribution overhead for that goods. The ascertainment of cost of 
production has already been discussed in this chapter. After addition of 
proportionate selling & distribution overhead with the cost of production of 
of sold goods, the cost of goods sold is to be determined. 

In the case of trading concern, the cost of goods sold is to be. determined 
by adding purchase price of sold goods, office & administration overhead and 
selling & distribution overhead. 

There may be opening stock and closing stock at the beginning and end of 
the accounting period and goods are also purchased during that accounting 
period. The purchase price of the goods sold is to be determined by the 
following formula : 

Cost of Goods Sold = Opening Stock+ Purchases — Closing Stock 

Generally, we think that the purchase price is the price of goods which is 
to be paid or payble to its sellers. But, other items may include with purchase 
price for determination of cost of goods sold. As for example, goods for 
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Rs. 400,000 were purchased from Ludhiana and paid Rs. 24,000 for carriage 
and insurance. So the cost of goods purchased was Rs. 4,24,000 (i. e. 
Rs. 4,00,000+Rs. 24,000). 

Therefore, all expenses incurred to make goods saleable condition are to 
be included with the purchase price of goods. 

Ilustration 6: From the following particulars, calculate the cost of goods 
sold for the year ended 31st March, 1986 : 


Rs. 
Stock as on Ist April 1985 20,000 
Stock as on 31st March 1986 16,000 
Purchases goods during the period 3,00,000 
Purchases return during the period 5,000 
The direct expenses paid to make goods saleable condition : 
Wages Rs. 12,000 ; Carriage Rs. 6,000 and other expenses Rs. 3,000. 
Solution : 
Statement. of Cost of Goods Sold 
for the year ended 31st March 1986 
Rs. Re. 
Opening Btock 20,000 
Add Purchases of goods during the period 8,00,000 
8 20,000 
Less Purchases Return 5,000 
8,16,000 
Add Direct expenses for saleable state of goods: 
Wages 12,000 
Carriage 6,000 
Other expenses 8,000, 91,000 
Total cost of goods available for sales 8,386,000 
Less Values of closing stock 16,000 
Cost of Goods Sold 8,20,000 


_——— 
== 
Again, the cost of goods sold can be determined easily after preparation 
of a Trading and Profit & Loss Account. In this case, the cóst of goods sold 
is equal to sales minus net profit or net sales plus net loss. 


Illustration 7: From the following particulars, calculate the cost of goods 
sold for the year ended 31st March, 1986 1 


Rs. 
Net profit for the year ended 31st March, 1986 40,000 
Sales .  2,48,000 
Sales Return Р 8,000 
Solution : М 
Statement of Cost of Goods-Sold 
for the year ended 31st March 1986 
| Rs. 
Sales 2,48,000 
Less Bales Return | 8 


Net Sales 2,40,000 
Less Net Profit 40,000 
Cost of Goods Sold 2,00,000 
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The following equations can be formed from the method of determination 
of Cost of Goods Sold : 
(i) Gross Profit=Sales—Cost of Goods Sold. 
(ii) Sales=Gross Profit-- Cost of Goods Sold. 


(iii) Sales Gross Profit+Opening Stock+Purchases (Net)+Direct - 
expenses – Closing stock. 


(iv) Opening stock+ Purchases+ Direct expenses+ Sales return + Gross 
Profit = Sales+Purchases return+ Closing stock. 


The equation no (iv) can be shown in the following Trading Account : 
Trading Account 


Вв Ез 
То Opening Stock ae By Sales 
» Purchases p » Parchases Return 
„ Direot Expenses КЕ » Olosing Stock 
» Sales Return on 


» Gross Profit 


Illustration 8: From the following particulars as on 3lst December, 
1985, ascertain the cost of goods sold of Messrs Pradip Dey & Co. 


Opening Stock Rs. 5,300 ; Purchases Rs. 32,300 ; Closing Stock Rs. 7,600. 


Solution : In the Books of Messrs Pradip Dey & Co. 
Statement of Cost of Goods Sold 
for the year ended 31st December 1985 


Ra, 
Opening Stock 5,900 
Add Purchases 32,800 __ 
87,600 
Less Olosing Stock _7,600 
Cost of Goods Sold $0,000 


Illustration 9: From the following particulars as at 31st December 
1985, ascertain the cost of goods sold in the books of Messrs Barua & Со. : 

Stock as on 1-1-85 Rs. 8,000; Purchases Rs. 42,000; Purchases Return 
Rs. 1,500; Sales Rs. 65,000; Wages Rs. 3,000; Sales Return Rs. 12,500 ; 
Freight Rs. 1,500 ; Carriage Inwards Rs. 2,800 ; Stock as on 31-12-85 Rs. 10,000. 


Solution : In the Books of Messrs Barua & Co. 
Statement of Cost of Goods Sold 
for the year ended 31st December 1985 


Be. Ез, 
Materials Consumed ; 
Opening Stock 8,000 
Add Purohases 49,000 
50,000 
Less Purchases Return 1,500 
48,500 
Less Olosing Stock 10,000 | 38,500 
Add Direct Expenses : 0 
ages 3,000 
Freight | 1,500 
Carriage Inwarda 2,800 7,900 
Cost of Goods Sold т 45,800 


Ey 
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The Cost of Goods sold Account can be prepared to ascertain the cost of 
goods sold in the following manner : 


Cost of Goods Sold Account 
for the year ended 31st December 1985 


Dr. Cr. 
Partioulars | Amount Particulars Amount 
Каа Р ee ee 
Ra. 
то Stock (Opening) By Stock (Closing) 10,000 
, Parchases „ Cost of Goods Bold transferred to 
Less Returns Trading Account 46,800. 
» Wages 
» Freight 
|, Oarrlage Inwarda 
55,800 - 


——— 


Stock Turnover 


Definition! The amount of supply of cost of goods according to the 
necessity of the business during an accounting period is called Stock Turnover. 
The cost of goods includes purchases, wages, carriage etc. 

The number of times of the value of average stock is sold during an 
accounting period of a business is called Stock Turnover Ratio. Generally, the 
ratio of stock turnover is low in the case of expensive goods } but the ratio is 
more rapid in the case of commodities and perishable goods. The formula for 
determination of Stock Turnover Ratio is given below : 

Cost of Goods Sold 
Average Stock 
Opening Stock+ Closing Stock 
2 


Rate of Stock Turnover — 


where, Average Stock = 


Illustration 10: From the following particulars, calculate the Stock 
Turnover Rate : 
; Opening Stock Rs. 12,000 ; Closing Stock Rs. 8,000 and Cost of Goods 
Sold Rs. 2,00,000. 


Solution : 


Rs. 2,00,000 
TEUER DE be Ln hh Ae 
Rate of Stock Turnover Ез. 12,000-- Rs. 8,000 20 (times) 
2 


Illustration 11 : From the following particulars, calculate the rate of Stock 
Turnover in the books of Messrs Gangulee & Sons as on 3lst December 1985 : 

Stock as on 1-1-85 Rs. 13,000 ; Purchases Rs. 56,000; Purchases Return 
Rs. 3,000; Wages Rs. 15,000 ; Carriages Inward Rs. 2,500 ; Freight Rs. 1,500 
Stock as on 31st December, 1985 Rs. 15,000. 

Solution : 
In the Books of Messrs Gangulee & Sons. 
Rate of Stock Turnover or Stock Turnover Ratio= 

Cost of Goods Sold _ 70,000 _ 
— Average Stock ASi 14,000 5 (times). 
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Working Note; (1) The cost of goods sold cam be determined by the preparation of 
following Oost of Goods Sold Account : 
Cost of Goods Sold Account 
Dr. Cr. 


Particulars 


Particulars Amount Amount 


Rs, Ез. Rs. 
To Btock (Opening) 13,000 Ву Stook (Closing) 15,000 
» Purchases 56,000 ‚ Cost of Goods Sold transferred to 
Less Returns 8,000 Trading Account 70,000 


» Wages 
» Freight 
» Oarriago In wards 


(2) Average Stock — 


Opening Stock+ Olosing Stock L Re, 13,000 + 15,000 — Rg, 14,000 
2 3 A 


Revenue 


Definition: The term ‘Revenue’ is an important item in Accountancy. 
The learners of accountancy explain the term in various outlooks. The important 
definitions of Revenue are given below : 

(i) “Aggregate of value received in exchange for the goods and services 
of an enterprise that results in augmentation of enterprise assets."— Morton Backer 

(ii) Revenue is the “products of the enterprise."—4n Introduction to 
Corporate Accounting Standards—W. A, Paton and A. C. Littleton 

(iii) “Revenue of an enterprise’ during a period of time represents 
measurement of the exchange value of the products (goods or services) of that 
enterprise during that period.”—Robert Sprouse and Maurice Moontz 

(iv) “Revenue results from the sale of goods and rendering services and 
is measured by the change made to customers, clients or tenants for goods and 
services furnished to them. It includes gains from the sale or exchange of assets 
( other than stock-in-trade ) interest and dividends earned on investments, and 
other increase in owner equity those arising from capital contributions and 
capital adjustments . .’—American Institute of Certified Public Accounts 

(v) “The product of the enterprise refers to all types of services including 
rentals and interest bearing loans. Thus revenue may be operating or non- 
operating...."—FE. S. Hendriksen : Accounting Theory 

So, Revenue may be defined as income from sale of products, services and 
merchandise, as well as earning from rents, taxes, dividends, interest, salaries 
wages etc. ie. transactions resulting increase of assets, but it docs not include 
increase in assets arising from capital contributions and capital adjust 

So, Revenue is constituted with the following items : 

(i) Sate of goods and services oi a business ; 

(ii) Rents, taxes and duties collected by the Government or local 

authority } 
(iii) Income from normal and natural sources 3 
(iv) Dividend and interest on investment outside the business ; 
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(v) Profit or gains on sale of assets ; 

(vi) Income from other sources except the normal sources of a 
business etc. 

Again, income means the excess of Revenue over expenditure after 
maintenance of financial capital. For this reason, Hurry Morris said that "Income 
is generally conceived to be a residium which merges out of match ing expired cost 
against revenue". The amount of Revenue is to be determined on the basis of 
going concern concept. It is determined at the end ofeach financial year. The 
existence of Revenue earning can be known by the increase of assets and 
decrease of liabilities. 

The amount paid for earning of revenue is called expenses. To determine 
the net revenue or income, the expenses are to Бе deducted from the gross 
revenue. So, the excess of revenue over the expenditure for supply of goods and 
services and to increase the sales is called Profit. 

The sources of revenue may be divided into two classes: (1) Operational 
resources of a business; as for example, buying and selling of goods. (2) 
Financial resources of a business } as for example, interest on securities, dividend 
on investment etc. 


Realisation Concept of Revenue 


Definition: The concept by which the realisable state of Revenue is 
determined of a going concern is called Realisation Concept of Revenue. 
Revenue is the realised income of a business. The concept is the very 
important in determination of revenue of a going concern} but this problem 
does not arise in case of а terminable venture. If an income is not realisable 
during an accounting period, it cannot be considered as a revenue for that 
accounting period. So, the determination of realisable state of revenue is an 
important factor in calculation of profit. The financial value of sale proceeds 
of goods is calculated with the value of raw materials, payments for wages, 
expenses for organisation & capital etc. The specialists is accounting always 
accept the existence of revenue on sale or transfer of goods and services. 
They do not accept the existence of revenue on unsold goads ; but the econo- 
mists always try to value the revenue on unsold goods. 
Under the realisation concept, the existence of revenue is accepted on 
(i) transfer of goods from seller to buyer 3 (ii) creation of right of purchasers 
on goods through the agreements on sale ; (ii) creation of right of sellers to 
receive sale price from buyer or claims on cash or assets. Тһе realisation of 
enue is determined under the following basis : 
(8). Cash Basis; Under this basis, thecrevenue is considered 10 be 
еа when the amount is ultimately collected from sales of guods aud services 
The basis is to. be adopted, if there is any: doubt about the collection of the 
amount-of sales. Generally, the basis is used in hire-purchase sales. Only the 
part of cash price which is realised on hire-purchases sales wil] be treated as sale 
price (i.e. revenue) and the balance of instatements and interest thereon will 
not be included with revenue in this accounting period. 
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(b) Sales Basis: Under this basis, the revenue is considered to be 
realised when sales of goods and services are completed. After complition of 
sales, cash or promises to pay cash / other assets are transferred from the buyer 
to seller in exchange of title of goods or services. The revenue may be con- 
sidered as realised just after complition of sales. As for example, sales on credit 
may be considered as revenue realised on the date of sales. In such case, 
a provision for doubtful debts may be made for determination of net revenue. 

(c) Prior to Production Basis: Under this basis, the revenue is con- 
sidered to be realised when the production of goods and services are completed, 
Before complition of whole work, the earning of revenue cannot be determined 
even approximately under sales basis, then the basis is used to determine revenue 
on production. As for example, a contractor is engaged in construction of a 
project which will continue for few accounting periods. Then the revenue from 
the contract may be considered under the percentage of completion of the work. 

(d) Completed Production Basis: When the inventory is hold to push 
up the sale price of goods to earn more revenue, then revenue may be calculated 
just after completion of the products. The differences arising at the time of 
actual sales may be treated as a speculation profit ; but itis not to be adjusted 
against income arising on the basis of market value. As for example, but 
the basis is used in agriculture, extractive industries (oil, gold, silver, 
aluminium etc.). 

(e) Appreciation of Assets Basis: Sometimes, {һе value of assets is 
appreciated due to scarcity or inflation. The profit arising from an appreciation 
of assets will not treat as a source of revenue, but it should be treated as 
fictitious increament. If the value of assets is not appriciated due to inflation or 
scarcity in the market, the increament may be treated as revenue. 


Matching cost or expenses against Revenue Theory . 


Definition: The theory by which the procedure of matching expenses 
against revenue is explained to determine the net income or profit of a concern 
is called Matching cost or expenses against Revenue. 

Income is an increase in assets after adjustment of liabilities on the basis 
of previous accounting period. It is а result of inflow of assets by sales and out- 
flow assets by purchase of raw materials, payments of expenses and adjustment 
of conditions. But, at the end of an accounting period, the inflow and outflow 
of assets do not usually coincide. So, the matching cost against revenue of a 
particular accounting period is necessary to ascertain the net income. Morries, a 
reknowned author, summaries it as follows ©... profit is the surplus of revenue 
earned from the supply of goods and services over the cost of supplying them 
_and the cost of promoting their sales." 

It is very difficult task to match cost against sales. For this purpose, costs 
are divided into two heads—(1) Direct cost or product cost, which matches 
with sales, ie. gross inflow of assets. (2) Indirect cost or period cost, which 
includes the outflow of current assets as cash, Bank, stock etc. and adjustment of 
certain portion of fixed assets in form of depreciation. 
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Generally, the matching cost against revenue is maintained on the basis 
of historical cost. Again, the valuation of closing stock is not always based on 
historical cost (i.e. when market price is lower than cost price). So, the 
matching cost against revenue is a concept by which the costs or expenses of an 
accounting period is matched with revenue of that accounting period to ascertain 
net income of the business. 

Names of the Matching cost against Revenue: The following costs are 
matched against revenue to ascertain the profit of the concern : 

(i) Cost of Production or Purchases Price: Їп the case of a manufac- 
turing concern, the cost of production is matched with revenue and in the case 
of a trading concern, purchase price is matched with revenue. The following 
expenses are included with cost of production or purchase price: wages, 
carriage, freight etc. 

(ii) Selling and Distribution Expenses: The selling and distribution 
expenses are matched with revenue, as, advertisement, salaries, stationery, 
carriages outward etc. 

(iii) Provision for Depreciation on Fixed Assets: The buildings, plant and 
machinery, furniture & fixture, etc. are called fixed assets. But these are not 
permanently fixed in the business. So, the expired cost of the fixed assets 
is matched against revenue. Because, a part of fixed assets is consumed by the 
products during the course of production. 

(iv) Estimated Loss on Current assets: A provision is necessary on 
estimated loss or expenses on current assets. As for example, goods sold on 
credit are recorded in Debtors Account and Sales Account. The balance of 
Sales Account is transferred as a revenue and debtors are treated as assets at the 
end of the accounting period. But there is no possibility of full realisation 
from the debtors. So, provision for future loss is to be made. For example, 
provision for doubtful debts, provision for discount on debtors etc. 

(у) Loss: Аз defined by Yorston, Smyth and Brown “Costs which are 
consumed or expired without benefiting the enterprise should be regarded as 
losses, e.g. assets destroyed by fire and uninsured." So, loss does not help 
to earn revenue ; but it reduces the profit of the concern. So, losses should be 
deducted from revenue to calculate the real profit of the concern, 

Principles of matching Cost against Revenue : The principles of matching 
cost against revenue are given below : 

(1) Realisation concept : Under this concept, the amount of realised 
revenue is determined ; then the costs are matched against realised revenue. 

(2) Expenses on Accrual Basis: Under this basis actual expenses of an 
accounting period are determined to calculate the actual financial profit of a 
concern. 

(3) Expired Expenses: The expenses of a particular accounting period 
are matched against revenue. i.e. the part of expenses which is expired on a 
particular accounting period will be matched against revenue ; but the unexpired 
portion of expenses will not matched against revenue of that accounting period. 

(4) Consistency Convention: The system of matching cost against 
revenue cannot be changed frequently. It must be according to the system 
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of fitness. As for example, the method of valuation of closing stock cannot be 
changed frequently. 

(5) Conservation Convention; At time of matching cost against revenue, 
the accountants follow the conservation convention. As for example, closing 
stock is valued at cost ргісазог market price whichever is less. 

(6) Estimated loss on Fixed Assets : Ап estimated loss on fixed assets in 
form of depreciation is to be matched with revenue. 

(7) Materiality Convention: Under the convention, when the amount of 
a fixed asset is very small, it will betreated as a revenue expenditure and it 
will be matched with revenue of an accounting on which it is acquired. As for 
example, a dust bin-box is purchased for Rs. 3°00; it is not a wise decision to 
show it as a fixed asset. 

Differences between Revenue and Income : Many specialists of accountancy 
said that revenue and income are synonimous. But there are many differences 
between them. These are discussed below : 


Revenue Income 

1. Revenue results from sale 1. Income is the surplus of 
of products/goods ог rendering revenue over expenses. 
services, 

2. The term ‘Revenue’ is used 2. The term ‘income’ is used 
in modern accounting. in pre-modern accounting. 

3. The formula of Revenue is 3. The formula of income is 
Revenue- Manetary value of sale of Income = Revenue – Expenses. 

goods/services. 
Cost 


Definition : All types of expenses, which are paid or payable by a concern 
during an accounting period, are called Cost. 

It may be divided into two classes: (a) Expired Cost and (b) Unexpired 
Cost. 

(a) Expired Cost: The cost which is consumed to earn profit during 
an accounting period is called expired cost. Yorston, Smyth and Brawn said 
that “It is a part of cost which is consumed in one accounting period in the 
process of earning income", 

(b) Unexpired Cost: The cost or a part of cost which is not consumed 
to earn profit during an accounting period is called unexpired cost. Yorston, 
Smyth and Brawn said that *An unexpired cost is one the service potential of 
зп exhausted іп the current accounting period and hence the 


which has not bee 


nt is carried forward as an asset.” 


Expenses 


Definition:- A part of payment which is consumed to earn profit or 
income during an accounting period is called expenses. So,the expired portion 
of the cost may be called expenses. if 


Ко 


D 
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Differences between Expenditure and Expenses : 


same thing, ‘Every expense is an 


The ckxpenditure and 
i expenditure, bút every 
expenditure may not be an expense. The amount which is paid or payable to 
acquire an asset is called expenditure. The amount of expenditure which is 
expired during an accounting period is called expense. 

The amount of expense is to be determined at the time of ascertainment 
of profit or loss. For example, Rs. 1,000 are paid for advertisement ; but 
Rs. 900 are consumed for advertisement during that accounting period. So, the 
total amount of payment is an expenditure, expired advertisement Rs. 900 
is an expenses and the balance of advertisement is a deferred cost and it is an 


nses “are mot 


asset of that accounting period, 


Differences between Expenses and Loss: The term expense and loss 
isnot used for same meaning. The differences between them are discussed 


below : 


The amount of payment or part of an asset which is expired during an 
accounting period, is called an expenses. Аз ог example, depreciation on 


fixed assets, wages, carriage etc. are called expenses. 


So, the amount of 


expenditure which is paid or payable to earn profit or revenue is called expense. 
The amount of expense which is not related with the cost is called loss. 


Suppose, an uninsured motor car is lost in an accident. 


is to be called loss. 
earn revenue may be called a loss. 


Differences between Revenue and Expense: 


revenue and expense are given below : 


Revenue 


1, The gross earning of a concern 
is called revenue. 

2. It directly relates with income. 
If the amount of revenue increases, the 
amount of income also increases or 
vice versa. 

3. It indicates the inflow of assets 
in a concern. 

4. It indirectly effects on loss. 
If the amount of revenue increases, the 
amount of loss also decreases or vice 
versa. 

5. The amount of revenue shows 
a credit balance. 

6. The balance of revenue is 
transferred to the credit side of a 
Profit & Loss Account/Income & Expen- 
diture Account. 


А 


So, the value of damage 


So, the amount of asset or service which is not used to 


The differences between 
- 


Expense 


1. The payment for earning of a 
concern ís called expense. 

2. Itisdirectly related with loss. 
If the amount of expense íncreases, the 
amount of loss also increase or vice 
versa. 

3. It indicates the outflow of assets 
from a concern. 

4. It indirectly effects on profit. 
If the amount of expenses increases,the 
amount of profit also decreases or vice 
versa. 

5. The amount of expenses shows 
a debit balance. 

6. The balance of expenses їз 
transferred to the debit side of a Profit 
& Loss Account/Income & Expenditure 
Account. 
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Need for recovery of Expenses: The main object of a business is to 
earn profit. W.C.F. Hartly said that “Profit is toa business like food to 
human Бойу ; the body must grow and develop with assistance of flood. Take 
away the supply of food and body waste and dies.” Similarly, if a business 
cannot earn profit for few accounting period, the amount of capital will decrease 
and ultimately, the business will close. For this reason, need for recovery of 
expenses is helped to continue the business. Again, profit will arise after recovery 
of expenses from revenue. Finally, main purpose of business is to create surplus 
after recovery expenses from revenue. If all expenses are not recovered from 
revenue, the following adverse situations may arise іп a business and also in 
that country : 

(1) The workers will not receive their wages and salaries in time. The 
relation between workers and owners will detoriate and unemployment problem 
may arise. 

(2 The loans and advances cannot be paid up in time and ín full. So, 
goodwill of the concern will gradually decrease. 

(3) Government and local authorities cannot collect rates, taxes etc. 
and they cannot function properly. 

(4) Business cannot earn profit and it will closed very soon. 

(5) The economic structure of a country will break down. 


Closing Stock 


Definition: The unsold stock of raw materials, work-in-progress and 
finished goods at the closing time of an accounting period is called closing 
stock, It is used to calculate the financial results and financial position of a 
concern. 


Necessity for Accounting of Closing Stock : Accounting of closing stock 
is very important in determination of financial position and financial results. But 
the value of closing stock is recorded in Journal Proper, Ledger accounts and 
Trial Balance. If the value of closing stock is not adjusted in Trading Account, 
gross profit for the accounting period will decrease or gross loss will increase. 
Ultimately, financial results for the period will be defective. Again, the value of 
closing stock in not correctly measured, the financial results will vary. Asa 
result, if the value of closing stock is taken at higher price, gross profit of the 
accounting period will increase. Again, ifthe closing stock is valued at lower 
rate, gross profit will decrease. So, proper valuation of closing stock is very 
important factor in accounting. 


Principle of valuation of Closing Stock : Generally, all purchased and/or 
produced goods are not completely sold at the end of each accounting period. 
The financial results and position cannot be ascertained without calculating the 
value of closing stock. Normally, closing stock is valued at purchase price or 
cost price ; but any future profit on sales will not be included with closing stock, 
because, it cannot be treated as realised until it is sold. When market price of 
goods is less than cost or market price, then closing stock is to be valued at 
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market price to adjust the future loss on sales against profit of the current 
accounting period. We can say that if a businessman can know that possibility 
of future loss in an accounting period, it is to be adjusted in that accounting 
period. So, at the closing time, stock in hand should Ъз valued at cost or lower 
market price or closing stock should be valued at cost or market price whichever 
is less. , 
The amount of closing stock and its valuation are ascertained in two 
stages—(a) Preparation of Inventory and (b) Calculation of Cost price of 
Inventory. 


(a) Preparation of Inventory: Preparation of inventory is divided in two 
ways 

(i) Physical Inventory Method : Under this method, the amount, weight 
and number of unsold goods are calculated at the closing date of an accounting 
period. Generally, the amount, welght and number of closing stock are calculated 
on depression. Practically, the year isa natural business year and the date on 
which stock is counted is called closed for stock-taking. 

(ti) Perpetual Inventory Method; Under this method, unsold stock of 
goods is counted regularly at the end of each working day. For this reason, the 
amount, weight and number of purchased, sold and unsold goods are recorded 
in Stores Ledger or Ledgers. The amount, weight and number of unsold goods 
at the end of an accounting period can be easily known from the Ledger. 


(b) Calculation of Cost price of Inventory : The calculation of cost price 
or market price is necessary for valuation of unsold goods. ‘The calculation of 
market price is very easy : it сап be known from sales invoice. If all goods are 
purchased at a fixed rate during an accounting period, the calculation of cost 
price also becomes very easy from purchase invoices. Generally, all goods are 
not purchased at a fixed rate during an accounting period. Besides this, unsold 
goods in godown or shops may be purchased in different prices. As a result, 
cost price of unsold goods cannot be ascertained from purchase invoice and it 15 
very difficult to ascertain actual cost of goods in godown or shops. In this case, 
the following methods are used to ascertain cost price of unsold goods : 

1. First ín First out method:  Uuder this method, it is assumed that 
goods which are purchased first are also sold first chronologically in order 
to date. 

In short, it is called FIFO method. So goods purchased immediately 
before the end of an accounting period will be the cost price of unsold goods. 
The valuation of unsold stock under this method is shown in the following 


illustration : 
Illustration 12: А. Co. Ltd. purchased following goods for the month of 


December 1985 : 
1985 
December 4 200 units @ Rs. 15 per unit 
» 9 400 , @Rs.20, »„ 
18 $0095: 1 Rs. 255975, 


” 
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December, 1985 there dre 550 units of goods in godown, 
of iclo : stock under FIFO method assuming: thatiall issues 
December 1985 
Solution : 
In the Books of A. Co. Ltd. 
Statement of Valuation of Closing Stock 
Particulars | ore Rate | Amount 
Ra. Вз. 
Goods purchased on 18th Dec., 1985 500 95 19,500 
КЕ ” » 9th „ 1985 50 20 1,000 
550. 18,500 
к= 


2. Last in, First out Method: Under this method, it is assumed that 
goods which are purchased first, are also sold at last chronologically in order to 
date. In short, it is called LIFO method. The unsold goods which are in godown 
or shops, are valued at the prices which were purchased at first chronologically 
in order to date. The valuation of unsold goods under this method is shown in 
the following illustrations : 


Illustration 13 : AB Co. Ltd. purchased the following goods for the month 
of December 1985 : 


1985 

December 2 50 units (à) Rs. 4°50 per unit 
hs 13 600 units @ Rs. 5°00 per unit 
A 20 800 units @ Rs. 6'00 per unit 


5 28 300 units @ Rs. 6°50 per unit 
On 3156 December, 1985 there were 750 units of goods in godown. 
Calculate the value of Closing Stock under LIFO method assuming that all issues 
are made on 29th December, 1985. 


Solution : 
Statement of Valuation of Closing Stock 


Particulars HM Rate | Amount 
Ев, Rs, 
Opening stock on Dec. 2, 1985 50 450 225'00 
Goods purchased on Dee, 18, 1985 600 5'00 3,000'00 
Goods purchased on Dec. 30, 1985 100 6.00 600'00 
750 3.895'00 
== d 


3. Average Price Method : Under thís method, unsold goods are valued at 
an average price of that goods. The average price їз calculated ín two methods— 
(a) Simple Average Price Method and (b) Weighted Average Price Method. 

(a) Simple Average Price Method: The unsold goods are valued at an 
Simple average price. The weight of goods are not considered in calculating the 
average price. 
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(b) Weighted Average Price Method: The unsold goods are valued at a 
weighted average price which is to be calculated by multiplying the weight of 
each price and dividing the total weights of unsold goods. j 

The valuation of unsold goods in Simple Average Price and Weighted 
Average Price Methods are shown below : 


Illustration 14: The following goods are purchased by M/s Banerjee Bros. 
for:the year ended 31st December 1985. 


Units Rate Amount 
1985 Rs. Rs. 
December Z 10 8 80 
АА 0 200 9 1,800 
ns 5 600 10 6,000 
K 25 300 9 2,700 
$i 20 400 9 KA 


On 31st December, 1985 there are 350 units of goods are in the store. Calculate 
the value of Closing Stock in (a) Simple Average Price Method and (b) Weighed 
Average Price Method assuming that all issues are made on 24th December 1985. 
Solution : In the books of M/s Banerjee Bros. 

Statement of Valuation of Closing Stock 


Particulars Units Rate Amount 
Rs. 
Goods purchased on December 2, 1985 10 8 
» » » ” 10, , 200 9 
» ” ” 5, n 600 10 
» » ‚9, „ 800 9 
noo» » 929 „ 400 9 
1,510 45 


t ісе [otal of rates 4. 45_ ў 
(а) Simple Average Price orrates” =Rs. 5 =Rs. 9:00 
Value of 350 units of goods unsold 
=Rs. 9:00 x 350 units=Rs. 3,150. 


Total of amount column 


(b) Weighted Average Price = No. of uno pupbssed 
j133:514,180 5 , 
—Rs. 510 =К$. 9:39 (Approx.) 


Value of 350 units of goods unsold 
=Rs. 9:39 x 350 — Rs. 3,286°50 


Valuation of Work-in-Progress 


Normally, all goods are not completely produced on the last date of an 
accounting period. There may be few products, the production of which has 
started but not completed on the last date of the accounting period (i.e. 
they are in process of production). So, the goods which are not completely 
finished but are in process of production is called work-in-progress or semi- 
finished goods. Value of raw materials, direct labour cost, direct expenses 
and reasonably chargeable portion of factory overhead are included in valua- 
tion of work-in-progress. 

15[11'85] 
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Calculation of Financial Results 

Main objects of a business are to earn profit and main purpose of accounting 
is to ascertain the amount of financial results and financial positions. All business- 
men want to calculate profit or loss (i.e. financial results) at the end of each 
accounting period. The financial results of a business is calculated in few stages 
according to the nature of balances of nominal accounts (ie. expenses and 
incomes). The debit balances (i.e. expenses) of nominal accounts may be divided 
into two classes—(1) Direct Expenses and (2) Indirect Expenses. 


(1) Direct Expenses: The expenses which are paid or payable for 
production of goods or to improve goods at marketable state, are called Direct 
Expenses. Alternatively, it may be defined as expenses which can be directly 
allocated to product or products. For example, raw materials, direct labour-cost, 
direct expenses. 


(2) Indirect Expenses: The expenses which are paid or payable for 
administration, sales and distribution of goods, are called Indirect Expenses. 
Alternatively, it may be defiined as expenses which cannot be allocated to 
product or products, are called indirect expenses. 


Similarly, incomes of a business may be divided into two classes : (1) Direct 
Incomes and (2) Indirect Incomes. 


(1) Direct Incomes : The incomes which are to be earned and ascertained 
from the normal operation of the business, are called Direct Incomes. For 
example,,sale of goods. 


(2) Indirect Incomes: The incomes which are not earned from the natural 
operation of the business, are called Indirect Incomes, Generally, these are earned 
from the financial sources. For example, interest on investment, dividend etc. 


Nature of Financial Results: Again, the financial results of a concern may 
be divided into two kinds—(a) Favourable Financial Results (i.e. Profit) and 
(b) Adverse Financial Results (i.e. Loss). 


(a) Favourable Financial Results (/.e Profit): The excess of income over 
expenditure is the state of favourable financial results (i.e. inflow of assets is 
more than outflow of assets). In commercial terms it is called profit. The profit 
may be divided in two classes: (i) Gross Profit and (ii) Net Profit 


(i) Gross Proflt : The excess of net sales over cost of goods sold is called 
gross profit, i.e. when net sales is more than cost of sales. So, Gross Profit» Net 
Sales i.e. (Gross Sales — Sales return) — Cost of Goods Sold, i.e. [Cost of produc- 
tion of goods sold or (Purchase Price-F other Direct Expenses on purchase)] 


(ii) Net Profit: The excess of the sum total of gross profit and indirect 
incomes over indirect expenses is called net profit. So, Net Profit = (Gross 
Profit -- Indirect Income) —Indirect Expenses. 


(b) Adverse Financial Results (ie. Loss): The excess of expenditure over 
incomes is called adverse financial results (i.e inflow of assets is less than outflow 
of assets), In commercial term it is called loss. The loss may be divided into- 
two classes—(i) Gross Loss and: (ii) Net Loss. 
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(i) Gross Loss : The excess of cost of goods sold over net sales is called 
Gross Loss. So, Gross Loss=[Cost of goods sold or (Purchase Price-+-other 
Direct Expenses of goods purchased)—Net Sales (Gross Sales — Sales return)] 

(i) Net Loss : The excess of indirect expenses over sum total of gross profit 
and indirect incomes is called Net Loss. So, Net Profit=Indirect Expenses ~ 
(Gross Profit+ Indirect Incomes). 


Solution of Important Problems 


Illustration 15: Calculate the cost of production from the following 
particulars. 

Opening raw materials Rs. 20,000 ; Purchases of raw materials during the 
period Rs. 1,40,000 ; Closing raw materials Rs. 24,000 j Manufacturing wages 
Rs. 40,000 ; Staff Salaries Rs. 10,000. 

Solution : Statement of Cost of Production 
for the year ended...... (Date) 


Particulars Amount Amount 
а Вв, Вв. 
Opening Raw Materials 20,000 
Add Purchases of Raw materials during the period 140.000 
160,000 
Less Closing Raw Materials 24,000 
Materials Consummed 1,86,000 
Add Manufacturing Wages 40,000 
Prime Cost 1,76,000 
Add Stafi Salaries 10,000 
Cost of Production 1,86,000 


Illustration 16: Find out the cost of goods sold during the year ended 


31st December 1985 : x 
Stock of finished goods as оп 1-1-85 Rs. 6,000 ; Purchases of finished goods 


Rs. 72,000 ; Purchases return Rs. 3,000 ; Carriage on purchases Rs. 1,000; Stock 
of finished goods as on 31-12-85 Rs. 8,000. 
Solution : Statement of Cost of goods Sold 

for the year ended 31st December 1985 


Particulars Amount Amount 
Ra. 
Btock.of finished goods as on January, 1, 1985 
Add Purchases of finished goods 
Less Stock of finished goods as on 815% December, 1985 
Less Purchases return "n 
Add Carriage on puro! К 
Costzof goods Sold 1000 _ 
68,000 


Illustration 17: From the following particulars calculate the cost of 
goods Sold for the year ended 3151 December 1985 : 

Raw Materials as on Ist January 1985 Rs. 21,000; Finished goods as on 
31st December 1985 Rs. 22,000; Purchases of raw materials Rs. 82,000 ; 
Purchase of finished Goods Rs.38,000; Raw materials as on 3lst December 
1985 Rs. 23,000 3 Finished Goods as on Ist January 1985 Rs. 18,000 ; Productive 
wages Rs. 72,000 ; Carriage Rs. 4,000 ; Manufacturing expenses Rs. 18,000. 
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Solution : Statement of Cost of Goods Sold 
for the year ended 31st December, 1985 


Particulars 
Raw materials as on 1st January, 1985 
Add Purchases of Raw materials 
» Carriage 4,000 
107,000 | 
Less Raw materials.as on 3186 December, 1985 28,000 | 
Materials Oonsummed | 84,000 
Add Productive Wages 72,000 
Prime Cost i 1,56,000 
Add Manufacturing Expenses 18,000 
Cost of Production 1,74,000 
Add Stock of finished goods as on 1st January, 1985 18,000 
» Purchase of Finished goods 38,000 
2,30,000 
Less Stock of?finished goods as on 3186 December, 1985 22,000 
Cost of goods Sold 2,08,000 


Illustration 18; From the following particulars of M/s Kabiraj & Sons, 
calculate the cost of goods sold for the year ended 31st March, 1986: 


Balances as on Ist April 1985 ; Rs. 
Raw Materials 7,000 
Work-in-progress 3,000 
Finished goods 10,000 

Raw materials purchased 60,000 

Finished goods purchased 80,000 

Carriage on purchase of raw materials 6,000 

Manufacturing wages 40,000 

Manufacturing expenses 7,000 

Balances as оп 31st March 1986 : 

Raw Materials 6,500 

Work-in-progress . 2,000 

Finished goods 12,000 
Solution : Statement Showing Cost of goods Sold 


for the year ended 31st March 1986 


Particulars Amount Amount 
Ra. Rs. 
Raw Materials as on 1st April, 1985 7,0000 | 
Add. Raw materials purchased 60,000 
,; Carriage on purchases of raw materials ___6000 
73,000 
Less Raw materials as on 31st March, 1986 6500 | 
Raw Materials Consumed 66,500 
Add Productive Wages | 40,000 
= Prime Cost 1,06,500 
Add Manufacturing Expenses 7,000 
Factory Cost 1,18,500 
Add Work-in-progress as on 1st April 1985 | 8,000 _ 
1,16,500 
Less Work-in-progress as on 31st March, 1986 | 9.000 
Cost of Production i | 144,500 
Add Finished goods as on 1st April, 1985 10,000 
Add Finished goods purchased 80,000 
90,000 | 
Less Finished goods as on 31st March, 1986 12,000 78,000 
Cost of Goods Sold 1,92,500 
" " TALL 
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Illustration 19 : From the following particulars prepare a statement showing 
cost of goods sold for the year ended 31st December 1985 : 

Opening Raw Materials Rs. 8,200 ; Purchases of Raw Materials Rs. 94,800 4 
Carriage Rs. 3,000; Opening Work-in-progress Rs. 7,800; Productive wages 
Rs. 45,200; Factory rent, rates etc. Rs. 6,000; Factory Indirect Expenses 
Rs. 5,000 ; Depreciation on factory plant Rs. 10,200 ; Office salaries Rs. 24,000 ; 
General office expenses Rs. 6,000; Sales office expenses Rs. 3,600; Go-down 
keeping expenses Rs. 8,000 ; Closing raw materials Rs. 6,000 ; Closing work-in- 
progress Rs. 1,800; Opening finished goods Rs. 22,000 and Closing finished 
goods Rs. 19,000. 


Solution : 
Statement of Cost of Goods Sold 
for the year ended 31st December 1985 
Partioulara | Amount Amount 
—— | 
bio. Ba. Rs. 
Opening Stock of Raw Materials 8,200 
Add Purchases of Raw Materials |. 94,800 
| 1,03,000 
Less Olosing Stock of Raw Materials | 6,000 
Raw Materials Consummed 97,000 
Add Carriages 8,000 
Productive Wages 45,200 - 48,200 
Prime Cost | —1,45,900 
Add Factory Overheads : 
Factory Rent, Rates otc | 6,000 
Factory Indirect Expenses | 5,000 
Depreciation on factory plant 10,200 21,200 
| 1,66,400 
Add Opening Work-in-progress | . 1,800 - 
| 174,200 


Tess Olosing Work-in-progress $ 
Cost of Production | 1,72,400 
Add Opening Stock of Finished Goods 


Less Olosing Stock-of Finished Goods 19,000 
Cost of Production of Sold Gaods 1,75,400 

Add Office Salaries 24,000 
» General Office$Expenses 6,000 30,000 
9,05,400 

Add Sales Office Expenses 8,600 
d Go-down on Expenses 8,000 11,600 
Cost of .Goods:Sold _ 217,000 


—————— 


Illustration 20: M/s Маа & Co. estimated to produce 1,000 bicycles 


from the following particulars : 
Cost of materials Rs. 2,00,000; Direct labour Rs. 1,00,000; Chargeable 


expenses Rs. 50,000. 
The factory recovers factory overhead at 10% of prime cost; Office 


overhead at 124% of factory cost and Selling & Distribution overhead at 8% 


of cost of production. 
Calculate the cost of production and cost of goods sold by preparing a 


statement. 
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Solution : 
Statement Showing Cost of Goods Sold 
for the year ended ...... (Date) 
Particulars © Amount Amount 
Rs. Ra. 

Cost of materials 2,00,000 

Direct Labour 1,00,000 

Ohargeable Expexces . . 60,000 
Prime Cost X ALS 3,50,000 
Add Factory Overhead (10% of Prime Cost) . 85,000 
Works Cost 4 8,85,000 
Add Administration Overhead (12}% of Factory Cost) ... 48,125 
. Cost of Produotion 4,383,125. 
Add Selling & Dietribution Overhead 34,650 

(8% Cost of Production) 
Cost of Goods Sotd 461,715 
"M ———————————————— 


Illustration 21: From the following particulars calculate the stock turn- 
over ratio as on 3lst December, 1985: 

Opening stock Rs. 10,000; Purchases Rs. 2,10,000; Purchases Return 
Rs. 5,000} Wages paid Rs. 56,000; Carriage Inwards Rs. 2,000 ; Administrative 
expenses Rs, 6,000 ; Closing stock Rs. 15,000. 


Solution : 


Statement Showing Cost of Goods Sold 
for the year ended 31st December 1985 


Partioulars Amount Amouut 
B Rs, 
Opening Stook 10,000 
Add Purchases 2,10,000 
2,20,000 
Less Purchases Return 5,000 
» Olosing Stock ... 15,000 20.000 
Cost of goods Sold 9,00,000 
Add Wages paid 56,000 
Carriage Inwards 2,000 
Administrative Expenzes j 6,000 64,000 
Oost of Goods Sold 2,64,000 
€ 


e i ——————— 
Cost of goods sold 
Average stock 
y» Rs. 2,64,000 
~ Rs. 10,000-- Rs. 15,000 
2 


Stock Turnover Ratio= 


—21'12 times 


Illustration 221 Find out the cost of goods sold from the following 
particulars : ¢ 

Stock on 1-1-1978: Raw Materials Rs. 10,000 ; Work-in-progress Rs. 5,000 ; 
Finished goods Rs. 6,000. Р 

Stock on 31-12-1978 : Raw Materials Rs. 7,000 ; Work-in-progress Rs. 6,000 ; 
Finished goods Rs. 5,000. = 
. Purchases of Materials Rs. 44,000 ; Productive Labour Rs. 15,000 ; Duty on 
raw materials purchased Rs. 2,000 ; Manufacturing Expenses Rs. 8,000. 

[W. B. H. S. Examination 1979] 
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Solation : 
In the Books of.....- 


Statement of Cost of Goods Sold 
for the year ended 31st December 1978 


Particulars 
ee eS ot Se ш 


Stock of Materials as on 1-1-1978 
Add Purchases of Raw Materials 


Less Closing'Btook of Raw: Materials as on 91-19-78 
Raw Materials consumed : 
Add Work in progress аз an 1-1-1978 


Less Work in progress ав ой 81-12-78 | 


Add Manufacturing Wages 
Duty on Raw Materials purchased 
Manofacturing Expenses 
Cost of Production 


Add Opening Stook of Finished Goods 


Less Olosing Stock oi Finished Goods 
Cost of Goods Sola 


Alternative Method : 


Cost of Goods Sold Account 
for the year ended 31st December 1978 


Amount 


Ra. 
10,000 
44,000 
54,000 

1,000 
47,000 

5,000 


52,000 
6,000 
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Amount 


Ва. 


Dr. Cr. 
Particulars | Amount Particulars Amount 
ООО 7D Е 
Вв. Rs, ва. Вз. 
"То Openiug Stock : By Olosing Stock : 
Raw Materials 10,000 Raw Materials 7,000 if 
Work in progress 6,000 Work-in progress 6,000 
Finished Goods . 6,000 21,000 Finished Goods 
„ Raw Materials purchased 44,000 „ Trading Account 18,000 
, Produetive Labour 15,000 (Coat of Goods Sold transferred) 72,000 
” Duty on Raw Materials purchased 2,000 
, Manufacturing Expenses 8,000 - 
90,000 


Illustration 23: А. Co. Ltd.’s rate of stock turnover ratio fs 15, 
sales of the Company were Rs. 80,000 and rate of gross profit on sale 


Calculate the amount of closing stock if its opening stock was Rs. 3,000. 


Solution : 


Bales 
Less Gross Profit @ 2595 on Sales 
Cost of Goods Sold 


Ra. 60,000 
Stook Turnover Ratio — Average Siok =15 


or Average Stock = Rs. 4,000 


Average Stool; = Opening Stock+Olosing Stock _ 4,000 (и) 
2 : one 


Rs. 8000 Closing Stock n. 4.000 
Closing Stock = Ra, 5,000. 


Total 


s is @ 25%. 
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Whestration 34) The total sales of a business are Rs. LIO ssd rete of 
aros prods on sales i» 20. The smownts of opteing tock and closing uoci ме 
We. 10,00) ond Ка. 14/000 respectively, — Coleulate the dock tursover ratio. 


Mestretion 25: From the following particulars, calculate the ‘cou ot 
goods sold" during the year ended 31st December, 191) and fled ош the amount 
of sales for the period if profit earned is Rs. 1,80,000, 


Re. 

Sock эз on 1м January 19%) 168,000 
Purchases 900,000 
Return 3,000 

Return n0 
Wagen 60,000 
Freight 7.200 
Carriage Inward 14% 
Carriage Ovtward 1,500 
SBtosk as ов 31м December 198) 19200 


| [W. B. Н. 8. Examination, 1984] 


Matemeot of Cou of Sales 
for the year ended 31м December 19%) 


— 
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FRELIMISART HORAS FO POET {ом OP FOROR асси | ET 
Veniens 
(А) Taney type Amoer Questions 


1. How i Cou of Goods Sold таннай *. {ирене the ерене of vb 
ГЕТО] [W B. Mc. Біне, И) 

[aami No rem "Oo af odo Boda US А} 

1 What do you mean by "Cou of Goods МИ Prem ФАА MM ov 
хоз!» И cen be determined ^ 

[Specimen Questions of HS Comnil. ПУРА, ҮЗЕ? у Tripers Н. & onn! 

LUMLI LIII JE 

J. What is matebing expense + [W. B. HG 8. Конні, tag) 

V Aem i Wario ro "aisi Orsi арками Анны U^ 14H 1 

4. What do you mean by realisation of тета 7 

[WE И. 5. Foot. POLI 
ee US 8 ЗЕР) 

5. Baplain realisation соесері. How don the reathation сезер! control 
the timing of revenve recognisation te Desleew sccowsting 2 Питам your 
sonwer with examplen [у B. M. S Fxamisation. 178 ; Tripers HL В. ТУ?) 

(Ame | Witte (rom Воо Comupi of Менем (^ ВАТИ 

é Explain the implications of the following ia. determining рей or 
income in a business: (1) Need for recovery of expenses ; Lil) Charging эрмен 
revenue. [Specimen Questions of Н. % Conil. 1984) W. В. И. 5. Казым. 

А 1978 4 1981 | Tripere Hm] 

[assi Woo ias (0 "end for ннер of expensed’ (ОР. RP кый її) "Ошен инан 
ненем (Р. эю | 

7. Waplain the concept of revenus realisation. BL IN Ji 

E XM Ul JI Pi SU 

E What te ‘Revenue’? Deseribe the features of "Патеев". 

| Am C mo om Ames U^ EA] 

9. Delne Revenue’ and distinguish И from "Income. 


{рөөгө Questions of Hi 5. Comuil. 1982) 
10, What do you mess by Revenos’? Polat ont the differens. betwven 
Revenee aod Income Drip Н. S. m9) 


[Assi Wris trum eee (AEAN) ent "nire бейин Reve st eme 
(А элее] 
11. What do you mess by ‘seething principle’) [үүт 
, Questions of IL 5 Come. 1990) 
1 Ame ute на Mug Они agmen Porte U^ ВЗЯВ | 


12. State the utom which are te be iebes bie етме 

теа ing Ue profi of à estem conos о ооа 
| Але) и bon "Meany Оне арине vena L^ ЛИ | n — 
[ES L] comand io be reium chos «мерт 

ЫҢ Мс. а Dewees the tune i 
p See oe Ree oF АВ 
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Illustration 24: The total sales of a business are Rs. 1,80,000 and rate of 
gross profit on sales is 20%. The amounts of opening stock and closing stock are 
Rs. 10,000 and Rs. 14,000 respectively. Calculate the stock turnover ratio. 


Solution : 
Ra. 
Total Sales 1,80,000 
Less Gross Profit @ 20% on sales 36,000 
Cost of Goods Sold 1,4000 _ 
z 45.21 1 Re. 1,44,000 _ Ва. 1,44,000 ü 
Stock-turn over ratio Ba. 10,000-Rs. 14,000 Ев. 19,000 or 
2 


Illustration 25: From the following .particulars, calculate the 


‘cost of 


goods sold’ during the year ended 31st December, 1983 and find out the amount 


of sales for the period if profit earned is Rs. 1,80,000. 


Stock as on ist January 1983 
Purchases 

Purchases Return 

Sales Return 

Wages 

Freight 

Carriage Inward 

Carriage Outward 

Stock as on 31st December 1983 


Rs. 


1,68,000 
9,00,000 


30,000 
37,200 
60,000 

7,200 


7,600 
1,500 
1,92,000 


[W. B. Н. S. Examination, 1984] 


Solution : 


Statement of Cost of Sales 
for the year ended 31st December 1983 


Amount 


Particulars 


Amount 


= Rs. -- 
Stock as on 1st'January 1983 1,68,000 
Add Purchases __9;00,000 
10,68,000 
Less Stock as'on 31st December 1983 1,992,000 
8,76,000 
Less Purchases Return 80,000 
Materials Consumed 
Add Wages 60,000 
» Freight 7 200 
3 » Carriage’ inwards = 7,600 
~~ Prime Cost 
Add Carriage outwords 
Cost of Goods Sold 
Add Profit 
Amount of Sales 


————————————— ———— 


Rs. 


8,46,000 


T4800 _ 
9,20,800 
1,500 


9,22.300 


1,80,000 


11,002,300 _ 


Working Note: Here, the profit is treated ag net profit. If It is treated as Gross Profit, the 


amount of salos will be Rs, 11,00,800. 


<= 


PRELIMINARY IDBAS FOR PREPARATION OF FINAL ACCOUNTS 2.233 


Exercises 
(А) Essay-type Answer Questions 


1. How is ‘Cost of Goods Sold’ measured ? Discuss the importance of such 
statement. [W. B. H. S. Examination, 1982] 

[ Ans, : Write from ‘Cost of Goods Solds’ (Р, 2.212) | 

2. What do you mean by ‘Cost of Goods Sold" ? From which account or 
accounts it can be determined ? 

[Specimen Questions of Н. S. Council, 1978, 1982 ; Tripura H. S. 1980] 

[ Ans.: Write from ‘Cost of Goods Sold’ (P. 2,212) | 

3. What is matching expenses ? [W. B. H. S. Examination, 1982] 

[Ans.: Write from ‘Matching Cost against Revenue’ (Р. 2.218) | 

4, What do you mean by realisation of revenue ? і 

[W. В. Н. S. Examination, 1983) 

[Ans.: Write from ‘Realisation Concept of Revenue’ (P. 2,217)] 

5. Explain realisation concept. How does the realisation concept control 
the timing of revenue recognisation ín business accounting ? Illustrate your 
answer with examples. [W. В. Н. S. Examination, 1978 ; Tripura Н. S.. 1979] 

[Ans.: Write from ‘Realisation Concept of Revenue’ (P. 2.217)] 

6. Explain the implications of the following in. determining profit or 
income in a business: (i) Need for recovery of expenses ; (ii) Charging against 
revenue. [Specimen Questions of H. S. Council, 1984; W. В. Н. 5. Examination, 

1978 & 1981 ; Tripura Н. S. 1981] 

[Ans : Welte from (1) ‘Need for recovery of expenses’ (P. 9.222) and (ii) ‘Charging against 
revenue’ (P. 2.918) ) 

7. Explain the concept of revenue realisation. [Tripura H. S. 1980] 

[Ans.: Writs from "Realisation Concept of revenue’ (P. 2.217) 1 

8. What is ‘Revenue’? Describe the features of ‘Revenue’. 

[Ans.: Write from ‘Revenue’ (P. 2.216) } 

9. Define ‘Revenue’ and distinguish it from ‘Income’. 

[Specimen Questions of Н. S. Council, 1982] 

10. What do you mean by ‘Revenue’? Point out the difference between 
Revenue and Income. f [Tripura H. S., 1978] 

[ Ans.: Write from ‘Revenue’ (Р. 2.216) and ‘Differences between Revenue and Income 
(P. 2.920) ) 

11. What do you mean by ‘matching principle’? Explain with suitable 
example. [Specimen Questions of H. S. Council, 1980] 

(Ans, ; Write from ‘Matching Cost against Revenue’ (Р, 2.218) ] 

12. State the factors which are to be taken into consideration while 
measuring the profit of a business concern. [Question Bank—New Delhi] 

[Ans.: Write from ‘Matching Cost against Revenue’ (Р. 2.218) ] 

13. “Income is generally conceived to be residum which emerges out of 
matching expired costs against revenue.” Discuss the statement. 

(Ans.: Write from ‘Revenue’ (Р, 2.216) | 
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14. “At the closing time stock in trade must be valued at cost or market 
price whichever is less,"—Explain with reasons. 
[W. B. H. S. Examination, 1979 ; Tripura H. S. 1979 & 1980] 
Or 
* At the closing time, stock in trade should be valued at cost or lower market 
price.”—Explain with reasons. [Tripura, 1982] 
[Ans : Write from ‘Valuation of Closing Stock’ (P, 2.222) ] 
15. What is closing stock in trade? At whal price would stock be valued 
at closing time and why ? 
[ Ans.: Write from ‘Valuation of Closing Stock’ (Р. 2.222) ] 
16. Enumerate the principal methods of valuing closing stock. 
j [Samsad Parichiti, 1978] 
Or 
State the convention principle of valuing closing stock. 
A [W. В. H. $. Examination, 1982] 
[Апв: Write trem ‘Valuation of Closing Stock’ (P. 2.922) ] 
17. What is ‘Revenue’? When is revenue considered to be realised ? 
Discuss with illustrations. [H.S.Examination, 1985] 
[ Ans: Write from ‘Revenue’ (P. 2.216) and ‘Realisation of Revonus concept’ (Р, 2,217) ] 


(B) Short-type Answer Questions 

1. Write short notes on : 

(a) Cost of Goods Sold. {Tripura Н. S», 1981] 
(b) Stock Turnover Ratio. [Tripura H. S., 1983] 
(c) Adjustment Entries, 

(d) Closing Entries, 

(e LIFO 

(f) FIFO. 


[ Ans.: Write from (a) Cost of Goods Sold (Р, 2.912), (b) ‘Stock Turnover Ratio’ (P. 9.915), 
(о) ‘Adjustment Wniries’ (Р. 2.196), (d) ‘Olosing Entries’ (P. 2.205), (в) ‘FIFO? (Р, 9.928) ] 


(C) Practical Questions 


1, From the following information, calculate Cost of Goods Sold for the 
year ended 31st March 1986 : 


Rs. Rs. 

Opening Stock 

Raw Materials 10,000 Carriage Inwards 800 

Work in progress 2,000 Depreciation on : Factory Plant 1,000 

Finished Goods 8,000 Factory Building 1,200 
Purchases of Raw Materials 40,000 Royalty on Production 300 
Purchases Return . 1,000 Closing Stock : 
Wages (Productive) 6,500 Raw Materials 8,000 
Factory Expenses 500 Work in progress 1,200 
Salary of Factory Manager ^ 2,000 Finished Goods 7,000 


[Ans.: Cost of Goods Sold Rs. 55,100 | 
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2, From the following information find out Cost of Goods Sold for the year 
ended 31st December 1985: 


Rs. Rs. 
Stock on 1-1-1985 12,000 Salaries of the office staff 9,000 
Purchases 50,000 Advertisement 3,000 
Purchases Return 3,000 Rent, Rates etc. 4,000 
Wages 12,000 Depreciation on Plant 7,000 
Carriage inwards 7,000 Stock on 31-12-1985 14,000 


[Ans.: Cost of Goods Sold Rs, 87,000 | 


3. From the following particulars calculate the cost of production for the 
year ended 31st December 1985 : 


Rs. Rs. 
Stock of Raw Materials on 1-1-1985 9,000 Wages 12,000 
Purchases of Raw Materials 82,000 Factory Overhead 23,000 
Stock of Raw Materials 
on 31-12-1985 7,000 


{ Ans.: Cost of Production Rs. 1,19,000 | 


4. From the following information, calculate Cost of Goods Sold for the 
year ended 31st March 1986 : 


Stock as on 1-4-1985 : Rs. po Rs 
Raw Materials 9,000 Wages paid 33,000 
Semi-finished Goods 2,000 Carriage inwards ‚7,000 

Purchases of Raw Materials 75,000 Stock as on 31-3-1986 : 

Freight inwards 2,000 Raw Materíals 10,000 

Factory expenses 5,000 Semi-finished Goods 1,000 


[Ans.; Oost of Goods Sold Rs, 1,299,000] 


5. From the following particulars prepare a statement of Cost of Goods 
Sold for the year ended 31st December 1985 : 


Stock as on 1-1-1985 : Rs. 0 Rs, 
Raw Materials 4,000 Ғасќогу expenses 4,000 
Semi-finished Goods 2,000 Carriage outwards 3,000 
Finished Goods 9,000 Returns inward 1,000 

Purchases of Raw Materials 82,000 Returns outward 500 

Wages (Productive) 23,000 Stock as on 31-12-1985 : 

Carriage inwards 1,000 Raw Materials 3,800 

Office Salaries 5,000 Semi-finished Goods 1,800 

Factory Rent 500 Finished Goods 7,400 


['Ans.: Cost of Goods Sold Rs. 1,890,000 | 

Working Note; Retarn Inwards 18 to be deducted from Bales, 

6. On 31st December 1985, A. К. Traders has the following Ledger 
balances : 

Stock, 1st January, 1985: Raw Materials Rs. 8,500; Work in progress 
Rs, 6,000 ; Purchases of Raw Materials Rs. 2,30,000 ; Salary of Factory Manager 
Rs. 10,500; Factory Rent & Taxes Rs. 3,000; Productive Wages Rs. 95,000; 
Depreciation on Plant & Machinery Rs. 5,000; Royalty on Production Rs. 12,000; 
Stock, 31st December, 1985: Raw Materials Rs. 10,000 ; Work in progress 


Rs. 15,000. 
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Prepare the cost of production for the year ended. 3151 December, 1985 
from the above information. 

[Ans.: Cost of Prodnction Rs. 3,45,000 | 

7. From the following information as at 3lst December 1985, prepare 
the Cos to of Goods Seld Statement and calculate the amount of profit in the 
books of Messrs Tudu Bros. : 

Stock as on 1-1-1985 Rs. 15,000 ; Purchases Rs. 85,000 ; Purchases Return 
Rs, 3,000 ; Sales Rs. 1,50,000 ; Sales Return Rs. 6,000 ; Wages Rs. 10,000 ; Freight 
Rs. 2,500 ; Carriage inwards Rs. 1,500 ; Stock as on 31-12-1985 Rs. 20,000. 

[Ans.: Cost of Goods Sold Rs. 91,000 ; Profit Rs. 53,000 | 

8. From the following information calculate the Cost of Production in 
the books of Standard Shoes Co. Ltd. as at 31st March 1986 : 

Stock as on Ist April, 1985 : . Finished Goods Rs. 20,000 ; Semi-finished 
Goods Rs. 10,000; Raw Materials Rs. 8,000 ; Purchases of Raw Materials 
Rs. 3,10,000 ; Productive Wages Rs. 1,80,000 ; Factory Rent Rs. 10,000; Salary 
of Factory Manager Rs. 16,000 ; Depreciation on Plant & Machinery Rs. 9,000 ; 
Stock as on 31st March, 1986 : Finished Goods Rs. 18,000 ; Semi-finished Goods 
Rs. 14,000 ; Raw Materials Rs. 12,500. 

[Ans.; Cost of Production Rs. 5,18,500 | 

9. From the following information prepare a statement showing (a) Prime 
Cost, (b) Works Cost, (c) Cost of Production, (d) Cost of Goods Sold : 

Opening Raw Materials Rs. 5,000 ; Closing Raw Materials Rs. 7,500 3 Raw 
Materials purchased Rs. 53,000 ; Opening Work in progress Rs. 3,000 ; Closing 
Work in progress Rs. 2,500; Productive Wages Rs.19,500; Factory Rent etc. 
Rs. 2,400 ; Depreciation on Factory Assets Rs. 6,000 ; Factory Indirect Expenses 
Rs. 1,500; Office Expenses Rs. 6,800 3 Office Staff Salaries Rs. 6,000; Sales 
Expenses Rs. 6,520; Godown Keeping Expenses Rs. 1,800; Distribution 
Expenses Rs. 880. 

[Ans.; (a) Prime Cost Rs. 70,000 ; (b) Works Oost Rs, 80,400 ; (с) Cost of Productton 
Rs, 93,200 ; (d) Cost of Goods Sold Rs. 1,02,400 | 
Notes; The godown keeping expenses are treated as expenses relating to finished goods. 


10. Find out the Cost of Goods Sold from the following information : 


Stock as on 1st January 1985: Rs. Rs, 

Raw Materials 20,000 

Work in progress 12,000 

Finished Goods 14,000 46,000 
Stock as on 31st December 1985 : 

Raw Materials 25,000 

Work in progress 8,000 

Finished Goods 18,000 51,000 
Productive Wages 9,700 
Factory Overhead . 4,900 
Administrative Overhead 2,800 
Selling and Distribution Overhead 1,600 
Raw Materials Purchased 80,000 . 


[Ans.: Cost of Goods Sold Rs, 94,000 | 
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11. Find out the Cost of Goods Sold and Stock Turnover Ratio from the 
following information for the year ended 315{ March 1986 : 


Я Rs. Rs. 

Stock as on Ist April, 1985 : 

Raw Materials 10,000 Office Overhead 4,000 

Semi-finished Goods 2,000 Selling & Distribution Overhead 3,000 

Finished Goods 30,000 Carriage inwards 2,000 
Raw Materials Purchased 1,40,000 Stock as on 31st March, 1986: 
Direct Labour Cost 35,000 Кау Materials 8,000 
Direct Expenses 6,000 — .Semi-finished Goods 1,000 
Factory Overhead 3,000 Finished Goods 25,000 


[Ans,: Cost of Goods Sold Rs. 2,01,000 ; Stock Turnover Ratio 7*8 ] 


12. Find out the stock turnover ratio for the year ended 31st December, 
1985 from the following information : ; 


Rs. Rs. 

Stock as on 1st January 1985 : 

Raw materials 2,000 Office Overhead 3,400 

Work in progress 500 Selling & Distribution Overhead 1,000 

Finished Goods ..3,000 Stock as on 31st December 1985 : 
Raw materials purchased 12,500 Raw materials 3,000 
Raw materials returned 2,500 Work in progress 800 
Productive Wages 4,200 Finished goods 2,400 
Factory Overhead 1,800 


[Ans.: Cist of goods Sold Bs. 19,700 and Stock Turnover Ratio 7:39] 


13. Find out (i) Prime Cost, (ii) Factory Cost, (iii) Cost of Production, 
(iv) Cost of Goods Sold, (v). Stock turnover ratio from the following informa- 
tion as on 31st December 1985 : 


Й 


Y Rs. Rs. 
Opening Stock : 
Raw Materials 12,000 Factory Overhead : 6,000 
Semi-finished Goods 3,000 Office Overhead 2,000 
Finished Goods 20,000 Selling & Distribution Overhead 2,800 
Purchased of Raw Materials 2,33,000 Closing Stock : 
Purchases of Finished Goods 80,000 Raw Materials 14,000 
Productive Wages 20,000 Semi-finished Goods 1,000 
Finished Goods 15,000 


[Ans.: (i) Prime Cost Rs 251,000; (ü) Factory Cost Bs. 2,59,000; (iW) Cost of 
Production Rs. 2,601,000 ; (iv) Cost of Goods Sold Rs, 3,48,800 ; (v) Stock Turnover Ratio 19.9 ] 

14. Saha Bros., a manufacturing concern, purchased the following goods 
during the month of March 1986 : 


Date Details Quantity Rate Amount 
in on units per unit 

1985 Rs. Rs. 
March 1 Balances 200 400 800:00 
5 Purchases 500 420 2,100'00 
15 Е 420 5:00 2,100°00 
20 RAE. 600 480 2,880:00 
25 iF 300 5:10 1,530:00 


30 s 400 450 1,800°00 
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On 31st March, 1986 concer! 
goods. Allissues are made on 3 
on 31st March, 1986 under (a) First-i 
Method, (c) Simple Average Value 


Method. 
[Àns. : (а) Ra 7,710 ; (b) Ra. 7,304 ; (с) Rs. 7,860; (d) Rs. 7409]. 


nhas 1,600 units in its godown of the al 

1st March, 1986. Ascertain the value of stock” 
n, first-out Method, (b) Last-in, first-out 
Method, (d) Weighted Average Val 


(D) Objective Questions : 


1. Fill up the gaps: 
Opening Stock Purchases of Closing Stock 
of Raw Materials Raw Materials of Raw Materials 


Wages Freight & Cost of E 

Paid Carriage Goods Sold | — 

Rs. Rs. Rs. Rs. Rs. R$. 
20,000 10,000 4,000 ho 


(a) 15,000 80,000 

(b)" ... 1,20,000 35,000 20.000 6,000 1,36,000 

(c) 6,000 42,000 2,000 7,000 i f 

(d) 18,000 62,000 12,000 15 4,000 75,00 

(e) 25,000 23,000 5,000 2,500 64,0 
4 3, 1,600 26,000 


(f) 3,000 24,000 
{Ans.; (а) Rs 89,000; (b Rs. 
(f) Ra. 5,600] 
2. Fill up the gaps : 
Factory Closing Stock Cost of 


Opening Stock of Purchases of Returns Outward 
Raw Materials Raw Materials ` of Raw Materials Eapenses of Raw Materials Production 


25,000 ; (с) Rs. 2,000; (d) Re. 3,000 ; (в) Bs. 64,600 5 


Rs. Rs. Rs. Rs. Rs. Rs. 
(a) 6,000 52,000 3,000 10,000 9,000 аа. 
b) 2,000 30,000 2,500 5,000 ? 33,000 
(c) 4,200 62,000 3,200 2 6,000 72,800 
(d) 10,000. 1,40,000 ? 35,000 12,000 2,73,000 
(e) .? 85,000 4,000 22,000 8,000 96,000 
(f) 15,000 ? 2000 . 8,000 6,000 76000 — 
[Ams.: (a) Ав, 56000; (b) 500; (с) Rs. 16,800; (a) Be Nil; (в) Re 1,000; 


(7). Rs, 61,000 ] 
3, Correct the following statements if considered wrong: 
(i) Closing entries are made at the opening date of the financial year. 
(ii) There is no difference between revenue and income. 
(iii) Cost of goods sold is determined through a Trading Account. 
(iv) Adjustment entries are made after preparation of final accounts. 
[ Апв.: (%) Closing entries ате made at the closing date of the financial year. (iii) There 
are many difference between revenue and income. (iii) Cost of goods sold is determined through the р 
statement. (iv) Adjustment entries are made before preparation of final account. К 


WM АБ с е, 


4, Ascertain the missing figures : 5 
i Rs. 
(i) Raw Materials consumed 1,20,000 — 
(ii) Production Overhead 12,000 — 
(ii) Production Wages 32000 — 
(iv) Office & Administrative Overhead 8,000 


[ 
(v) Selling & Distribution Overhead 6,000 — 
(vi) Opening Semi-finished Goods 2,000 - 

(vii) Opening finished goods 6,000 | 
(viii) Closing finished goods 8,000 | 
(ix) Closing Semi-finished goods 2,500 
(x) Cost of goods sold 
Ans.: Rs1,0500] _ 


CHAPTER XVI 


Accounting of a Going Concera (Profit-seeking) [contd.] 


t—Rate 


Trading Account—Method of Preparation of Trading Accoun 
Gross Profit on Sales. 


Trading Account 


An account by which Gross Profit or Gross Loss is ascertained 


Definition : 
by adjusting the cost of production of goods sold or net cost of purchases (i. e. 


purchases less returns) direct wages and direct expenses with net sales (i.e. 
sales less returns) is called Trading Account. 
Method of Preparation of a Trading Account : 


opening Stock, purchases less purchase returns, 
etc. are to be credited and sales less sales returns, closing stock etc. are to 


The direct expenses like 
wages, carriage inwards 


be debited in a Trading Account. If the sum totals of debit column is 
less than the sum totals of credit coloums of a Trading Account, the difference 
between them is called Gross Profit. If the sum totals of debit column is 
more than the sum totals of credit columns of a Trading Account, the 
difference between them is called Gross Loss- í 

А speciman form of a Trading Account is given below : 


Trading Account 
for the year ended......( Date) 


Particulars Amount | Amount Particulars 


a 
| 


In {һе case of a general trader, at first a Trading Account is to be prepared 
to ascertain the gross profit or gross. loss of an accounting period. In the case 
of a manufacturer, at first a Manufacturing Account isto be prepared to ascer- 
tain the cost of production, then a Trading Account is to be prepared to ascer- 
tain gross profit or gross loss. 

Advantages of a Trading Account : The manufacturers and general traders 
always prepares a Trading Account for the following advantages : 

(a) The gross financial results (Le. gross profit or gross loss) are ascer- 
tained from the Trading. Account. 
2.239 


By Sales Return 


To Opening Stock 
Less Sales Return ' 


» Purchases 


Rs. 
Less Purchases Return 2 


„ Olosing Stock 
„ Carriage Inwards 


„ Wages 
, Profit & Loss Account 
—Gross Profit transferred 


i 
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(b) The defects of purchase policy are determined by calculating a stock 
turnover ratio and the purchase policy can be developed after taking 
necessary measurements. 

(c) The progress of a business is to be explained with the percentage of 
gross profit on sales (i.e. change of gross financial results). 

(d) Тһе necessary measures are to be taken for decrease of gross profit 
or increase of gross loss. 

(e) The weak points of a business can be known by comparing between 
the Trading Accounts of two consécutive accounting period and 
control of expenditure can be made. 

(f£) The stock turnover ratio can be-determined from a Trading Account. 
It is a yard-stick of efficiency of management. If the ratio in- 
creases, it means the efficiency of management or profit earning 
capacity also increases. 

(g) The value of closing stock or loss by fire is to be determined from a 
Trading Account with help of gross profit ratio. 


Accounts connected with Trading Account: The Ledger accounts which are 
connected with a Trading Account are discussed below : 

(1) Accounts in the debit side of a Trading Account: The balances of 
following Ledger accounts are transferred to the debit side of a Trading 
account, i.e. Trading Account is to be debited and related Ledger accounts are 
to be credited. "These are discussed below : 

(a) Opening Stock: The value of unsold stock of the previous accounting 
period is the opening stock of present accounting period. 

(b) Purchases: The balance of Purchase Account is transferred to a 
Trading Account. lfcash purchases and credit purchases are shown separately 
ina problem, both items will be transferred combinedly to the Trading Account. 
Net purchases can be determined by deducting purchases Return from the Gross 
Purchases. The determination of net purchases is further discussed under the 
heading of ‘List of Adjustments’ in Chapter XXV. 

(c) Carriage Inwards : The expenses which is paid for carrying goods 
from the suppliers to a godown or shop after purchase of goods or raw materials 
is called Carriage Inwards. If the term ‘carriage’ is in a problem, it will bc 
treated as Carriage Inwards. ^ 

(d) Wages: The remuneration which is paid to labourers to convert 
goods or raw materials into the saleable condition is called wages. The details 
of determination of chargeable wages to the Trading Account is shown under 
the heading of ‘List of Adjustments’ in Chapter XXV, 

(e) Freight: The expenses which is paid for transportation of goods 
through ship, rail, steamer, aeroplane etc., are called Freight. 

(f) Porterage: The remuneration which is paid to porters to carry goods 
from the suppliers to shop or godown of the purchaser is called Porterage. 

(g) Royalty on Production: The expenses, which is paid for patent right, 
materials from mine of a landlord, copyright on books of an author etc. is 
called Royalty on Production. 
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(h) Clearing Charges: The expenses which are paid to brokers to'rélease 
imported goods from customs, rail authority etc. are called Clearing Charges. | 

(i) Excise Duty: The duty on produced goods which is charged by the 
Government of producer's country, is called Excise Duty. 

(j) Import Duty: The duty on imported goods which is paid to the 
Government of importer's country is called import duty, 


Information to Learners 
| But, the export duty is not charged in a Trading Account. It is chargeable to а 
| Profit & Loss Account 


(k) Dock Dues & Dock Charges : The charges which are paid for imported 
goods to the sea-port authorities or air-port authorities, are called dock dues or 
dock charges. [there is no specific information regarding dock dues or dock 
charges whether these are on imported goods or not, it will be treated on impor- 
ted goods. 


Information to Learners 
If the dook dues or dock charges are paid on exported goods, these are not to bo charged 
in a "Trading Account, bat these will be charged in a Profit & Loss Account. 


(1) Expenses for Coal; Coke, Fuel, Gas, Power, etc. : The:expenses paid for, 
coal, coke, fuc], gas, power, etc. which are paid for conversion of goods or 
materials to marketable condition аге called expenses for coal, coke, fucl, gas, 
power etc. and these are to be transferred to the Manufacturing Account. Ifa 
Manufacturing Account is not prepared by the producer, these will be transferred 
to the Trading Account. 


Trade Discounts va Trading Account уе 


The trade discounts may be incurred in two forms: (1) Trade Discount on 
Purchases and (2) Trade Discount on Sales, 

(1) Trade Discount on Purchases: Generally, the trade discount is deduc- 
ted from gross purchases and net purchases, are recorded in the books of 
account. If there is a balance of gross purchases and the amount of trade dis- 
count is ina Trial Balance, the amount of trade discount is to be deducted 
from the gross purchases in the debit side of a Trading Account. 

(2) Trade Discount on sales: Generally, the trade discount on sales is 
deducted from gross sales and net sales are recorded in the books of account. 
If there are a balance of gross sales and the amount of trade discount on sales in 
a Trial Balance or in a List of Ledger accounts balances, the trade discount on 
sales is to be deducted from gross sales in the credit side of a Trading Account. 


Accounts in the credit side of a Trading Account: The balances of following 
Ledger accounts are transferred to a Trading Account (Le. the Ledger accounts 
are to be debited and the Trading Account isto be credited). These are dis- 
cussed briefly : 

(a) Sales: Ап aggregate of cash sales and credit sales of an accounting 
period is to be recorded in the credit side ofa Trading Account. If there is a 
balance of Sales return, it will also be deducted from gross sales. The details 
of determination of net sales are also discussed under the heading of ‘List of 
Adjustments’ in the Chapter XXV. 

(b) Closing Stock: The amount of unsold goods at shop or in godown 
at the end of an accounting period is called closing stock. It is to be recorded in 
the credit side of a Trading Account through an adjustment entry. 

(c) -Goods lost by fire or abnormal causes: If goods are lost by fire or 
abnormal causes, the value of lost goods isto be recorded in the credit side of 
a Trading Account through an adjustment entry. - 


~ 16 1°85) 
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The necessary journal entries for the preparation of a Trading Account under 
the Double Entry System are discussed in the previous Chapter XV under the 
heading of ‘Closing Entries’. 


Illustration 1: On 31st December, 1985 Mr. Ganesh had the following 
balances taken from his ledger : 


Rs. Rs, S 
Stock on 1-1-85 3,200 Carriage Inwards 2,000 
Purchases 15,000 Sales 25,000 
Purchases Return _ 2,000 Sales Return 3,500. 
Wages 3,000 Freight 1,800 


On 31st December 1985: Closing stock was valued at Rs. 5,500, 
Prepare Trading Account for the year ended 31st December 1985 and also show 
necessary Journal entríes and Ledger Accounts. 

Solntion : 


In the Books of Mr. Ganesh 
Journal Proper (Folio—40) 


Date Particulars L, P. 


men pep E EA 
1985 Rs 


Dao, 31 Trading Acoount Dr, 1 8,200 
To Stock ( Opening ) Account 2 | ds 
Being the transfer of balance 


Amonnt | Amount 


81 Trading Account Dr. 1 15,000 
То Purohases Account 
Being the transfer of balance 


81 Trading Account Dr. 
To Wages Account 
Being the transfer o! balance 


3,000 


ae 


31 Trading Account ` Dr. 1 
To Oarrisge Inwards Account š 
Boing tho transfer of balance 


2,000 


31 Trading Account Dr, 1 
To Preight Account 6 
Being the transfer of balance | 


1,800 


31 Purchases Return Dr. 
To Trading Account 
. Being the transfer of balance 
[$i 
91 Bales Account Dr. c 
To Trading Account 
Being the transfer of balance | 


2,000 


“a 


25,000 


81 Trading Account Dr. 1 
To Sales Return Account | 9 
Being the transfer of balance 


3,500 


—————————M—— MÀ. 

91 Btock ( Olosing ) Account д Dr. 10 5,600 
To Trading Account 1 

Being the value of stock transferred 


81 Trading Acoount І Dr, 4,000 
To Profit & Loss Account Д 


Being grosa profit transferred to Profit & Loss a 
Account 


ЕЕЕ ere 


P 
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Ledger 
Trading Account 
for the year ended 31st December, 1985 (Folio—1) 


Partioulara Partioulars 


Re. 
To Stock (Opening) 
„ Purchases 15,000 
Less Purchases Return 2,000 », Btock (Closing) 
„ Wages х 
„ Oarriage Inwards 
» Freight 


„n Profit & Loss Account 
—(Gross Profit transferred) 


Dr. Cr. 
Particulars 


Particulars 


19 


1985 5 80 
3,900 / Deo. 81| By Trading Account 


Jan, 1 То Balance b/à 


Purchases Account (Folio—3) 
Dr. E Cr. 


Date Partioulara 


J.F. Amount | Date Partioulara JF. 


1986 


1985 
Dec. 81 | To Balance b/d 15,000 | Deo, 31 | By Trading Acoount 


Wages Account (Folio—4) 


Date Partionlara J.F. | Amount | Date, Particulars Amount 
1985 Be. | 1985 Re. 
Dec. 81 | To Balance b/d 3,000 | Рес, 31| By Trading Account 40 | 8,000 
8,000 3,000 
———— 
Carriage Inwards Account (Folio—5) 
Dr. Cr. 


Particulars J.F. | Amount, 
Rs 


Partioulars 


By Trading Account 


To Balance b/d 
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Freight Account (Folio—6) 


Cr. 


Particulars Particulars J.F. | Amount 


Ba. 


To Balance bfa 1800 


By Trading Account | 40 


6 i Sales Account (Folio—7) 
Dr. Cr. 


Date | Particulars J.F. | Amount 


Date Particulars Amount 


1985 | 


1985 Rs. Re, 
Deo, 31 | То Trading Account 95,000 | Dec, 81 | By Balance b/d 25,000 
= 


| Purchases Return Account (Folio—8) 
Dr. : СА 


` Date Particulars Date Particulars J. F. | Amount 
1985 1985 1 Rs. 
Deo, 31 | To Trading Account Dec. 81 | By Balance b/d 3,500 


Partloularg Amount 


Rs. 


By Trading Account 9,000 


Closing Stock Account 
Dr. Cr. 


Particulars | J.F. 


Amount | Dato Particulares 


1985 Rs. 1985 - ке, 
40 | 5,500 Рес. 31 | By Balance b/d 5,500 
1985 | 
Jan. 1 6,500 | 
Profit & Loss Account 
for the year ended 31st December 1985 
Dr. 


Particulars 


Re. į 
- By Trading Account . 4,000 
— (ross profit transferred 
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Information to Learners 


It thore ie a problem in à quentlon paper Lo prepare a Trading Account, the necessary 
journal entries and Ledger Accounts are not to be recorded in answer papere, Here, the 
recording of journal entries and posting of Ledger accounts are shown to understand enally, 

Percentage of Gross Profit on Turnoyer or Net Sales : The percentage of 
gross profit on turnover or net sales means the ratio between gross profit and 
net sales in percentage. According to the English rule, net sales are called 
‘Turnover’. Tho progress and development of a business can be ascertained and 
explained after comparison with the percentage of gross profit on turnover or net 
sales of various accounting periods. If there is a sudden variation of the ratio, 
an immediate inquiry can be made for the causes of variation. The formula for 
percentage of gross profit on turnover is given below : 


Gross Profit А 
Net Sales ” 


As for example, Gross Profit and Net Sales are respectively Rs. 13,000 and 
Rs. 104,000. So, the percentage of Gross Profit on Turnover or Net Sales = 


13,000 
1040005 199— drin 


Illustration 2: From the following information calculate the Stock 
Turnover Ratio and the Percentage of Gross Profit on Net Sales of the two years 
of A. Bhattacharyya & Co. and state which year is better : ў 4 


Percentage of Gross Profit on Turnover or Net Sales= 


31-12-84 31-12-85 
Rs. Rs. 
Sales 1,20,000 2,80,000 
Purchases 60,000 1,80,000 
Direct Expenses 20,000 50,000 
Opening Stock 20,000 35,000 
Closing Stock 35,000 50,000 
Solution : In the Books of A. Bhattacharyya & Co. 
Trading Account for the year ended 31st December 1984 
Dr. x Cr. 
Particulars Amount Partie Amount 
а БЕ E А с ЫШШШ= 
Re. Re. 
To Opening Stock 20,000 | By Sales 1,20,000 
, Purchases 60,000 s» Closing Stock 85,000 
„ Direct Expenses 20,000 
„ Profit & Loss Account | 55,000 
(Gross Profit transferred) asa 
| 1,55,000 | —— 1,566,000 


| 


Trading Account for the year ended 31st December 1985 


Dr. Cr. 


Amount Particulars Amount 


Partioulars 
Se 
то Opening Stock By Sales 290000 
о ming Stoo! у 
S Phrcbases a Closing Stock 50,000 


„ Direct Eixpensos 
” Profit & Loss Account 
(Gross Profit transferred) 
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Gross Profit 
Net Sales 


X 100=45°83%. 


(a) Percentage on gross profit on net Sales for 1984= x 100 


_ 55,000 
1,20,000 
Gross Profit 
Net Sales 
2800 " 100—2321«,. 
The percentage of gross profit on net sales for the year ended 31st 
December 1984 is morethan the percentage for the year ended 31st December 1985. 
So, the earnings for the year ended 31st December 1984 is comparatively well. 
Valuation of stock lost by accident: The Stores Ledger and goods ín store 
may be lost by fire, flood, storm, war or some other accidents. The value of goods 
lost by accident may be valued by preparing a Memorandum Trading Account. 
The valuation of goods lost by accident їз shown in the following illustrations : 


(b) Percentage on gross profit on net Sales for 1985— x 100 


=Rs 


Illustration 31 The entire stock of the firm was burnt to ashes by a fire 
accident occurred on the Premises of Samanta Bros. on 10th July 1985. 

The books of the firm disclosed that on Ist January, 1985 the stock was 
valued Rs. 85,000; the purchases to the date of accident amounted to 
Rs. 2,10,000; the Purchases Return to the date of accident amounted to 
Rs. 12,000; the Sales to the date of accident Rs. 2,90,000 and the Sales Return 
to the date of accident Rs. 21,000. The average Gross Profit for the last four 
years were 25% on Sales. 

Ascertain the stock lost by fire accident on 10th July 1985. 


Solution : 


In the Books of Samanta Bros. 


Memorandum Trading Account 
Dr. Crs 


Partionlars Amount | Amount Particulars Amouní | Amount 


Rs. Вз, Вз, Rs. 

То Opening Stock | 85,000 | By Sales 2,90,000 
» Purchases 2,10,000 Less Sales Return 21,000 | 2,69,000 
Less Parchases Return 12,000 | 1,98,000 | „ Stock Lost by fire 81,250 

» Profit & Loss Account 67,550 (Balancing figure) 
(25% on net Sales) 

8,50,250 
== 


So, the amount of stock which is lost by fire was Rs. 81,250. 


Illustration 41 А fire occurred in the premises of trader on 3ist March 
1978. The greater part of the stock was destroyed, the value of stock saved 
being only Rs, 4,000, 

The books of account were however saved. They disclosed that on Ist 
January, 1978, the Stock in hand was valued at Rs. 80,000, the net purchase to 
the date of fire amounted to Rs. 3,20,000 and net Sales Rs. 3,00,000. 


It was ascertained from past years account that the average rate of Gross 
Profit on Turnover was 15%, 
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Ascertain the value of stock destroyed by fire on 31st March, 1978, 


[Samsad Parichiti Feb-Mar., 1978] 
Solution 1 


In the Books of a Trader 
Memorandum of Trading Account 


Dr. Cr. 


Partloulars Particulars 


Ез. Ra. 
To Stock ав on 1st Jan., 1978 80,000 | By Sales 8,00,000 
„ Purchases 8,20,000 | ,, Stock as on 81st March, 1978 1,45,000 


Profit & Losa Account 


(Balancing ftgure) 
(Gross Profit transferred) 


» 


4,45,000 
= 


So, the amount of loss Ву fire as on 31st March 1978 = Rs. (1,45,000 — 4,000) 
or Rs. 1,41,000. 


Illustration 5: From the  undermentioned information prepare the 
Trading Account of Sri Anil Kumar Ghosh of Calcutta for the year ended 31st 
December 1985. 

Stock on 1-1-1985 Rs. 7,800 ; Credit Purchases Rs. 50,000 ; Cash Purchases 
Rs. 30,000; Return Inwards Rs. 4,000; Return Outwards Rs. 6,000 у Carriage 
Inwards Rs. 5,200 ; Carriage Outwards Rs. 6,300 ; Credit Sales Rs. 82,000 ; Cash 
Sales Rs. 45,500; Packing Charges for goods sold Rs. 3,000; Wages paid 
Rs. 13,000; Cash Discount on Purchases Rs. 120; Cash Discount on sales 
Rs. 150; Cash in hand Rs. 12,500; Closing Stock Rs, 18,000 ; Wages Outstanding 
Rs. 7,000 ; Wages paid in advance Rs, 5,000. 


Solution : 
In the Books of Anil Kumar Ghosh 
Trading Account 
for the year ended 31st;December 1985 
Dr. Cr, 


Partioulars Amount | Amount Partionlars 


To Opening Stock 
Уб Рагоһавев 50,000 
' Less Return Outwards ;.. 6,000 


By Bales ; 
Oredit 
Less Return Inwards 4,000 


| 44,000 
Add Cash Parchases 30,000 Add Cash 45,500 | 1,98,500 
‚‚ Carriage Inwards » Olosing Stock 18,000 
» Wages раа 13,000 
Add Wages Ontstanding 


15,000 
89,500 


Less Wages paid in advance 
, Profit & Loss Aocount 
” (Gross Profit transferred) 


1,41,500 1,41,500 


Working Notes: Carriage Outwards, Packing Charges for Goods Bold, Cash Discount on 
Purchases and Оазһ Discount on Sales will not to be included in the Trading Account, 
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Шазїгайоп 6: From the following information prepare a Trading 
Account for the year ended 31st December 1985: Opening Stock Rs. 10,000 ; 
Purchases Rs. 1,20,000 ; Sales Rs. 2,10,000 ; Purchases Return Rs. 12,000 ; Sales 
Return Rs. 17,000 ; Carriage Inwards Rs. 2,000 ; Carriage Outwards Rs. 3,000 ; 
Trade Discount on Purchases Rs.- 1,500; Trade Discount on Sales Rs. 2,100 ; 
Wages paid Rs. 25,000; Outstanding Wages Rs. 3,000; Advance Wages 
Rs. 4,500 ; Import Duties Rs. 300 ; Export Duties Rs. 400; Royalty on Produc- 
tion Rs. 4,500 ; Closing Stock Rs. 16,000. F 


Solution : | 
In the Books of...... 
Trading Account 
for the year ended 31st December 1985 
Dr. gr. 
—————————————————————————— 
Particulars Amount | Amount Particulars | Amount | Amount 
TE y ri › ТАРЕ (на; Ев. 
Rs. Rs. 
To Opening Stock 10,000 | By Sales 310/00 
„ Purohases 1,20,000 Less Sales Return мс Lites HS 
Less Purchases Return _ 12,000 1,98,000 
1,08,000 Less Trade Discount 
Tess Teade Discount on Sales |___ 2,100 | 1,90,900 
on Purchases L 1,500 | 1,06,500 | ,, Closing Stock 16,000 
», Wages ; 
"Wages paid 25,000 
Add Onistending Wages 8,000 
38,000 
Doss Advance Wages 4,500 
» Import daties 
» Royalty on Production 
», Oatriage Inwards 
» Profit & Loss Account 
(Gross Profit transferred) 


Working Notes: (1) Carriage Outwards and Export Duty will not inoluded in the Trading 
Account. 
` Ilustration 7: From the following information prepare a Trading 
Account of Messars Sen, Roy & Co. for the year ended 31st December 1985. 
Trial Balance as at 31st December 1985 š 
Dr. Cr. 
Particulars 


Amount 


9 Rs. 
Btook in hand (1-1-1985) Capital 50,000 
Рагоһавея Returns 1,500 
Dook Duties 000 Sales 245,000 
Wages Loans 24,000 
Trade Expenses 8, 


Coal, Oil eto. 
Salaries 
Сав 
Buildings 
Returns 


eS 
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Additional Information : 


(a) Closing Stock wàs valued at Rs. 22,000. 
(b) Goods lost by fire amounted to Rs. 5,000. 


Solution : 
In the Books of Messrs Sen Roy & Co. 
Trading Account 
for the year ended 31st December, 1985 
Dr. Cr. 
Particulars Amount Particulars Amount 
Ra. Ra. 
To Opening Stock By Sales 245,000 
„ Purchases Less Returns 6,000 | 2,89,000 
Тан | „ Closing Block “==! 80,000 
„ Wages 6,000 
„ Dook Duties ir tom by dee 
» Coal, Oil eto. 
,, Profit & Loss Account ^ 
(Gross Profit transferred) 
2,606,000 
MÀ ———— 


Illustration 8: From the uadermentioned information calculate the 
percentage of Gross Profit on Net Sales of the following two years of 
Kamalapati & Co. and state which year is better : 


31-12-1984 31-12-1985 
Rs. Rs. 
Sales (Net) 50,000 70,000 
Purchases 20,000 40,000 
Direct Expenses 11,000 18,000 
Opening Stock l 12,000 10,000 
Closing Stock 8,000 13,000 
Solution ! 
Kamalapati-& Co. 
Trading Account 
for the year ended 31st December 1984 
Dr. Cr. 
Particolare Amount Partioulars Amount 
„Ва. Ез, 
~To Opening Stock . 19,000 | By Sales 50,000 
} „ Purchases 2: 20,000 | „ Closing Stook 8,000 
i, Direct Expenses 1 11,000 
7, Profit & Loss Afo А ыны и> 
(Gross Profit transferred) ` 15,000- 


58,000 
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Trading Account for the year ended 3ist December 1985 


Particulars Amount Particulars Amount 
Вз, Rs. 
To Opening Stock 10,000 , By Sales 10,000 
* ЕА 40,000 » Olosing Stock 18,000 
» Direot Expenses 18,000 
» Profit & Loss A/o 
(Gross Profit transferred) |__15,000 
|. 88,000 | 88,000 
=== === 


| 
—————————————————— 


(1) Rate of Gross Profit on Net Sales for the year 1984= 


(8) Rate of Gross Profit on Net Sales for the year 1986 


Net Sales 
= 15,000 109... 
50:000100 30% 


Gross Profit. 
et Sales 


x100 


100 


15,000 отан 
"o 99 "100721495; 


Bo, the rate of Gross Profit on Sales for the year 1984 [s better than 1985, 


Illustration 9: Correct the following statements giving reasons : 
(i) Trade Expenses are charged to Trading Account. 


(ii) Loss of Closing Stock by fire on the last date of the accounting year 
is debited to Trading A/c and credited to Stock A/c. 
(iii) The cost of production is shown by Trading A/c. 


Solution : 


Corrected Statements 


(1) Trade Expenses are charged to a Profit & 
Loss Account? 


(Ш) Loss ot Olosing Stock by fire on the last 
date of the accounting year is oredited to 
реалов Alcand debited to loss of Stock 

у fire, 


(iM) The cost of production is shown by 
Manufacturing Account, 


[ W. B. Н. S. Examination, 1982 ] 


Remarks 


(i) All small types of expenses are recorded 
in Trade Expenses Account. Itis an indirect 
expenses, For this reason, It Is deblted in the 
Profit & Loss Account. 


(13) The loss of olosing stock by fire on the 
last date of the accounting year is not Included 
in the closing stock. 16 їв not a normal loss 
of the business. For this reason it ls to be 
oredited in the Trading Account. 


(ili) The manufacturers propare a Manu- 
facturing Account to ascertain the cost of pro- 
duotlon, The Trading Account is to be prepared 
to ascertain the Gross Profit of the concern. 


————————————— 


Exercises 


(A) Essay-type Answer Questions : 
1. What is Trading Account ? What is Gross;Profit ? What is importance 


of calculating Gross Profit ? 


[ Tripura H. S., 1978 ] 


[Ans.: Write from ‘Trading Account’ (Р 2,939), and ‘Gross Profit (Р 2.289) ] 


2. Discuss the advantages of Trading Account. 


І Tripura H. §., 1979 ] 


[Ans.: Write from “Advantages of a Trading Account’ (Р 2,239) ] 
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3. What аге the objects of preparing a Trading Account ? 

[Ans.: Write from ‘Trading Account’ (Р 2.289) ] 

4. What do you mean by Trading Account? How it is prepared ? What 
accounting information do we get from it ? 

[ Specimen Questions of Н. S. Council, 1984 ] 

(Aus: Write from ‘Trading Account’ (Р 2.239) and ‘Advantages of a Trading Account’ 
(Р 2.289) ] 

(B) Short-type Answer Questions : 

1. Write short notes on : 

(a) Trading Account, (b) Percentage of Gross Profit on net Sales. 

[Ans.: Write from ‘Trading Account’ (P 2.289) and ‘Percentage of Gross Profit on Sales’ 
(Р 2,245) ] 

(C) Practical Questions 

1. From the following figures ascertain the amount of purchases for the 
year ended 31st December 1985 : 


Rs. Rs. 
Stock as on 1-1-85 9,000 Sales 80,000 
Wages 12,000 Sales Return 3,000 
Carriage Inwards 2,000 Stock as on 31-12-85 12,000 


Rate of gross profit on net sales @ 25%. 
[ Аав,: Purchases Re, 46,750 | 


2. From the following particulars prepare a Trading Account of Messrs 
Basu & Bros. for the year ended 31st December 1985 : 

Stock as on 1-1-1985 Rs. 55,000 ; Stock as on 31-12-1985 Rs. 68,000 ; Cash 
Purchases Rs. 1,40,000; Credit Purchases Rs. 80,000; Purchases Return 
Rs. 9,000; Sales Return Rs. 11,000; Cash Sales Rs. 1,90,000; Credit Sales 
Rs, 1,25,000 ; Wages Rs. 21,500 3 Carriage Inwards Rs. 3,500; Duty on goods 


purchased Rs. 700. 
[Ane.: Gross Profit Rs. 80,800 ] 


3. From the following particulars prepare a Trading Account in the books 
of Sarkar & Co. for the year ended on 31st December 1985 ; : 

Stock as on 1st January, 1985 Rs. 5,000; Capital Rs. 18,000 ; Cash 
Purchases Rs. 25,000; Credit purchases Rs. 82,000 ; Return Inwards Rs. 3,000 ; 
Return Outwards Rs. 2,500 ; Carriage Inwards Rs. 1,200 ; Carriage Outwards 
Rs, 1,800 ; Cash in hand Rs. 2,500 ; Purchase of Furniture Rs. 2,500 ; Sales of 
an old machine Rs. 1,900; Wages paid Rs. 12,500 ; Sales Rs. 1,00,000. Stock 


as on 31st December, 1985 Rs. 10,000. 
(Ans.: Gross Profit Rs. 83,800 | 


4. From the following Ledger accounts prepare a Trading Account for 
year ended 31st December 1983 : E 

Stock as on Ist January, 1985 Rs. 4,000 ; Purchases Rs. 38,000 ; Sales 
Rs. 65,000 ; Wages Rs. 8,000 ; Coal, Water, Fuel, etc. Rs. 2,500 ; Trade Expenses 
Rs. 500; Return Inwards Rs. 4,000; Return Outwards Rs. 3,000; Carriage 
Inwards Rs. 1,500; Carriage Outwards Rs. 2,500; Royalty on production 


Rs. 3,000 ; Stock as on 31-12-1985 Rs. 8,000. 
[Ans.: Gross Profit Ез, 15,000 | 


Note; Trading Expenses is chargeable to Profit & Loss A/c. 
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5. My sales during 1956 were Rs. 1,000 more than my purchases during 
that year. My Closing Stock was worth Rs. 500 and I had no Opening Stock. I 


find that I have made a Gross Profit of 25% upon sales. Draw up my Trading 
[ С. A. (Noy.), 1957 ] 


Account, 
[Ans.; Purchases Hs. 5,000 ; Gross Profit Rs. 1,500 | 


6. From the following information prepare a Trading Account of Messrs 
Sen, Ray & Co., for the year ended 31st December 1961 : 

Salary to Office Staff Rs. 6,000; Opening Stock Rs. 64,602; Credit 
Purchases Rs. 94,640; Cash Purchases Rs. 22,300; Rent, Rates and Taxes 
Rs. 1,806 ; Freight and Carriage for goods purchased Rs. 11,725 ; Cooly and 
Cartage for goods sold Rs. 2,365; Sales Rs. 1,84,012; Goods returned to 
suppliers Rs. 1,000 ; Closing Stock Rs. 58,900 ; Wages Rs. 12,750. 

[ C. U. Pre-Univ., 1962 ] 
[ Ans.: Gross Proftt Rs, 37,895 | 
7. How would you compare the Trading results of a concern for two 


years ? What opinion do you form in the following cases ? : 
1946-47 J 1947-48 


Rs. Rs. 
Sales 1,90,000 2,90,000 
Purchases 1,00,000 1,30,000 
Opening Stock 30,000 20,000 
Closing Stock 50,000 40,000 


+ ГС. О. B. Com., 1948 ] 

[Ans,: Write from 'Percentage of Gross Profil on net sales! (P 2.245) | 

; 8. Fromthefollowiag particulars prepare a Trading Aceount for the 
year ended 31 December 1985 : 

Credit Purchases Rs. 60,000; Wages paid Rs. 36,000; Cash Purchases 
Rs.1,50,000 ; Factory Lighting Rs. 3,000; Factory Rent and Rates Rs. 2,500; 
Store Expenses Rs. 8,000; Other Works Overhead Rs. 2,000; Administration 
Overhead Rs. 800 ; Selling and Distribution Overhead Rs. 2,600. 

Allthe goods are sold at а profit of 20% on production cost; Returns 
inward of Rs. 24,000 (in selling price) have been treated as Closing Stock at cost. 

[ Ans.: Gross Proftt Rs. 48,200 | 

9. Mr. Roy'sSales during 1985 were Rs. 4,000 more than purchases 
during the year. His closing stock was valued at Rs. 3,000. Не started the 
business on Ist January 1985. Не finds that he has made a Gross Profit of 25% 
on Sales. 


Draw up his Trading Account. 
[Ans.: Gross Prot Rs, 7,000 ] 


10. А fire occurred on the Stores of Khaitan & Sons on Ist September, 
1985. The value of stock saved was Rs. 8,200. The books of accounts disclosed 
following figures : 

Stock as on Ist January 1985 Rs. 8,500 ; the net purchases to the date of 
fire amounted to Rs. 6,90,000 at the net Sales to Rs. 7,95,000. The average Gross 
Profit for the last three years were 15% on Sales. Prepare a statement of loss by 
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fire and a Trading Account for the period. If the damaged goods are sold for 
Rs. 10,500, ascertain also the claim on the Fire Insurance Company. 


[ Ans.: Loss by fire Rs. 22,750 ; Insurance claim Rs. 19,050 ) 


11. Mr. Ghosh had the following transactions for the year ended 31st 
March 1985: d 

Stock as on Ist April, 1983 Rs. 18,000 ; Cash purchases Rs. 85,000 ; Credit 
purchases Rs. 55,000 ; Cash Sales Rs. 1,75,000 ; Credit Sales Rs. 82,500 ; Returns 
Inward Rs. 3,500 ; Returns Outward Rs. 4,000 ; Opening loose tools Rs. 5,000 ; 
Closing loose tools Rs. 4,500 ; Royalty on Production Rs. 4,500; Excise Duty 
Rs. 1,500 ; Motive power Rs. 2,100 ; Wages Rs. 12,000. 

Other information: Closing Stock Rs. 22,000; Outstanding Wages 
Rs. 600 ; Advance Excise duty Rs: 200. $ 

Prepare a Trading Account for the year ended 31st March 1985. 

[ Ans.: Gross Profit Re, 1,01,000 | 


12. From the following particulars prepare a Trading Account for the 
year ended 31st December 1985 : 


Rs. Rs. 
Stock as on 1-1-1985 9,000 Wages ; 46,000 
Cash Purchases 92,000 Carriage Inwards 14,000 
Credit purchases 38,000 Carriage Outwards 6,000 
Cash Sales 1,25,000 Freight 8,000 
Credit Sales 1,48,000 Salary ^ 23,000 
Purchases Return 12,000 Rent, Taxes etc. 8,000 
Sales Return 8,000 Stock as on 31-12-85 11,000 


[Ans.: Gross Profit Re. 81,000 | 


13. From the following particulars, Prepare a Trading , Account for the 
year ended 31st March 1985 : 


Rs. : Rs. 
Opening Stock 26,000 Freight Inward 2,500 
Purchases 1,20,000 Discount on Sales 800 
Return Outward 5,000 Discount on Purchases 7,000 
Carriage Outward 2,000 Freight Outward 1,000 
Return Inward 6,000 Sales 2,80,000 
Carriage Inward 3,000 Wages 26,000 


Other information : 

(i) Closing Stock valued Rs. 28,000. 

(ii) Outstanding Liabilities : Wages Rs. 2,500 ; Freight Inward Rs. 500. 
(iii) Goods amounting to Rs. 4,000 purchased and included in Purchase 


Day Book : but not included in Closing Stock. 
[ Ans. : Gross Profit Rs. 1,86,700 1 
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14. From the following particulars prepare a Trading Account for the 


year ended 31st December 1985 : 


Rs. Rs. 
Opening Stock E 6,000 Carriage 1,200 
Purchases 43,000 Freight 700 
Returns to Sellers 2,000 Fuel, Power etc. 400 
Sales 68,000 Royalty on Production 1,000 
Returns from Customers 3,000 Import duty 600 
Wages 12,000 Excise duty 800 


Other information : 
(i) Closing stock valued Rs. 8,000. 
(ii) Goods damaged by fire amounted to Rs. 12,000 and insurance claim 


amounted to Rs. 10,000 is certified. 


(a) 
(b) 
(c) 
(d) 


(e) 


(a) 
(b) 
(c) 
(d) 
(e) 
(f) 
(g) 


(iii) Wages outstanding Rs. 2,000 and Carriage paid in advance Rs. 500. 
[ Ans.: Gross Loss Re, 20,600 | 
(D) Objective Questions 
(1) Fill up the gaps : 
Opening Stock Purchases Sales Closing Stock Gross Profit 


Rs. Rs Rs. Rs. Rs. 
5,000 28,000 44,000 7,000 ? 

? 65,000 1,20,000 13,000 35,000 
2,500 ? 32,000 4,000 6,800 
4,000 82,000 ? 6,000 8,200 
7,500 96,000 1,12,000 ? 15,700 


[Ans,; (a) Rs. 18,000 ; (b) Rs. 38,000 ; (c) Ra. 26,700; (d) Вв, 88,200 ; (c) Rs. 7,200] 
(2) Fill up the gaps : 
Opening Purchases Purchases Sales Sales Closing Gross 


Stock Return Return Stock Profit 

Rs. Rs. RS Rs. Rs. Rs. Rs. 

4,000 40,000 2,000 70,000 5,000 7,000 2 

12,500. 70,000 3,000  1,05,000 2,000 1 33,000 
58,000 1,20,000 4,000 2,20,020 ? 30,000 40,000 
300 14,000 800 ? 1,500 1,000 2,500 
1,200 60,000 ? 65,000 2,200 3,000 9,000 
20,000 ү, 3,000 85,000 2,500 22,500 20,000 
? 1,26,000 5,000 2,40,000 6,000 14,000 55,000 


[Ans.: (a) Rs. 30,000; (b) Rs. 9,500; (с) Ез. 36,020; (d) Rs. 26,500; (e) Rs. 4400; 
(f) Rs. 68,000; (g) Вз. 72,000] 


CHAPTER ХУП 
Accounting for a Going Concern (Profit-Seeking)-contd. 


Manufacturing Account—utilities of a Manufacturing Account— 
Differences between Trading Account and Manufacturing Account. 


es 


Manufacturing Account 


Definition: The account, by which the cost of production of goods is to 
be ascertained, is called Manufacturing Account. The account is prepared by 
the manufacturers to determine the cost of production and to fix the selling 
price of the goods. Generally, the following items are taken to form the 
Manufacturing Account: (a) Direct Material Cost, (b) Direct Labour Cost and 
(c) Factory Overheads. 

Utilities of a Manofacturing Account : Generally, all manufacturers pre- 
раге a Manufacturing Account. The utilities of a Manufacturing Account 
are discussed below : 

(i) The cost of production of manufacturing goods isto be determined 
from a Manufacturing Account. 

(ii) The fixation of selling price can be made after the" preparation of a 
Manufacturing Account. 

(ili) It is used to determine the profit on a manufacturing process. 

(iv) An acceptance of a trader depends upon the cost of production 
which can be determined with the help of a Manufacturing Account. 

(v) The comparative study can be made to ascertain whether production 
or purchases of good is more profitable. 

(vi) The efficiency of the workers can be ascertained after determina- 
tion of cost of production. 

(vii) The cost of production can be reduced after analysis of factors 
of cost of production in a Manufacturing Account and necessary measures can 
be taken in case of competitive goods. 

At last, we can say that it is an important document of a manufacturing 
concern to take necessary decisions for management. 

Differences between Trading Account and Manufacturing Acconut: To 
ascertain the profit of the business, the Manufacturing Account and Trading 
Account are prepared ; but there many differences between them. These are 


discussed below : 
Trading Account Manufacturing Account 


1. The account is the second l. The account is the first stage 
stage of the Final accounts of a manu- | of the Final accounts of a manu- 
facturer and it is the first stage of | facturer. 

Final accounts of a Trader. 

2. The profit on sales is to be 2. The cost of production is to be 
determined from a. Trading Account. determined from a Manufacturing 
Account. 


—————— 
9555 
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Trading Account 


3. The opening stock and clos- 


ing stock of finished goods are to be 
recorded in a Trading Account. 


4. The Gross profit or Loss is to 
be determined from a Trading Account. 


5. The cost of goods purchased 
and expenses for purchases are to be 
recorded in a Trading Account. 


6. The efficiency of the Purchase 
and Sales departments can be judged 
with the help of this account. 

7. The details of Sales Account 
and stock of finished goods are includ- 
ed in a Trading Account. 

8. The debit Balance of a Trad- 
ing Account shows a gross loss and 


3. The opening stock of 
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Manufacturing Account 


materials & work-in-progress (i.e. Semi- 
finished goods) and closing stock of 
raw materials & work-in-progress (i.e. 
Semi-finished goods)are to be recorded 
in a Manufacturing Account. 

4. The cost of production of 
manufacturing goods is to be deter- 
mined from a Manufacturing Account. 

5. The cost of purchase of raw 
materials and expenses for productions 
are to be recorded in a Manufacturing 
Account. 

6. The efficiency of the production 
department can be judged with the 
help of this account. 

7. The details of Sales Account 
and stock of finished goods are not 
included in a Manufacturing Account. 

8. The Manufacturing Account 
always shows a debit balance and it is 


raw 


the credit balance of a Trading Account | called the cost of production. 
shows gross profit of a business concern. 


ts Preparation of Manufacturing Account 


The method of preparation of a Manufacturing Account is similar to a 
Trading Account. The cost of direct materials, direct wages, direct expenses and 
factory overhead are to be credited in a Manufacturing Account. If there is any 
opening balance of work-in-progress, it is to be credited in the Manufacturing 
Account and in the case of closing stock of work-in-progress, it is also to be 
debited in the Manufacturing Account. If any abandoned or scrap raw materials 
are sold, it is to be shown in the credit side of a Manufacturing Account. The 
Manufacturing Account shows always debit balance which is called the cost 
of production. The amount of cost of production is transferred to the debit 
side of a Trading Account. à 

Accounts connected with a Manufacturing Account: The following 
accounts are recorded in the Manufacturing Accounts : 

(а) Raw Materials consumed in production : The amount of raw materials 
consumed in the production is to be recorded in the debit side of a Manufactur- 
ing Account. The determination of raw materials consumed is also discussed in 
the Chapter XV under the heading of ‘Direct Materials cost’. 

(6) Direct Labour Cost: The amount of labour cost which is paid 
or payable for production. of goods for an accounting period is to be credited 
in a Manufacturing Account, 
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(c) Direct Expenses: The expenses which can be allocated directly 
to production are called direct expenses and are to be recorded in the debit side 
of the Manufacturing Account. 

(d) Factory Overhead Cost: The cost of indirect materials, indirect 
labour and indirect expenses relating to a factory is called Factory Overhead 
Cost. As for example, salaries to a works manager, foreman, supervisor, durwan 
etc., repair to factory building, depreciation on factory plant, rent of factory 
premises etc. The factory overhead is to be recorded in the debit side of a 
Manufacturing Account. j 

(e) Work-in-progress: The opening stock of work-in-progress is to 
be recorded in the debit side and the closing stock of work-in-progress is to be 
recorded in the credit side of a Manufacturing Account. 

; (f) Income from Sale of Scrap: The amount which is received or 
7, teceivable from a sale of abandoned raw materials and other things are to be 
/ “recorded in the credit side of a manufacturing Account. 

Journal Entries for the Preparation of a Manufacturing Account: The 
balances of Ledger accounts which are related to production, are transferred 
to the Manufacturing Account with help of following journal entries : 

(1) For transfer of opening balance of Raw Materials г 

Manufacturing Account Tu 

То Opening Stock of Raw Materials Account 
Being the balance of later account transferred to 
former account. Я У 

(2) For transfer of closing balance of Raw Materials : 

Closing Stock of Raw Materials Account Dr. 
To Manufacturing Account 
Being the balance of former account transferred 
to later account 
For transfer of opening balance of work-in-progress : 
Manufacturing Account Dr. 9: 
To Opening stock of Semi-finished Goods Account 
Being the balance of later account transferred to 
former account. 
(4) For transfer of closing balance of work-in-progress : 
Closing Stock/of Semi-finished Goods Account Dr. 
To Manufacturing Account 
Being the balance of former account transferred 


to later account. 
(5) For transfer of expenses relating to production incurred during the 


u 


accounting period : 
Manufacturing Account Dr. 
To Purchase of Raw Materials Account 
,. Direct wages Account 
.,"Chargeable Expenses Account 
,,iFactory Overheads Account 


Being the balances of later accounts transferred 
to former account. 
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(6) For transfer of net cost of production to the Trading Account : 
Trading Account Dr. E 
To Manufacturing Account 
Being the net cost of production transferred to 
the former account. 


(7) For transfer of cost of productiom more than actual value to the Trading 
Account : 
Trading Account Dr. 


To Manufacturing Account 
» Profit & Loss Account 
Being the balance of Manufacturing Account and 
Profit on transfer tothe Trading Account recorded. 
(8) For transfer of cost of production less than actual value to the Trading 


Account ; 
Trading Account Dr. 
Profit & Loss Account Dr. 


To. Manufacturing Account 
Being the Balance and loss on transfer recorded, 
A specimen form of a Manufacturing Account 
Manufacturing Account 
for the year ended _,.,..(Date) 


Dr. 1 Cr. 
Particulars Amount | Amount Particulara Amount | Amount 
Ra, Ra, Rs. Re. ` 
To Raw Materials consumed : By Trading Account | ә 
Opening Raw Materials Tg —ocont of produotion 
Add Purchases of Raw transferred 
Materials Ves 


Less Closing Raw 
Materials 
» Direct Wages 
„ Other chargeable 
Expenses : | vaz 
Prime Cost Рета 
», Light, gas eto. s 
„ Salary of works manager 
„ Salary to works stafi 
» Wages of Durwan 
„ Bemi-finlshed goods 


Less Semi-finished goods 


 Yustration 1: From the following: particulars write. up a Manufac- 
turing account for the year 1978 : 
1-1-1978—Raw Materials at factory Rs. 14,000; Semi-finished Goods 
Rs. 6,000; Purchases of Raw Matereials during the year Rs. 57,000; Wages 
of Workers Rs. 30,000; Other expenses in the Factory: Light, Gas, etc. 
Rs. 4,000 ; Other Expenses incidental to Production Rs. 5,000 ; Salary of Works 
Manager Rs. 12,000; Salary of Works Staff Rs. 3,000; Wages .of Durwan 
Rs. 2,000; 31-12-1978—Stock of Raw Materials Rs. 15,000; Semi-finished 
Goods Rs. 8,000, [ W. B. H. S. Examination, 1978 ] 
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Solution : 
Manufacturing Account 


for the year ended 31st December 1978 


Dr. Cr. 
Particulars Amount | Amount Particulars Amount | Amount 
| Be | Bs, Ra. Ев, 
To Cost of Raw Materials | 
consumed ; [ | By Semi-finished Goods 8,000 
Raw Materials as on 1-1-78 | 14,000 | » Trading Account ~ 1,10,000 
Add Purchases of Raw | —Оовё of production 
Materials | 57,000 transferred 
71,000 
Less Raw Materials ag on . 


81-12-78 | 15,000 | 56,000 


» Direct Wages 80,000 
„ Other Expenses ; 

Light, Gas, eto, 4,000 | 

Other Expenses 5,000 | 

Salary of Works Manager 19,000 

Salary of Works Staff 8,000 

Wages of Durwan 2,000 26,000 
» Semi-finished Goods 6,000 

1,18,000 


Illustration 2: Radio Manufacturing Co. manufactures radio sets. 
From the following information you are to prepare a Manufacturing Account of 
the firm for the year ended 31st December 1985: 

Stock of Raw Materials as on Ist January 1985 Rs. 3,500; Purchases of 
Raw Materials during the year Rs. 14,500 ; Stock of Raw Materials as оп 3lst 
December 1985 Rs. 4,500; Daty on Raw Materials purchased Rs. 380; Indirect 
Wages of the Factoy Workers Rs. 520; Direct Wages Rs. 4,500; Factory 


Expenses Rs. 1,500. 


Solution ! 
In the Books of Radio Manufacturing Co. 
Manufacturing Account 
for the year ended 31st December 1985 
Dr. 7 Сг) 
———————————————————— 
> Partioulars Amonnt | Amount Particulars | Amount | Amount 
Rs. Rs. | Rs, Ra. 
To Rew Materials Consumed : | By Trading Account | 


Opening Stock of Raw (Cost of Production 
Materials 8,500 transferred) 20,400 
Add Purchases of Raw 
Materials 14,500 | 


Less Olosing Stock of Raw 
Materials 4,500 18,500 


» Direct Wages 4,500 
„ Duty on Raw Materials 
purchased 880 

„ Factory Overhead : 

Indirect Wages 520 

Factory Expenses . 1,500 2,020 

90,400 30.400 
=== ЕЕЕ 
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Solution of Important Illustrations 
Illustrations 3: Draw a Manufacturing Account for the year ended 31st 
December:1978 for the undernoted particulars : 


Rs. Rs. 

Factory Building 22,000 Purchases of Raw Я 
Machinery 13,000 Materials 85,000 
Furniture ( Factory ) 500 Finished Products * 1,000 
Repairs б 250 Freight Charges (оп Raw 
Rent & Taxes 1,650 Materials) 5,000 
Insurance 390 Electricity (Power) 1,500 
General Expenses * 1,810 Salary (Factory) 5,000 
Stock on January 1, 1978: Wages 10,000 

Raw Materials 13,000 

Semi-finished Materials 750 

Finished Materials 8,250 


Further information as under was available : 

Closing Stock: Raw Materials Rs. 21,000; Semi-finished Materials 
Rs. 1,250; Finished Materials Rs. 20,75); Outstanding Wages Rs. 300 1 
Outstanding Salary (Factory Rs. 100; Charge Depreciation: on Machinery 
@ 10%, on Furniture (à 5%. [ Tripura Н. S. Examination, 1979 ] 


Solution : 


In the Books of...... 
Manufacturing Account 
for the year ended 31st December 1978 


Partionlars Amount Partionlars Amonnt | Amount 
Eu rec aud et 
Ез, Rs. Re. Rs, 
To Raw Materials consnmed : By Bemt-finished Materials 
Opening Stock of Raw as at 31st December 1978 1,250 
Materials | 13,000 „ Trading Account 1,03,825 


(Cost of Production 
transferred) 


Add Purchases of Raw | 
Materials 85,000 - 


Less Cloning Stock of Raw 
Materials | 21,000 77,000 


» Freight Oharges 5,000 
» Direot Wages 10,000 
Add Outstanding Wages 300 10,900 
» Balary (Factory) 5,000 | 
Add Ontstanding 100 5,100 
» Electricity (Power) 1,500 
» Repairs 250 
» Rent & Taxos 1,650 
» Insurance 890 
» General Expenses 1,810 
» Depreciation : d 
Maohinery 1,300 
Furniture 95 


1,395 
» Bemi-finfshed Materials "750 


1,05,075 
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Illustration 4: From the following facts, prepare a Manufacturing 
Account for the year ended 31st December, 1980. 


1-1-1980 : Rs. 
Stock of Raw Materials 80,000 
Stock of Semi-finished goods 42,000 

Purchases of Raw Materials 

duríng the year 3,99,000 

Wages of workers 2,10,000 

Factory light, gas, fuel, etc. 28,000 

Other Expenses incidental to 

production 35,000 

Solution | 


Rs. 
Factory Manager's Salary 8,400 
Salaries of Office Staff of 
the factory 21,000 
Salary of Factory Guards 14,000 
31-12-1980 : 
Stock of Raw Materials 1,05,000 
Stock of Semi-finished 
goods 56,000 


[ W. B. H. S. Examination, 1981 ] 


In the Books of...... 
Manufacturing Account 
for the year ended 31st December, 1980 


Dr. Cr. 
Partloulars Amount Particularg Amount 
Ев. Rs, Re. 
To Materials consumed : By Trading Account 
Opening Stock 80,000 | Oost of Production transferred 6,76,400 
Add Purchases 8,99,000 
4,79,000 
Less Olosing Stock 1,05,000 | 3,74,000 
» Wages of workers | 2,10,000 
» Other Bupenses incidental 
to production 85.000 
Prime cost 6,19,000 
„ Factory Overhead : | 
Light, gas, fuel, etc. 28,000 | 
Manager's Balaty 8,400 
Salaries to factory office staff 21,000 | 
Salaries to factory guards *14,000 — 71,400 
Add Semi-finished Goods 6,90,400 
on 1-1-80 } 
Less Semi-finished Goods 1, 
on 81-12-80 | 56,000 
: MADE 576400. 
ee Е ЕЕ ЕВ аа ee a See 


Preparation of Trading Account after preparation of Manufacturing Account 


Illustration 5 : 


From the following particulars, prepare a Manufacturing 


Account and Trading Account for the year ended 31st December 1985 : 


Opening balances : Rs. 
Raw Materials 4,300 
Semi-finished Goods 1,000 


Finished Goods 9,800 
Purchases : 

Raw Materials 

Finished Goods 80,000 


Rs. 
Wages 42,000 
Factory Insurence 2,000 
Fuel & Power 4,000 
Factory Lighting 1,200 
Factory Plant 1,20,000 


Sales of Finished Goods 2,10,000 
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Returns Outward + 
Raw Materials 
Finished Goods 

Returns Inward } 
Raw Materials 
Finished Goods 
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Rs. 
Factory Rent 
4,200 Closing balances : 
3,000 Raw Materials 
Semi-finished Goods 
— Finished Goods 
4,000 


Other information : 
(1) Outstanding expenses: Wages Rs. 4,000; Factory Rent Rs. 1,000 ; 


(2) Charge depreciation @ 5% on factory plant. 


Solution : 


Manufacturing Account 


for the year ended 31st December 1985 


Dr. 


Particulars 


Amount Particulars 


Rs. 
9,000 


5,000 
1,700 
8,400 


Cr: 


Amount 


To Raw Materials consumed : 
Opening Stock 
Add Purchases 


Less Olosing Stock 


Less Returns Outward 


» Production Wages 
Add Ontatanding 
», Factory Insurance 
» Feul & Power 
» Factory Lighting 
» Factory Rent 
Add Outstanding 
» Depreviation on 
Factory Plant 
» Semi-finished Goods 


By Closing Finished Goods 
» Trading Account 


Trading Account 


for the year ended 315 December, 1985 


—Oost of production transferred | 


Ra. 
1,700 
| 1,81,600 


1,98,900 


Dr. Cr. 
Partioulars Amount Particulars | Amount 
Rs. Rs. Bs. Ra. 
To Opening Stock Account 9,800 | By Sales Account 3,70,000 
» Purchases of finished Goods 80,000 Less Returns In ward 4,000 | 2,66,000 
Less Returns Outward . 9000; 77,000) | Closing Finished Goods 
» Manufacturing Account | 181,600 Account 8,400 
— Cost of production | 
transferred 
» Profit & Loss Account 56,000 
—Grous Profit transferred 
2,74,400 2,74,400 


ge NS oU ce 
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Illustration 6: Draw a Manufacturing Account for the year ended 
31st March 1986 for the undernoted particulars : 


Rs. Rs. 
Factory Building 40,000 Wages 13,000 
Plant & Machinery ( factory) 60,000 Rent & Rates ( factory) 2,000 
Factory Furniture 12,000 Insurance of factory assets 6,000 
Repairs ont Stock as on 1.4.85 : 
Factory assets 6,000 Raw Materials 6,000 
Office assets 4,000 Semi-finished Goods . 2,000 
Purchases of Raw Materials 78,000 Finished goods 10,000 
Returns of Raw Materials 3,000 Purchases of finished Goods 80,000 
Freight on Raw Materials 3,000 Sales of finished Goods 2,00,000 
Electricity (power) 12,000 Sales Return 4,000 
Salary of works Manager 20,000 
Additional information : 
(1) Stock as on 31. 3. 86 : 
Raw Materials Rs. 8,000 
Semi-finished Goods Rs. 3,000 
Finished Goods Rs. 15,000 


(2) Outstanding Liabilities: Wages Rs. 2,000 ; Salary of workes Manager 
Rs. 4000. 


Solution : 
Manufacturing Account 
for the year ended 31st March, 1986 


Dr. Cr. 
Particulars | Amount ' Particulars | Amount 
Rs. Rs. Rs. 
To Raw Materlals consumed : ; By Trading A/o 
Add Opening Stock 6,000 | | —Oost of production translerred 1,40,000 
Purchases 78,000 
84,000 
Loss Returns 3,000 
81,000 
Less Olosing Btook 8,000 | 78,000 
„ Wages 18,000 
Add Outstanding 2,000 | 15,000 
, Freight of Raw Materlala 8,000 
Prime cosi 91,000 
, Factory Overhead : 
Electricity (Power) 19,000 
Repair on factory Assets 6,000 
Salary of worke Manager 24,000 
Ra. (20,000-+ 4,000) 2,000 
Faotory Rent & Rates 6,000 
Insurance of factory assets 741,000 
Add Semi-finished — EA 
goods as оп:1.4,85 71,48,000 
Less Bemi-finished 8,000 
goods as on 91.8.86 0000 
140,000 (1.40, 
__— — 
ААА SU P ——————M—— 
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Trading Account 


for the year ended 3 


Particulars Amount 


Ist March, 1986 


Particulars 


Hs. 

To Opening Вёосі 10,000 ' By Sales 2,00,000 
= апшат Account | 1,400000 | Less Returns __—4,000 |-1,96.000 
» Profit & Loss Account 61,000 |. Closing Stock 15,000 

(Gross Profit transferred) " 
2,11,000 2,11,000. 
1 

a ———— 


Cr. 


Amount 


Rs. Rs, 


Illustration 7: Prepare a Manufacturing Account and Trading Account 


for the yearsended 31st December, 1985 1 
Opening Stock : 
Raw Materials 
Semi-finished Goods 
Finished Goods 


Purchases during the year : 
Raw Materials 
Finished Goods 


Returns during the year ; 
Purchases: 
Кам Materials 
Finished Goods 


Sales : 
Finished goods 
Wages paid during the year · 
For Production 
For Trade 
Rent paid during the year : 
For Factory Premises 
For Office Buildings 
Depreciation estimated during the year : 
For Factory Building & Furniture 
For Office Building & Furniture 
Sales during the year : 
Finished.Goods 
Carriage Inwards 2 
For Raw Materials Purchased 
For Finished Goods Purchased 
Closing Stock : 
Raw Materials 
Semi-finished Goods 
Finished Goods 


Rs. 
20,000 

2,000 
18,000 


1,80,000 
1,00,000. 


2,000 
9,000 
11,000 


16,000 


30,000 
8000 


10,000 
30,000 


12,000 
8,000 


16,000 
6,000 


25,000 
3,000 
15,000 


Rs. 


40,000 


2,80,000 


21,000 


38,000 


40,000 


20,000 


4,20,000 


22,000 


43,000 
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Solution : - 
Manufacturing Account 
for the year ended 31st December 1985 
Dr. Cr. 
Particulars Amount | Amount Particulars Amount | Amount 
Es -| Ве Ra. Ra. 
To Opening Stock of By Semi-finished goods 3,000 
Raw Materials 20,000 4 (closing) 
Add Purchases of » Trading Ale 240,000 
Raw Materials 1,80,000 —Qlosing of production 
-200,000 transferred 
Less Closing Stock of 
Raw Materials . 95,000 
1,75,000 
Less Returns of Raw 
"Materials 9,000 | 1,783,000 
„ Wages (for production) 30,000 | 
, Rent (for factory premises) 10,000 
, Depreciation on factory 
Building & Furniture 13,000 | 
, Carriage Inwards 16,000 
„ Bemi-finished goods 2,000 | 
(Opening) 


} a Е i 
Trading Account 
for tlie year ended 31st December 1985 


Dr. Cr. 
Particulars Amount | Amount Partioulars Amount | Amount 
Вв. ‚ Вв. Rs, Rs. 
To Opening Stock of | By Sales Ы 4,20,000 
finished goods | ` 18,000 Less Returns 16,000 | 4,04,000 
, Manufacturing Account 2,40,000 | |, Qlosing Stock’ of 
— (ost of production | finished goods 15,000 
transferred | 
, Purchases of finished 
goods 1,00,000 
Less Returns ot 
finished goods __9,000 
„| Wages (for trade) 
, Carriages inward for 
finished goods purchased 
, Profit & Loss Account 
(Gross Profit transferred) " 
4,19,000 


Rent paid for office pbuilding and depreciation for office building ате to 


Working Note : 
be charged to the Profit & Loss Account. 
Exercises 


(A) Essay-type Answer Questions : 
1. What is Manufacturing Account ? Why and how it is prepared ? 
How a Manufacturing Account differs from a Trading Account ? 
‘ [ Specimen Questions of Н. S. Council, 1980 & 1981 ] 
Or, What is a Manufacturing Account? How does it differ from a 
Trading Account ? [ W. B. Н. S. Examination, 1978, 1979, 1980 & 1983 ] 
[Ans.: Write from ‘Manufacturing Account’ (P 2.255) and ‘Differences between Trading 


Account and Manufacturing Account’ (Р 2.255) ] 
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2. State the chief points of distinction between a Trading Account and a 
Manufacturing Account of a trader. [Specimen Questions of Н. 5. Council, 1980] 
[Ans.: Write from ‘Manufacturing Account’ (Р 2.255) and ‘Differences belween Trading 
and Manufacturing Account (Р 2.255) | 
3. What is the purpose of preparing Manufacturing Account ? 
[ Delhi Н. S. Examination, 1977 ] 
[ Ans.: Write from ‘Utilities of a Manufacturing Account’ (P 2.255) ] 
4. What is a manufacturing Account ? What is its usefulness ? 
[Ans, Write from ‘Manufacturing Account’ (Р 2.255) and ‘Utilities of a Manufacturing 
Account’ (P 2,255) | 
(B) Short-type Answer Questions : 
1. What їз meant by Manufacturing Account ? 
[ W. B. Н. S. Examination, 1980 ] 
[Ans.: Write from ‘Manufacturing Account (P 2.255) ] 
(C) Practical Questions : 
l. Fromthe following particulars write up a Manufacturing Account 
for the year 3!st December, 1985 : 


Balances as on 1-1-85 : Rs. Rs. 

Raw Materials 6,000 Factory expenses : 

Semi-finished Goods 2,000 Factory Rent 4,000 
Purchase of Raw Materials 42,000 Light, gas, etc. 3,000 
Productive Wages 18,000 Balances as on 31-12-85 1 

Raw Materials 4,500 


Semi-finished Goods 1,500 
| Ans, ; Cost of Production Rs. 69,000 | 


2. Fromthe following information prepare a Manufacturing Account 
In the books of Standard Shoes Co. Ltd. as at 31st March 1986 : 

Stock as on Ist April, 1985: Finished Goods Rs. 20,000 ; Semi-finished 
Goods Rs. 10,000; Raw Materials Rs. 8,000; Purchases of Raw Materials 
Rs, 3,10,000 ; Factory Wages Rs. 1,80,000 ; Factory Rent Rs. 10,000; Salary of 
Factory Manager Rs. 18,000; Depreciation on Plant & Machinery Rs.9,000 ; 
Stock as on 31st March, 1986 : Finished Goods Rs. 18,000 ; Semi-finished Goods 


Rs. 14,000 ; Raw Materials Rs. 12,500. 
= [Ans.: Cost of Production Rs. 5,18,500 ] 


3. On 3144 December, 1985, А. К. Traders has the following Ledger 
balances : 

Stock, Ist January 1985: Raw Materials Rs. 8,500; Work-in-progress 
Rs. 6,000 ; Purchases of Raw Materials Rs. 2,30,000 ; Salary of Factory Manager 
Rs. 10,500; Factory Rent & Taxes Rs. 3,000; Factory Wages Rs.95,000; 
Depreciation on Plant and Machinery Rs. 5,000; Royalty on Production 
Rs. 12,000 ; Stock, 31st December, 1985 : Raw Materials Rs. 10,000; Work-in- 
Progress Rs. 15,000. 

Prepare the Manufacturing Account for the year ended 31st December, 


1985 from the above information. 
[Ans.: Gost of Production Rs. 3,45,000 ] 
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. 4. From the following ledger balances for the year ended 31st December, 
1985} prepare a Manufacturing Account as on that date. 


Opening Stock t Rs. Closing Stock : Rs. 
Raw Materials 9,000 Raw Materials 8,000 
Work-in-progress 3,000 Work-in-progress 4,000 
Finished Goods 12,000 Finished Goods 15,000 

Raw Materials purchased 60,000 Outstanding Wages 4,000 

Raw Materials returned 4,000 Depreciation on Factory 

Productive wages 33,000 plant 6,000 

Fuel & Power 6,000 Factory Manager’s Salary 2,000 


[ Ans.: Ооз! of Production Rs. 1,07,000 | 
5. Prepare a Manufacturiug Account for the year ended 31st December, 


1985 : 
Rs. Rs. 

Opening balances : Carriage Inwards 6,000 

Raw Materials 9,000 Factory Shed 2,00,000 

Semi-finished Goods 2,000 Salary of Works 

Finished Goods 19,000 Manager 10,000 
Raw Materials purchased 92,000 Factory Overheads 8,000 
Finished Goods purchased 40,000 Salary of Factory Guards 2,500 
Productive Wages 30,000 Salary of Works Staff 4,000 
Purchases Return of 

raw materials 3,500 


Additional Information : 

(1) Closing Balances: Raw Materlals Rs, 8,000 ; Semi-finished Goods 
Rs. 3,000 and Finished Goods Rs. 22,000. 

(2) Outstanding ^ expenses: Productive Wages Rs. 3,000, Works 
Manager's Salary Rs. 2,000. 


(3) Charge depreciation @ 5% On Factory Shed. 
[Ans.: Oost of Production Rs. 1.64,000 ] 


6. From the following information prepare a Manufacturing Account 
for the year ended 31st March, 1986 : 


Raw Materials : Rs. Finished Goods Rs. 
Opening balance 16,000 Opening balance 20,000 
Purchases during the year 1,20,000 Purchases during the year 60,000 
Closing balances 20,000 Closing balances 30,000 

Semi-finished Goods : Sales during the year 4,00,000 
Opening balance 4,000 Productive Wages 52,000 
Closing balance 3,000 Factory Overheads 12,000 

Factory Fixed assets 2,00,000 


Additional Information 

(i) Purchase of raw materials amounting to Rs. 6,000 were omitted to 
enter into the Purchases Day Book. 

(ii) Productive Wages Outstanding Rs. 2,000 and paid in advance 


Rs. 3,000. 


(iii) Charge depreciation @ 10% On factory fixed assets. 
[ Ans.: Oost of Production Rs. 2,06,000 ) 
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7. From the following information prepare а Manufacturing Account 
for the year ended 31st December, 1985 : 


Rs. Rs. 

Opening Raw Materials 6,000 Salary of Works Manager 6,000 

Opening Work-in-progress 500 Factory Rent & Rates 2,000 

Opening Stock of Factory Stores 1,200 Factory Lighting 1,400 

Purchases of Raw Materials 80,000 Factory Insurance 1,600 

Purchase of Factory Stores 4,000 Factory Repairs 1,500 

Carriage on Raw Materials Depreciation on plants 3,500 

purchased 3,000 

Brokerage on Raw Closing Raw Materials 8,000 

+ Materials purchased 2,000 Closing Work-in progress 800 
Productive Wages 32,000 Closing Stock of factory 

stores 1,400 


[ Ans.: Cost of Production Rs, 1,34,500 | 


8. From the following particulars prepare a Manufacturing Account for 
the year ended 31st March 1986. 


Opening balance as on 


1-4-85 : Rs, Rs. 

Raw Materials 20,000 Salary of Works Manager 14,000 

Work-in-progress 8,000 Fuel & Power 7,000 
Productive Wages 43,000 Factory Shed 50,000 
Raw Materials purchased 1,48,000 Factory Machinery 30,000 
Raw Materials returned 7,000 Repairs to Factory Shed 6,000 
Carriage Inward 12,000 Factory Lighting 1,500 


Other information: (i) Charge depreciation @ 5% on Factory Shed and 
@ 10% on Machinery. 

(ii) Productive Wages Outstanding Rs. 6000. 

(iii) An electric bill for Rs. 1,500 is still outstanding. 


(iv) Raw materials as on 31-3-86 Rs. 16,000 and Semi-finished goods 
Rs. 4,000. 


(Ans, : Cost of Production Rs. 2,45,500 | 
Preparation of Trading Account after preparation of Manufacturing Account : 


9. From the following particulars, prepare a Manufacturing Account and 
Trading Account for the year ended 31st March, 1986: 


Stock as on 1. 4. 85 : Rs. Stock as оп 31. 3. 86 : Rs. 
Raw Materials 12,000 Raw Materials 15,000 
Work-in-progress 1,800 Work-in-progress 2,400 
Finished goods 22,000 Finished goods 20,000 


Purchases during the year : Other expenses for the year : 


Raw Materials 1,20,000 Depreciation on Factory 
Building 8,000 
Finished goods. 82,000 Fuel & Power 12,000 
Productive Wages 72,000 Salary of Works Manager 14,000 
Returns during the year : 
Raw Materials 6,000 Salary of Works Staff 6,000 
Finished Goods (Sales) 4,000 Outstanding Productive 
Wages 4,000 
Carriage Inwards : 
Raw Materials 1,300 
Finished Goods 1,400 Sales 4,50,000 


[Ans.: Oost of Production Rs. 2,27,700, Gross Profit Rs, 1,36,900 ] 
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" 10. + Sree Das has a factory in Calcutta. From the following particulars 
prepare a Manufacturing Account and Trading Account for the year ended 31st 
December; 1985 : 

Stock of Raw Materials on 1-1-1985 Rs. 6,000; Purchases of Raw 
Materials Rs. 63,000; Stock of Raw Materials оп 31-12-1985 Rs. 9,500; 
Productive Wages Rs. 45,000 ; Factory Overhead 25% of Productive Wages. 
During the year 1985, 1,000 units of goods were manufactured and 800 units 


were sold @ Rs. 150 per unit. 
[Ans.: Cost of Production Rs. 1,15,750 ; Gross Profit Rs, 27,400 | 


11. From the following information prepare a Manufacturing Account 
and Trading Account for the year ended 31st December 1985 : 

Opening Stock (1-1-1985) : Finished Goods Rs. 14,000 ; Semi-finished 
Goods Rs. 5,000; Raw Materials Rs. 21,000; Raw Materials Purchased 
Rs. 1,20,000 ; Wages (Productive) Rs. 28,000 ; Factory Rent Rs. 7,000; Salary 
of Works Manager Rs. 12,500; Trading Expenses Rs. 1,900 ; Depreciation 
on Factory Assets Rs. 4,500 ; Goods Sold Rs. 2,50,000 ; Goods returned from 
customers Rs. 16,000 ; Closing Stock (31-12-1985) : Finished Goods’ Rs. 18,000 ; 
Semi-finished Goods Rs. 8,000 ; Raw Materials Rs. 19,000, 

[ Ans.: Cost of Production Rs, 1,71,000 ; Gross Profit Rs, 67,000 ] 

12. From the following Trial Balance of Messrs Mandi & Sons prepare a 
Manufacturing Account and Trading Account for the year ended 31st December, 
1985 : 

Trial Balance as at 31st December, 1985 


Oredit Balances , Amount 


Debit Balances 


Bales | 1,00,000 


Capital 50,000 
Oreditors | 19,900 


Purchases : 
Raw Materials 
Finished Goods 
Stock as on 186 Jan., 1985 + 
Raw Materials 
Finished Goods 
Manufacturing Wages 
Faotory Overhead 
Direct Expenses 
Selling Expenses 
Plant and Machinery 
Land and Buildings 
Furniture 


| 
| 1,62,200 


Other information : 
(1) Closing Stock: Raw 


Rs. 6,000 3 Finished Goods Rs, 12,000. 
eciate Plant and Machinery @ 10% and Land and Buildings @ 


Materials Rs. 14,000 ; Semi-finished Goods 


(2) Depr 
5% р.а. à 
(3) Outstanding Liabilities ; Manufacturing Wages Rs. 1,500 ; Factory 
Overhead Rs. 100. 
[Ans.: Gost of Production Rs. 40,500 ; Gross Profit Rs. 37,000 | 
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13. From the following Trial Balance prepare the Manufacturing 
Account and the Trading Account. of Ghosh & Co. for the year ended 31st 


December, 1985 : 


Trial Balance as at 31st December, 1985 


Debit Balances Amount Oredit Balances Amount 
Ra. Rs, Ев. 

Land and Buildings 1,50,000 | Capital 2,00,000 
Plant and Machinery 1,00,000 | Sales 80,00,000 
Purchases of Raw Materials 17,00,000 | Creditors 8,70,000 
Oarriage Inwards 80,000 | Bank Overdraft 2,30,000 
Wages 3,20,000 
Bank Interest 12,000 
Rates and Insurance 1,000 
Sundry Debtors 14,00,000 


Cash in hand 500 
Balary of Factory Manager 


Factory Rent 14,000 | 
Salary of General Manager 17,500 | 
Furniture 5,000 | 
Opening Stock ; | 
Raw Materials 20,000 
Finished Goods 15.000 | — 35,000 
38,00,000 


| 88,00,000 


Adjustments: (a) Stock as on 31st December 1985: Raw Materials 
Rs. 15,000 ; Semi-finished Goods Rs. 8,000 ; Finished Goods Rs. 22,000. 

(b) Depreciate : Land and Buildings @ 10%; Plant and Machinery 
@ 124% and Furniture @ 20%. 

(c) Salary of General Manager to be allocated 2th to office and 3th to 
factory. 

[ Ans.: Cost of Production Rs, 21,11,500 ; Gross Profit, Rs. 8,95,500 | 

Note: It is assumed that Land and Buildings, & Planf and Machinery aro the assets of the 
factory. 

(D) Objective Questions : 

1. Fill up the gaps : 


Opening Stock of Purchases of Returns Outward Returns Inward Closing Stock Material 
Raw Materials Raw Materials of Raw Materials of Raw Materials of Raw Materials Consumed 


(from site ) 
Rs. Rs. Rs, Rs. Rs. Rs. 
(a) 2,000 12,000 ? 1,000 3,500 9,000 
(b vi 40,000 2,000 500 4,500 35,000 
(с) 6,000 y 500 1,200 5,700 42,000 
(d) 10,000 60,000 2,000 ? 3,800 73,000 
(e) 6, 35,000 1,000 900 1,500 ? 
(£) 18,000 80,000 3,000 1,000 ү; А 92,000 


[ Апв,: (а) Rs. 2,500; (b) Rs. 1,000; (c) Rs. 41,000; (d) Rs. 8,800; (в) Rs. 39,400 ; 
(f) Rs, 4,000 | 


2. Fill up the gaps : 


Opening of Purchases of Returns Outward Factory Closing Stock Cost of 
Raw Materials Raw Materials of Raw Materials Ezpenses of Raw Materials Production 
_ Rs Rs. Rs. Rs. Rs. Rs. 
(a) ` 6,000 52,000 3,000 10,000 9,000 1 
(b) 2,000 30,000 2,500 5.000 2 33,000 
(с) 4,200 62,000 3,200 ү: 6,000 72,800 
(d) 10,000 1,40,000 ? 35,000 12,000 1,73,000 
(e) 1 85,000 4,000 22,000 8,000 96,000 
(f) 15,000 ? 2,000 8,000 6,000 76,000 


[Ans.: (a) Rs, 56,000; (b) Rs. 1,500 ; E ; . Nil; 
[^ Rs, 1,000 ; das 61,000 } ELE Ns DARUM: 


ACCOUNTANCY 
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СНАРТЕК ХУШ 


Accounting for going concern (Profit-seeking) [Contd.] 


Basis of Accounting—Cash Basis—Accrual Basis—Mined Basis. 
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Basis of Accounting 


Definition: The basis by which financial results (ie. Profit & Loss 
Account/Income & Expenditure Account) and financial positions (i.e. Statement 
of Assets and Liabilities or Balance Sheet) of a concern are to be ascertained at 
the end of an accounting period is called Basis of Accounting. 

The financial results and financial positions may be varied on the basis of 
accounting which has been followed by a concern, If the expenses are paid 
when these are incurred and the incomes are received where they are accured, 
the financial results and financial position will not change by any basis of 
accounting. 

Classification of Basis of Accounting: The basis of accounting may be 
divided into two classes: (1) Cash Basis of Accounting and (2) Accrual Basis 
of Accounting. 

(1) Cash Basis of Accounting: The basis of accounting by which only 
expenses paid in cash and incomes received in cash are taken to ascertain the 
financial results and financial positions of a concern, is called cash basis of 
accounting. So, the incomes which are accrued but not received and the 
expenses which are payable but not paid are not included in determination of a 
financial results. 

Incomes and expenses which are to be included under ihe Cash Basis of 

Accounting : UU Se 
Incomes: (a) The incomes which are accrued and received during the 
accounting period ; 
(b) The incomes which are not accrued but received during the 
accounting period ; ` 
(c) The incomes which are acerued in the previous accounting 
period but received during the accounting period. 
Expenses: (a) The expenses which are incurred and paid during the accounting 
period ; à 
(b) The expenses which are not incurred but received during the 
accounting period ; 
(c) The expenses which are incurred in the previous accounting 
period, but paid during the accounting period. 


Incomes and expenses which are not to be included under the Cash Basis of 
LLLA 


Accounting : 
Incomes: (a) The incomes which are accrued but not received during the 
accounting period ; 
) The expenses which are incurred but not paid during the 
accounting period. 
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. . Applicable Areas of Cash Basis of Accounting : The basis of accounting 
may be used by à concern where maximum transactions are made in cash. For 
example, professional concerns and service rendering concerns are used this 
basis of accounting. The following are applicable areas of the basis of accounting 
period: Chartered Accountant, Cost Accountant, Lawyer, Doctor, Musicians, 


Contractors, Brokers etc. 


Adyantages : 

(i) The financial results and financial position can be determined easily. 
(ii) No adjustment entries are necessary for the determination of financial 
results and financial position. 


Disadvantages : 

(i) The correct financial results and financial position cannot be 
determined on this basis of accounting. 

(if) The financial results and financial position of tbe concerns, where 
maximum transactions are made on credit, cannot be determined conveniently. 


(2) Accraal Basis of Accounting : The basis of accounting by which the 
total amount t payable for expenses (whether paid or not) and the total amount 
receivable for incomes (whether received or not) are taken to ascertain’ the 
financial results and financial position of a concern is called Accrual Basis of 
Accounting. Under this basis of accounting, the amount payable for expenses is 
to be determined by following formula ; Expenses under Accrual Basis = Expenses 
paid+Outstanding Expenses— Advance Expenses. Similarly, the amount 
receivable for incomes is to be determined by the following formula; Income 
under Accrual Basis=Income Received+Accrued Income- Income received 
in advance. à 

Incomes and Expenses which are to be included under the Accrual Basis of 

Accounting : 
Incomes: (a): The incomes which are received for the present accounting period; 
(b) The incomes which are @ccrued for the present accounting 
period but not received during ‘the accounting period. 
(c) The incomes which are received for the present accounting 
period in previous accounting period. 
Expenses : (a) The expenses which are paid for the present accounting period 3 
(b) The expenses which are due for the present accounting period 
but not paid during the accounting period. ү 
(c) The expenses which are paid for the present accounting period 
in the previous accounting period. е 
Incomes and Expenses which are not to Бе included under the Accrual Basis 
of Accounting : 
Incomes: (a) Тһе incomes which are received during the accounting period 
for the next accounting period. 
(b) The incomes which are receivable for the previous accounting 
period but received during this accounting period. 


* 
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Expenses : (a) The expenses which are paid in advance for the next accounting 
period. р 
(b) The expenses which are paid during the accounting period for 
the previous accounting period. 

Applicable Arears of the Accrual Basis of Accounting: The accounting units, 
which are made maximum transactions on credit,use this method to record their 
transactions ; for example, buying & selling concern, manufacturing concern etc. 
Advantages : 

(i) The basis is used by the all going concerns. For this reason, Sunick & 
Saxe said that “In general, revenues are most accurately measured when accounts 
are kept on the accrual basis.” i 

(ii) The true and fair financial position can be ascertained by this basis. 

(iii) The true and fair financial results can be determined under this basis. 
Disadvantages : 

(i) Many adjustment entries are necessary for the ascertainment of 
financial results and financial position. 

(ii) The financial results and financial positions can be not drawn 
correctly, if the adjustment entries are influenced by the related persons. 

With the mixture of cash basis and accrual basis of accounting, another 
basis of accounting is developed in modern accounting system. 

Hybrid or Mixed Basis of Accounting: The basis of accounting by 
which total expenses of a concern are determined .on the accrual basis of 


accounting and the ‘total incomes are determined on cash basis of accounting, 
is called Mixed Basis of Accounting. Generally, the basis ís not used in the 
trading concerns. ` 
Incomes and Expenses which are to be included under the Mixed Basis of 
Accounting : 
(a) The incomes which are received for the present accounting period. 
(b) The incomes which are not incurred but received during the 
present accounting period. 
(c) The incomes which are incurred for the previous accounting 
period but received during the accounting period. 
Expenses : (a) The expenses which are paid for the present accounting period. 
(b) The expenses which are due but not paid for the accounting 
period. 
Incomes and Expenses which are not to be included under the Mixed Basis of 
Accounting : 
The incomes which are accrued but not received during the 
accounting period. 
(b) The incomes which are received for the present accounting 
period in the previous accounting period. 
Expenses : (a) The expenses which are paid in advance for the next accounting 
period. 
(b) The expenses which are paid for the previous accounting during 
that accounting period, 


Incomes : 


Incomes: (a) 


——————————— RT Á 
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Applicable Arears of Mixed Basis of Accounting : Generally, the basis of 
accounting is used for professional concerns, like, Advocates, Doctors, Chartered 
accountants, etc. to ascertain the financial results and financial positions. 
The professional persons prefer the Mixed Basis more than Cash Basis of 
Accounting. 

Cash Basis of Accounting vs. Accrual Basis of Accounting: The cash 
basis of accounting may be effectively used to calculate the financial results and 
financial positions of a concern if all transactions are made in cash. Then the 
accurate profit or loss of the concern is to be calculated for an accounting 
period. ) 

If maximum transactions are made credit then the accurate financial 
results and financial positions of the concern cannot be determined under the 
cash basis. But in the case of Accrual Basis, pre-paid expenses, pre-received 
incomes, outstanding expenses and accrued incomes are to be adjusted with the 
final accounts. As a result, the accurate financial results and financial positions 
of the concern may be ascertained if the Profit & Loss Account/Income & 
Expenditure Account and Balance Sheet are prepared on acorual basis. So, the 
Accrual Basis of accounting is more preferable than the Cash Basis of 
Accounting. 


Differences between Cash Basis and Accrual Basis of Accounting : Profit 
or Loss/Surplus or Deficit of a business may be calculated under the Accrual 
Basis and Cash Basis of Accounting. Finny and Miller said that “The funda- 
mental difference between the Cash and Accrual Basis is the matter of timing”. 
Suppose, a telephone bill for first quarter of 1985 is paid on 30th December, 1984. 
Under the Accrual Basis, it will be adjusted with the Profit & Loss Account for 
the year ended 318 December, 1984, but under the Cash Basis, it will not be 
adjusted with the Profit & Loss Account for the year ended 31st December 1985. 
Other differences between Cash Basis and Accrual Basis are given below : 


Accrual Basis of Accounting Cash Basis of Accounting 


1. Generally, the financial results 1. Generally, the financial results 
and financial position of the trading | and financial position of the professio- 
and manufacturing concerns are ascer- | nal concerns and service-rendering 
tained under the accrual basis of | concerns are ascertained under the 


accounting. 

2. Where maximum transactions 
are made on credit, the basis can be 
used effectively by the concerns. 

3. The correct measurement of 
financial results are te be made under 
this basis. 

4. The large-scale undertakings 
use this method to ascertain the finan- 
cial results and financial positions. 


cash basis of accounting. 

2. Where maximum transactions 
are made in cash, the basis can be 
used effectively by the concerns. 

3. The correct measurement of 
financial results cannot be made under 
this basis. 

4. The small-scale concerns use 
this method to ascertain the financial 
results and financial positions. 


A ae Deco e ee сч 


4 


ees 


T 


pup 


——Má— 


BASIS OF ACCOUNTING 


EXT 


€ à MM ———————— 


Accrual Basis of Accounting 


Cash Basis of Accounting 


5, Thefinal accounts are prepared 
with the total expenses and total 
incomes of the particular accounting 
period. 

6. The expenses paid for previous 
and next accounting period аге not 
included in determination of the 
financial results and financial positions. 

1. The incomes received for pre- 
vious and next accounting periods are 
not included in determination of the 
financial results and financial positions, 

8. Allexpenses of an accounting 
period whether paid "or not and all 
incomes of that accounting period 
whether received or not are to be 
included in determination of financial 


results and financial positions. 


Illustration 1 : 


of a concern for the усаг ended 31st December, 1984 under (1) 
Mixed Basis of Accounting : 


Accrual Basis and (3) 


(2) 


Expenses paid during 1984 (Gross) * 
Expenses paid for 1985 in 1984 

Expenses paid in 1983 for 1984 - 
Expenses pald for 1983 in 1984 

Expenses due but not paid in 1984 
Incomes received during 1984 (Gross) . 
Incomes received for 1983 in 1984 
Incomes received for 1985 їп 1984 
Incomes received for 1984 in 1983 
Incomes accrued but not received in 1984 


Solution : 
(1) Under Cash Basis of Accounting 


5. The final accounts are prepared 
with the expenses paid in cash and 
incomes received in cash during the 
accounting period. 

6. The expenses paid for previous 
and next accounting period are included 
in determination of the financial results 
and financial positions. 

7. The incomes received for pre- 
vious and next accounting periods are 
included in determination of the finan- 
cial results and financial positions. 

8. All expenses paid in cash and 
the incomes received in cash are to be 
included in determination of financial 
results and financial positions. 


From the following particulars, calculate profit or loss 


Cash Basis, 


Rs. 
16,000 
1,000. 
2,500 
1,500 
3,500 
35,000 
4,000 
2,800 
3,009 
1,800 


Profiti& Loss Account 
for the year ended 3ist December 1984 


Dr. 


To Expenses paid in 1984 (Gross) 
»,- Oapital Account 
(Profit transferred) 


. е 
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(2) Under Accrual Basis of Accounting 
2 Profit & Loss Account 


for the year ended 31st December 1984 


al SS 


Dr. Cr. 
Ed gU MA OE ANDRE 
Rs. Re. Вз. Rs, Re Ra. 
To Expenses paid in 1984 16,000 By Incomes Received 85,000 
Add Expenses paid in 1983 Add Tncomes Received & 
for 1984 2,500 in 1988 for 1984 8,000 4 
» Expenses due but not > Incomes due but not E. 
paid 3,500 recelved 1,800 4 
39,000 39,800 
Less Expenses paid for 1985 1,000 Less Incomes Received 
, Expenses paid for 1983 for 1983 in 1984 4,000 
in 1984 1,500 2,500 »» Incomes received for 
EAT 1985 in 1984 2,800 6,800 
„ Oapital Account 38,000 
(Profit transferred) 
38,000 


(3) Under Mixed Basis of Accounting 
Profit & Loss Account 


for the year ended 3ist December 1984 


Dr. Сг. 
_———————— 
" Rs, Re. Rs. Ra. 
To Expenses paid 1n 1984 16,000 By Incomes Received In 1984 30,000 
Add Expenses paid in 1988 
for 1984 2,500 
» Expenses due but not paid 3,500 
22,000 


Less Expenses paid for 1986 1,000 


& 

, Expenses paid for & 
1988 in 1984 1,500 2,500 ў 

19,000 1 

» Ospital Account 15,500 : 
(Profit transferred) f 
55,000 35,000 Ў 


Conversion from Cash Basis to Accrual Basis : If the profit or loss of a 
concern is calculated on Cash Basis, it can be converted into profit or loss on 
Accrual Basis by making few adjustment entries for pre-paid expenses, accrued A 
incomes, pre-received incomes and outstanding expenses. If the profit or loss i 
of a concern is calculated on Accrual Basis, it can be converted into profit or loss 
on Cash Basis by making few adjustment entries for the above items. When 
profit or loss is determined under cash basis, the following adjustment entries are 
necessary to convert profit or loss on Accrual Basis, 


Adjustment entries for pre-paid expenses and outstanding incomes are 
given below : 


Journal 
Dr. Cr. 
ОШИК оо о 0o cuoc ANDERES ETAT CHEN, 
: Ra. Ra. 
Pre-pald Expenses Account Dr. 
Acorned Incomes Account Dr. „> 
To Profit & Loss Account Rr 


| Being the entry for bringing into account the Accrued 
| Incomes and Pre-paid Expenses for conversion of accounts 
from Cash Basis to Accrual Basis, 
—— —————-—-—————-————— 


s 


* 
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Adjustment entries for outstanding expenses and pre-recelved incomes are 
given below : * 


Journal 
Profit & Loss Account 


To Ontstanding Expenses Account 
To Pre-recelved Incomes Account 


Being the entry for bringing into account the Outstanding 
Expenses and Pre-recelyed Incomes for converaion of 
accounts from Oash Basis to Accrual Basis 


Similarly, the reversal entries can be made for conyersion of profit or loss 
under Accrual Basis to Cash Basis of Accounting. 


Illustration 2: Sri Swadesh Bhunia, an advocate, pre-pared his Profit & 
Loss Account for the year ended 31st December, 1984 on cash basis and a profit 
of Rs. 26,200 was transferred to the Capital Account. He wanted to convert his 
accounts from Cash Basis to Accrual Basis. He also supplied the following 
information : 


(a) Chamber rent paid in advance Rs. 2,500; (b) Fees accrued from 
clients Rs. 4,300 ; (c) Fees received in advance Rs. 1,500; (d) Salary of his 
assistants due but not paid Rs. 3,600. 

Show the necessary Journal entries for conversion. 


Solution : 
In the Books of Sri Swadesh Bhunia 
Journal 
Dr. Cr. 
„————.— 
Date | Particulars L.F, | Amount Amount 
eS | Иза сл 
1984 | | Rs. m 
Deo, 81 | Pre-paid Obamber Ront Account Dr. | 2,500 
| Асогпей Fees Account Dr. | 4,300 
| To Profit & Loss Account | | 6,800 
| Being the entry for bringlag Ino acco ant the pre-pald. | | 
expenses and acorued fees for co aversion of accounts | | 
| from cash basis to accrual basls 
ае аА cel a 
| 
| Profit & Loss Aceount Dr, | 5,100 
| To Pre-received Fees Account | | 1,500 
| To Outstanding Salaries Account | | 3,600 
Being the entry for bringing into account the pre«reoel ved 
| fees and outstanding salaries for conversion of accounts | 
from cash basis to accrual basis | | 
| 
| | 
| Profit & Loss Account Dr. | 1,700 | 
| To Capital Account 1,700 
Being the excess profit for conversion of accounts from | | 
| cash bagis to accrual basis transfer:ed. | 
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Solution of Important Problems : ” 


Illustration 3: Md. A. B. A. Khan, an Advocate, supplies the following 
information of incomes and expenses for the year ended 31st December, 1984 


Ез. Ез. 
Fees received in cash (Gross) 36,000 Rent of his chamber outstanding 2,500 + 
Accrued fees 4,800 Salaries of clerks paid (Gross) 2,400 
Rent of his chamber paid 12,500 Advance salaries paid 1,200 


Ascertain his Net Profit under (a) Cash System, (b) Accrual System 
and (c) Mixed System. 


Solution : * 
In the Books of Md. A. B. A. Khan 
(a) Cash System : 
Profit & Loss Account 
for the year ended 31st December 1984 


Dr. Cr. 
Particulars | Amount Particulars Amount 
Rs, Ra, 
To Rent paid 12,500 By Fees Received 86,000 ° 
»» Olerke’ Salary paid. 2,400 
„ Ospital Account 21,100 
(Not Proft transferred) E i x 
36,000 36,000 


(b) Accrual System : 
Profit & Loss Account 


for the year ended 31st December 1984 


Partioulara 


Particulars 


s Rs. 
To Rent paid By Fees Recoived 36.000 
Add Outstanding Rent Add Accrued Fees 4,800 | 40,800 


„ Olerks' Salary paid 
Less Advances Salary 

аў ара Account 
(Net Proftt transferred) 


(c) Mixed System : 


Profit & Loss Account 
for the year ended 31st December 1984 


Dr. Cr 
Partionlara | Amount Particulars Amount 
Rs. Rs. Rs. 
To Rent paid 12,500 By Foes Received 86,000 
Add Outstanding 2,500 | 15,000 
1, Clerks’ Salary paid 2,400 " 
Less Advances Salary . 14200, 1,200 
Oapital Account | 19,800 
Т (Net Profit transferred) | 
| 86,000 
—_ 
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Yilustration 4: From the following particulars determine the net profit 
of Mr. Gavaskar on Cash Basis and Accrual Basis forthe year ended 3lst 
December 1978 : 

Fees received in cash for 1978 Rs. 16,200; outstanding fees for 1978 
Rs. 950 ; Expenditure in cash іп 1978 Rs. 4,250 ; outstanding expenses for 1978 
Rs. 500 ; Fees received in advance on 31-12-1978 Rs, 300: Expenditure incurred 
in advance on 31-12-1978 Rs. 250 (included in above Rs. 4,250). 


( Tripura H. S. Exam. 1979—adapted ) 


Solution : 
In the Books of Mr. Gavaskar 
Under Cash Basis : 
Profit & Loss Account 
for the year ended 31st December 1978 
Dr. Cr. 
Particulars Amount Particulars | Amount 
Й Е, 

To Expenditure paid in Cash 4,250 By Fees received in Cash 16,200 

n Capital Account 11,950 

(Net Profit transferred) i 


|__46.200 - 


| 16,200 


Under Accrual Basis : 
Profit & Loss Account 


for the year ended 31st December 1978 


Dr. Cr. 
Particulars | Amount | Partloulare Amount 
E. y? | a | Faos Recel ved 10 | 
Е: diture paid in Cash 4,250 By Fees Recelv ,200 
Э, Ada Outstanding Add Outstanding Fees 950 
Expenditure 500 | 17,160 | 
4,180 | P 
diture incurred | Less Fees received in 
ж Ti advance 250 | 4,500 Advance 300 16,850 
» Oapital Account | 19350 | 
(Net Proftt transferred) | 
| 16850 | | 16,800 
_— ————— 


il jon 5: Shri Samar Ray is a reputed lawyer. Particulars of his 
feeb hie ШО expenies for the year ended 31st December 1980 are given below : 


Rs. 
Salary of Clerks and Assistants paid 10,000 
Rent of Chamber paid : 10,500 
Fees received from Clients in Cash _ 27,000 - 
Salary of Clerks and Assistants of Outstanding 900 
Accrued Fees 6,000 
Rent of Chamber paid in advance 750 
Entertainment Expenses 2,100 
Telephone Charges 12 


are required to ascertain Shri Samar Ray's net income for the year 
ended dot December, 1980 under the following methods : 
(i) Cash basis of accounting and (ii) Accrual basis of accounting. 
( W. B. H. S. Examination—1981 ) 
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Solution : 
In the Books of Sri Samar Roy 
(1) Cash basis of Accounting : 
Profit & Loss Account 
1 for the year ended 31st December 1980 
Dr. Cr. | 


Particulars | Amount Particulars Amount 
i | Bs. Ra. 
To Salary of Clerks and Assistants pald | 10,000 By Fees Received 27,000 
» Rent of Ohamber paid 10,500 
» Entertainment Expenses 2,100 
», Telephone oharges 1,200 
» Oapital Account 3,200 


(Net Profit transferred) 


(ii) Accrual basis of Accounting : 
Profit & Loss Account 
for the year ended 31st December 1980 


Dr. Cr. 
Particulars Particulars Amount 
Rs Rs. | Re. 
To Salary of Olerks and Assistants : By Fees Received : 

Amount pald 10,00 Fees Received 97,000 | 

Add Outstanding 900 Add Acorued Fees 6,000 | 83,000 
» Rent of Ohamber : 

Amount Paid 10,500 

Less Pald in Advance 750 


» Entertainment Expenses 
» Telephone Oharges 
» Onpital Account 

(Net Proftt transferred) 


33,000 


Illustration 6: Sr! P.C. Roy, an eminent physician, supplies the following 
information on his incomes and expenses for the year ended 31st December 1983: 


Rs. 
Fees received in Cash (Gross) 1,46,500 
Fees accrued but not received 15,000 
Rent of the chamber paid 15,750 
Salaries of staff paid (Gross) i 16,000 
Fees received in advance 6,500 
Rent of the chamber outstanding 8,000 
Salaries of staff paid in advance 3,000 
Telephone charges paid 2,400 


You are required to ascertain Sri Р. С. Roy’s net income for the year 
ended 31st December 1983 under the following methods. 
(i) Cash basis of accounting, and 
(il) Accrual basis of accounting. 
[ W. B. H. S. Examination, 1984 ] 
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Solution : 
(i) Cash Basis of Accounting * 


Profit & Loss Account 
for the year ended 31st December 1983 


Dr. Cr. 
à Particulars Particulars Amount 
Ra. 
To Rent of Ohamber paid By Fees Received 1n Oash (Gross) 1,46,500 


» Salaries of Staff paid (Gross) 
» Telephone Charges paid 

» Capital 

(Net Profit transferred) 


(ii) Accrual Basis of Accounting : 


Profit & Loss Account 
for the year ended 31st December 1983 


Particularg Amount Particulars 
z Rs. Rs. Rs. Кв, 
To Rent of Chamber in paid 15,750 By Fees Recelved (Gross) 1,46,500 
Add Ontstanding 8,000 | 28,750 Add Fees Accrued 
,, Balaries of Staff paid 16,000 but not received _. 15,000 
Less Advanos . 8,000 13,000 1,61,500 
„ Telephone charges paid j О 2400 Less Fees Received in 
„ Onpital 125,860 Advance 6.600 | 1,55,000 
(Not Proftt transferred) : 
15,5,000 1,565,000 


Illustration 7: Sri Ajit Sen, a physician, supplies the following information 
relating to his incomes and expenses for the year ended 31st December 1983 : 


Rs. 
Fees Received ín cash 87,900 
Fees Accrued but not received 9,000 
Rent of the chamber outstanding 4,800 
Fees Received in Advance 3,900 
Rent of the chamber paid 9,450 
Salaries of staff paid P 


Salaries of staff paid in Advance 
From the particulars stated above, ascertain the Net Profit of Sri Sen 
under (i) Cash Basis and (ii) Accrual Basis. 
[ W. B. Н. S. Examination (External) —1984 ] 
Solution : In the Books of Shri Ajit Sen 
(i) Under Cash Basis : 
Profit & Loss Account 
for the year ended 31st December 1983 


Partioulars Partioulars | Amount 
— —— 
Rs. 
To Rent of the Ohamber paid By Fees Received in Ossh 87,900 
„ Salaries of Staff paid | 
» Oapital 3 | 
(Net Profit transferred) | 
pu 
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(ti) Under Accrual Basis : 


Profit & Loss Account 
for the year ended 31st December 1983 
Cr. 


| Amount 


Particulars 


Amount 
| 


Particulars 


Rs. | Rs. Ез, 
To Rent of the Ohamber paid 9,450 By Fees Received in Oash 87,900 
Add Rent ot the Ohamber | Add Fees Accrued 9,000 
Outstanding 4800 | 14 950 96,900 
», Salaries of Staff paid 9,600 | Less Fees Received in 
Less Salaries paid in Advance 1,800 7,800 Advance 3.900 
„ Capital 10,950 


(Net Proftt transferred) | 
|_ 93,000 
| 


Kar and Khan are two chartered accountants engaged 
ina firm as partnership on 3:2. They prepared their Profit & Loss Account 
for the year end 31st March, 1985 on cash basisand a profit of Rs. 39,000 


Illustration 7: 


transferred to Capital Account. They wanted to convert their accounts from 
cash basis to accrual basis. They supplied the following particulars on 
31st March, 1985. 


(a) Outstanding expenses Rs. 6,300 ; (b) Pre-paid expenses on Rs, 2,500 ; 
(c) Fees received in advance Rs. 4,900; (d) Fees due but not received Rs. 2,900. 


Show necessary Journal entries for conversion ав on 31st March 1985. 


Solution : 


In the Book Kar and Khan 
: Journal 


Date 


1985 


Mar. 81 


81 


31 


Partioulars 


Amount 


| L.F, | Amount 


Ra. 
Profit & Loss Account 11,200 
To Fees recalved In advance Account | 
n Outstanding Expenses Account 
Being the entry for bringing into account the pre- | . 
tecelved fees and outstanding expenses for conversion 
of accounts from Oash Basis to Accrual Basis | 


Pre-pared Expenses Account 
Acorned Fees Account 

То Profit & Loss Account | 
Being the eutry for bringing into account the prepaid 
expenses and acoraed fees for conversion of accounts | 
from Oash Basis to Accrual Basis 


Capital Acooant 


To Profit & Loss Account ae 


Вз. 


4,900 
6,300 


5,400 


5,800 


Being the loss for conversion of accounts from Cash 
Basis to Acorual Basis transferred 
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Exercises 


(A) Essay-type Answer Questions : 
1. How do you distinguish between Cash and Accrual Basis of account- 
ing? Give examples of their изе. 
[ Specimen Questions of H. S. Council, 1978 & 1982 ; 
[ W. B. H. S. Examination, 1980 and Tripura H. S., 1979 ] 
[Ans,: Write trom ‘Differences between Accrual Basis and Cash Basis’ (P 3.975) 
“Applicable areas of Cash Basis’ (Р 2.273) and ‘Applicable areas of Accrual Basis’ (Р 4.474) ] 
2. Explain what do you understand by accrual basis of accounting. 
гү. B. Н. S. Examination, 1978 | 
[ Ans.: Write from ‘Accrual Basis of Accounting’ (Р 2.473) | 
3. Which basis of accounting do you advocate Cash Basis or Accrual 
Basis? State with reasons. [ Question Bank—New Delhi ] 
[Ans.: Write from ‘Cash Basis of Accounting’ (P 2.272) апа “Accrual Basis of Accounting’ 
(Р 2.978) | 
4. How do you convert Cash Basis of Accounting into Accrual Basis of 


Accounting ? [ Specimen Questions of Н. S. Council, 1981 & 1982 1 
Or How do you convert accounts kept on the Cash Basis to Accrual 
Basis ? [ Tripura Н. S., 1982 ] 


[ Ans.: Write from ‘Conversion from Cash Basis to Accrual Basis’ (P 2.277) ] 
5. What do you understand by accrual basis of Accounting ? 
[ W. В. Н. S. Examination—1984 ] 
( Ans,; Write from Accrual Basis of Accounting’ (P 2.278) ) 
6. What do you mean by mixed basis of accounting ? Do you recom- 
mend this basis for accounting in professional concerns ? If so, why ? 
[ Specimen Questions of H. S. Council, 1981 & 1982 ] 
[Ans.: Write from ‘Мілей Basis of * Accounting! (P 2.974) | 
7. What is Cash Basis of Accounting ? Distinguish between Accrual Basis 
and Cash Basis Accounting. [ W. В. Н. S. Examination, 1983 ] 
[Ans.; Write from‘Cash Basis of Accounting’ (Р 2.272) and ‘Differences between Acorual 


Basis and Accrual Basia of Accounting’ (P 2.275) | 
8. What is the reason for the existence of different basis of accounting 


in the practical field ? [ Modern Business Library, New York ] 


[Ans.: Write from “Basis of Accounting’ (P 2.272) | 
9. What do you mean by Cash Basis and Accrual Basis of Accounting ? 


Which of the two systems do you consider to be more scientific for keeping 
accounts and why ? { Tripura Н. S., 1981 ] 
[ Ans.: Write from “Cash Basis of Accounting vs, Accrual Basis of Accounting’ (Р 2.275) ) 


(B) Short-type Answer Questions : 

1. Write short notes on : (a) Accrual Basis of Accounting, (b) Cash Basis 
of Accounting [ Tripura Н. S. 1982 ], (c) Mixed Basis of Accounting. 

[ Ans. ; Write from *(a) Accrual Basis of Accounting’ (P 2.272) (b) Cash Basis of Accounting 


(Р 2.978) and '(c) Miwed Basis of Accounting’ (Р 2.274) ] 
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(C) Practical Questions : 


1. А. К. Mukherjee, a Chartered Accountant, supplies the following 
information on incomes and expenses for the year ended 31st December 1985 : 


Rs. Rs. 
Fees received in cash (Gross) 28,000 Salaries of clerks paid (Gross) 2,400 
Fees due but not received 2,000 Advance Salary paid to clerks 400 


Rent of his chamber paid (Gross) 6,000 Salary of peons paid (Gross) 1,500 
Rent of his chamber outstanding 1,000 Salary of peons paid in advance 100 

Ascertain his net profit under (a) Cash Basis, (b) Accrual Basis 
and (c) Mixed Basis. 

[ Ans.: Profit under (a) Cash Basis Rs. 15,100; (b) Profi under Accrual Basis 
Rs. 19,600; (с) Profit under Мігві Basis Rs, 17,600. ] 

2. В. Bera, an advocate, supplies the following information on incomes 
and expenses for the year ended 31st December 1985 : 

Rs. Rs. 
Fees received in cash (Gross) 38,000 Rent of chamber outstanding 1,800 
Fees accrued but not received 6,000 Salaries of Staff paid (Gross) 3,600 
Rent of his chamber paid 4,200 Salaries of Staff paid in 
advance 600 

Ascertain his net profit under (a) Cash Basis, (b) Accrual Basis 
and (c) Mixed Basis. 

[Ans.: Profttunder (a) Cash Basis Rs. 30,200; (b) Accrual Basis Rs. 35,000 and 
(c). Mimed Basis Rs. 29,000, | 

3. Shri Panchanan Hazra, a physician, supplies the following information 
on incomes and expenses for the year ended 31st December 1985: 


Rs. Rs. 
Fees received in cash (Gross) 58,600 Rent of the chamber outstanding 3,200 
Fees accrued bat not received 6,000 Salaries of staff paid (Gross) 6,400 
Fees received in advance 2,600 Salaries of staff paid in advance 1,200 
Rent of the chamber paid 6,300 ә 


Ascertain his net profit under (a) Cash Basis, (b) Accrual Basis and 
(c) Mixed Basis. 

[ Ans.: Profit under (a) Cash Basis Rs. 45,900 ; (b) Accrual Basis Rs. 47,800 and 
(c) Mixed Basis Rs. 43,900. ] 

4. The following are the ledger balances of Dr. S. К, Biswas, a physician 
for the yéar ended 31st March 1986 : 


Debit balances Credit balances 
| Ез. Rs. 
Cash in hand 8,000 Fees from patients 92,000 
Cash at bank 45,000 Capital 4,000 
Rent of the chamber 8 6,000 
Salaries of compounders, helpers, etc. 28,000 
Other expenses paid 9,000 


Prepare the Profit and Loss Account for the year ended 31st March, 1986 
under cash basis and accrual basis after adjusting the following information : 
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(a) Rent of the chamber due but not paid Rs. 1,200: (b) Fees from the 
patients accrued but not received Rs. 3,500) (c) Salaries of compounders, 
helpers etc. unpaid Rs. 1,800. 

[ Ans.: Profit under (a) Cash Basis Rs, 49,000 ; (b) Accrual basis Rs. 49,500. | 

5. А. Panda and D. Sarkar are two Chartered Accountants engaged in a 
firm as partners on equal shares. They prepared their Profit & Loss Account 
for the year ended 31st March, 1986 on cash basis and a profit of Rs. 22,500. 
They want to convert from Cash Basis to Accrual Basis. They supplied the 
following particulars : 

(a) Outstanding expenses on 31-3-1986 Rs. 3,100 ; (b) Pre-paid expenses 
on 31-3-86 Rs. 600; (c) Outstanding fees on 31-3-1986 Rs. 6,300; (d) Fees 
received in advance on 31-3-1986 Rs. 900. 

Show necessary Journal entries for conversion on 31st March, 1986., 

[Ans.: Additional Profit after conversion Rs. 2,900. | 

6. Dr. M. Chatterjee, a medical practitioner, prepared hís Profit & 
Loss account for the year ended 31st December, 1985 on Cash Basis and a profit 
of Rs. 16,500 was transferred to his Capital Account. He want to convert from 
Cash Basis to Accrual Basis. He also supplied the following particulars: (a) 
Chamber rent paid in advance Rs. 1,400; (b). Fees accrued from patients 
Rs. 2,300; (c) Fees received in advance Rs. 1,000; (d) Salary of the com- 
pounder paid in advance Rs. 2,100. 

Show the necessary Journal entries for conversion. 


[Ans.: Additional Profit after conversion Rs. 4,800 ] 
(D) Objective Questions : 
1. Correct the following sentence giving reason: Cash Basis of Account- 


ing reflects the true results of a business concern. 
[ W. В. Н. 5. Examination—1982 ] 


[Ans,: Accrual Basis of Accounting reflects the true results of a business concern. ] 


2. Fill up the gaps ! 


Expenses Expenses Expenses Expenses under 
paid outstanding pre-paid accrual basis 
Rs. Rs. Rs. Rs. 
(i) ? 270 70 1,500 
(ii) 870 1 15 900 
(ili) 2,400 240 H 2,500 


(1v) 8,000 380 180 ? 
[Ans.: (i) Re 1,900; (i$) Re. 45; (iii) Rs. 140; @) ne. 8,300. | 


3. Complete the tables : 
Income received Income accrued Income received Income under 


in advance accrual basis 
Rs. Rs. Rs. Rs. 
(i) ? 120 20 4,100 
(ii) 3,500 ? 80 3,600 
(iil) 7,200 480 ? 7,520 
(iv) 10,500 1,500 800 ? 


[Ans.: (i) Ra. 4000; (ii) Bs 180; (iit) Rs. 160; (iv) Rs. 11,200. } 
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4. Complete the tables ! 


Profit under 
cash basis 


Profit under 
accrual basis 
Rs. 

(ЧА? 

(ii) 12,000 
(iii) 4,500 
(iv) 7,200 

(у) 320 
(мї) 970 
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Expenses 
pre-paid 


Rs. 
400 
500 
? 
300 
25 
35 


Expenses Income Income 
outstanding pre-received accrued 
Rs. Rs, Rs, 
600 200 800 
600 200 1,300 
100 400 500 
? 15 115 
20 ? 10 

45 10 ? 


[Ans.: (i) Rs. 4,400; (#) Ав, 11000; (Wi) Rs, 400; (iv) Hs. 800; (0) Ва. 25; 


(vi) Be. 10.] 


5. Mark the items with a tick ( ,/ ) which will be considered in deter- 
mining profit under cash basis for the year ended 31st December, 1985 : 


Rs. 
(i) Income received in cash (Gross) 11,200 
(ii) Expenses paid in cash (Gross) 
(iii) Expenses paid in advance 
(iv) Income accrued but not 
received 


2,3 


Rs. 
(v) Expenses outstanding 400 
(vi) Arrear Expenses for 
1984 paid 300 
(vii) Arrear Incomes for 
1984 received 100 
(viii) Income received in advance 400 


[ Ans.: 'W' marks will be put beside the all-items except (iv) and (v). ] 


CHAPTER XIX 


Accounting for a Going Concern (contd.) 
Debts—Bad Debts—Good Debts—Doubtful Debts—Provision for Doubtful Debts on 
Debtors—Bad Debts Recovery—Provision for Discount on Debtors—Provision 
for Discount on Creditors. 


—_ 


Debts 


Definition: The amount which is receivable from a person or a 
concern for sale of goods or otherwise is called debt. The person or concern 
to whom the amount is receivable is called a Debtor. i 

The goods are sold on credit ог in cash. Generally maximum goods 
of a large-scale industry ate sold on credit. The amount is receivable on 
sale of goods from a customer. On receipt of cash or acceptance of bills the 
amount of debts is decreased. The debts may be classified in the following three 
categories according to their nature: (а) Bad Debts, (b) Doubtful Debts 
and (c) Good Debts. 

(a) Bad Debts: The debt which is difficult or impossible to collect 
is called Bad Debt. The Debtors Account is to be debited on credit sale of 
goods. The amount, which is realised, is to be credited in the Debtors Account. 
But full amount of debtors is not realised, i. е.,а portion of the debtors 
remain unrealised. That portion of debtors is called bad debt and itis a 
loss of the concern. Itis already discussed in Chapter No. XV under the 
heading “Adjustment Entries.” ` The following Journal entry is to be made for 
bad debts written off : 


{0 Journal Entry 


Dr. Сг: 
RM. ааа 
Rs. Rs. 


| Bad Debts Account Dr. 
To Sundry Debtors Account 
Being bad Debts written off. 


The following Journal entry is necessary for transfer of bad debts to 
the Profit & Loss Account : 


Journal Entry 
Dr. Crs 
` Rs. Rs. 


Profit & Loss Account 
To Bad Debts Account 
Being bad debts transferred. 


M 
1 [III 784] 31 а 
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In alternative method, bad debts may be written off in the Profit & Loss 
Account by debiting the Profit & Loss Account and crediting the Sundry 
Debtors Account by following Journal entry : 


Journal Entry 


Profit & Loss Account Dr. 
To Sundry Debtors Account 
Being the bad debts written off. 


But, the method is not generally used in Accounting. 

Illustration 1 : On 31st December, 1984, the amount of total debtors were 
Rs, 35,000 out of which Rs. 3,000 was bad and cannot be realised. 

Show the necessary Journal Entries and necessary Ledger Accounts 
to write off bad debt and transfer the bad debts to the Profit & Loss Account 
for the year ended 31st December, 1984. 


Solution : 
Tournal Entries 
Dr. Cr. 
1984 Rs. Rs. 
Dec. 31 Bad Debts Account Dr. 
To Sundry Debtors Account 3,000 
Being bad debts written off 3,000 
31 Profit & Loss Account Dr. 
To Bad Debts Account 3,000 
Being bad debts transferred м 3,000 
Жыры cesse os = = Аа АРОНА ЈЕНЕ ЧЕНО a M NNNM 
Ledger 
Sundry Debtors Account 
Dr. Cr. 


1984 
Dec. 31 | To Balance b/d 


By Bad Debt 3,000 


" » Balance c/d 32,000 
| 35,000 
1985, _ 
Jan. d То Balance b/d | 
Bad Debts Account 
Dr. Cr. 
1984 Rs. 1984 Rs. 
Dec.31 | To Sundry Debtors Dec.31 | By Profit & Loss 
Account 


3,000 Account 3,000 
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33 


Profit & Loss Account 


Dr. 


Rs. 


To Bad Debts 3,000 


—— —————————— 


for the year ended 31st December, 1984 


If bad debts are given in a Trial Balance or in Ledger Accounts balances, 
only second entry is to be made to transfer it to the Profit & Loss Account. 

If an information about bad debts is given in the List of Adjustments, above 
two Journal entries are required to record and transfer bad debts in the books 
of account, i.e., Bad Debts Account is to be debited and Debtors Account is to 
be credited ; again Profit & Loss Account is to be debited and Bad Debts 


Account is to be credited. 


(b) 


Doubtful Debts: A debtor or a part of debtors, whether it is 


realisable or not, can not be ascertained on a particular date is called 
Doubtful Debts. Strictly speaking, it can not be treated as a loss on that 


particular date ; 


so it can not be written off. But a provision for doubtful 


debts is to be charged againt Profit & Loss Account on the basis of 
previous experience and traditional convention of a business. 


Differences between Bad Debts and Doubtful Debts : Differences between 
bad debts and doubtful debts are discussed below : 


Bad Debt 


ш — ————————— 
Doubtful Debt 


1, Itis а loss of business, 


2, It is directly charged to the 
Profit & Loss account, 


3. It is deducted from the Sundry 
Debtors Account. 


4. After preparation of final 
accounts, there is no existence of bad 
debts in Ledger balances. 


5, The provision for doubtful 
debts is not created on present year’s 
bad debts. 


(c) Good Debts : 


possibility of bad debts on realisation, are called good debts. 


| recorded 
| provision for doubtful debts by name. 


luct] 10) doin iv LL LL пыш 
1. It is not a loss of a business ; 


but it is a possible loss. 

2. It is not directly charged to 
the Profit & Loss Account ; but it is 
charged to the Profit & Loss Account 
in form of provision for doubtful debts. 

3. It is not deducted from 
the Sundry Debtors Account, t is 
in a separate account, 


4. After preparation of final 
accounts, there is an existence of 
doubtful debts in forms of provision 
for doubtful debts. 

5. The provision for doubtful 
debts is created on present year's 
doubtful debts. 


The debts, which are not to be bad, i.e., there is no 


These are the 


liquid assets. The creation of Provision for Doubtful Debts on good debts 


is not necessary. 
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Provision for Doubtful Debts 


Definition: A provision, which is made for doubtful debts, is called 
Provision for Doubtful Debts. It is said a Reserve for Doubtful Debts by a 
few writers, but it isa charge against profit, so it is to be called a Provision 
for Doubtful Debts. Because, credit sales of goods are recorded in the Sundry 
Debtors Account. At the end of an accounting period, the balance of 
Sundry Debtors Account is an asset. If a portion of the sundry debtors is 
unrealisable in the next accounting period, it should be treated as a loss of 
the present accounting period. But the amount of loss is impossible to ascertain 
until it is proved bad. For this reason, it is charged to the Profit & Loss 
Account in form of provision on the basis of previous experience and 
traditional method. The following Journal entry is necessary for creation 
of provision for doubtful debts : 

Journal 


Profit & Loss Account Dr. 
To Provision for Doubtful Debts Account 
Being provision for doubtful debts raised 


For creation of provision for doubtful debts, the Profit & Loss Account 
is to be debited and Provision for Doubtful Debts Account is to be credited. 

First Method: If there is a balance of provision for doubtful debts in 
a Trial Balance or list of Ledger account balances and at the same time 
there is an information to create a provision for doubtful debts in adjust- 
ments,then provision for doubtful debts in the Trial Balance may be called 
‘Old provision’ and provision created according to the information in the 
adjustments may be called ‘New provision’. If new provision is more than 
old ‘provision, the following Journal entry and posting in the Profit & Loss 
Account are to be made: 

Journal 


Profit & Loss Account Dr. 
To Provision for Doubtful Debts Account 
Being the provision for doubtful debts raised 


Profit & Loss Account for the year ended--- --- 
Dr. Cr: 


Rs. | Rs. Rs. 


To Provision for Doubtful 
Debts : 
New Provision 
Less Old Provision 


oO or 
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In the both cases, the amount of provision for doubtful debts is shown 
in the Balance Sheet as follows : 


Balance sheet as at .. ... 


Liabilities Amount Assets | Amount 


ORE Rs. À Rs. 


Sundry Debtors Zh 
Less : New Provision for 
Doubtful Debts 


First Alternative Method : Under this method, the amount of bad debts 
is transferred to provision for doubtful debts and necessary amount of 
provision to make equal to new provision, is to be charged to the Profit & Loss 
Account, if the balances of bad debts and provision for doubtful debts are 
in а list of Ledger Account balances or Trial Balance. The following- journal 
entries are necessary to transfer bad debts and create provision for doubtful 
debts : 

(1) For transfer of balances of bad debts to provision for doubtful 


debts : 


Journal 


Provision for Doubtful Debts Account рер 
IF ВАЕН ССОО ар “үст т ШШ 
Being the balance of bad debts transferred 


„б Тутар OLIV 10 дел О 
(2) For creation of necessary amount of provision for doubtful 


debts : 
Journal Dr. Cr. 


Profit & Loss Account gez A oe Ear 
To Provision for Doubtful Debts Account =f] че 
Being provision for doubtful debts raised 


\ Information to Learners 
If the provision for doubtful debts is created for first time in an accounting period, the 
balance of bad debts is to be transferred directly to the*Profit & Loss Account. 


Second Alternatif Method: Under this method, the balance of bad 
debts and opening balance of provision for doubtful debts are transferred to 
the debit side and credit side of the Profit & Loss Account respectively, if the 
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balances of bad debts and provision for doubtful debts are in the list of 
Ledger Account balances. The amount of new provision for doubtful debts is 
to be calculated according to the information in adjustments and directly 
charged to the Profit & Loss Account, The following journal entries are 
necessary to record the transactions : 


(1) For transfer of balance of bad debts to a Profit & Loss Account. 


Journal 
Dr. Or 
* Rs. Rs. 
Profit & Loss Account BY No einen! 


On Ded Account н И e |e 
Being the balance of bad debts transferred 


(2) For transfer of balance of old provision for doubtful debts ( i.e., the 
balance given in a trial Balance or in a list of Ledger Account balances ) : 


Journal 
Dr * Cr, 
Rs. Rs. 
Provision for Doubtful Debts Account pr | --- 


"TO pian: SifiosscAcedunt. LL e Le one UM imeem] s Un 
Being the balance of provision for doubtful 
debts transferred 


(3) For creation of provision for doubtful debts for the accounting 
period according to the information in adjustments : 


Journal 
Dr. Cr. 
Rs. Rs 
Profit & Loss Account pr | «e 


To Provision for Doubtful Debts Account, ff 
Being the provision for Doubtful Debts raised 


О ——— 


‚ Information to Learners 
The first alternative method of the following three methods is generally used by 
maximum students ; but any method can be used to solve the problem of provision 
for doubtful Debts. 


Differences between Bad Debts and Provision for Doubtful Debts: Bad 
debts and Provision for Doubtful Debts are not same. The differences between 
bad debts and provision for doubtful debts are given below : 


— 
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Bad Debts 


Provision for Doubtful Debts 


1. The bad debts is a loss. 


2. The full amount of bad debts 
of an accounting period is to be 
charged to the Profit & Loss Account. 


3. The balance of bad debts is 
closed at the end of the accounting 
period. 

4. The financial result and posi- 
tion of the next accounting period are 
influenced by the bad debts of the 
present accounting period. 


1. The provision for doubtful 
debts is the provision for future loss. 

2. The amount of provision for 
doubtful debts is to be charged to the 
Profit & Loss Account after adjust- 
ment of opening balance of that 
provision. à 

3. The balance of provision for 
doubtful debts is generally show? at 
the end of each accounting period. 


4. The financial result and posi- 
tion of the next accounting period are 
influenced by the provision for doubtful 
debts of the present accounting 
period, 


Illustration 2: Оп 31st December, 1985 the total balance of Debtors 
Account was Rs. 20,000. On that date the Bad Debts Account shows a debit 
balance of Rs. 1,500. The Provision for Doubtful debts is to be raised {о 676 
on Sundry Debtors. ] 

Show the necessary Journal Entries and Ledger Accounts, 


Solution : 


Journal 
Dr. Cr. 
Date Particulars LF. | Amount | Amount 
ee ee нелер = 
1985 Rs. Rs. 
Dec. 31 Profit & Loss Account Dr. 1,500 
To Bad Debts Account 1,500 
Being bad debts written off 
31 Profit & Loss Account Dr. 1,200 
To Provision for Doubtful Debts Account 1,200 
Being the provision for Doubtful Debts 
@ 6% on Rs. 20,000 raised 


on ees ae 
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Ledger 
Bad Debts Account 
Dr. Cr. 
ni- 
Date Particulars J.F.| Amount | Date Particulars J.F.| Amount 
1985 Rs. 1985 Rs. 
Dec. 31 | To Balance b/d 1,500 |Dec. 31 | By Profit & Loss A/c 1,500 
eS an ————*" —— 
~ 
* Provision for Doubtful Debts Account 
Dr. Or 
rt merit bf 
Date Particulars J.B.) Amount | Date Particulars J. E Amount 
m. | 1985 Ж Rs. 
Dec. 31 | By Profit & Loss A/c 1,200 
Sundry Debtors Account 
Dr. Cr. 
————— 
Date Particulars J.F.| Amount | Date | Particulars J. Е. Amount 
1985 EIL | EE Rs. 
Dec. 31 | To Balance b/d 20,000 
| 
Profit & Loss Account 
for the year ended 31st December, 1985 
Dr. Cr. 
MOS Mo c————Á——— СЕЕ ЕИН 
Particulars Amount Particulars Amount 
Rs. - Rs. 
To Bad Debts 1,500 
,, Provision for Doubtful Debts 1,200 


Notes: Provision for doubtful debts is created for the first time in that year, so the 
problem can not be solved by other two methods. 


| 
| 
| 
| 


PROVISION FOR DOUBTFUL DEBTS 03,9 


Illustration 3: Тһе balance of Provision for Doubtful Debts Account at 
Ist January, 1984 was Rs. 2,800. The bad debts during the year amounted 
to Rs. 2,700. The debit balance of Debtors Account at 31st December, 1984 
was Rs. 60,000, The Provision for doubtful debts is to be raised to 6,per cent. 
Show the Journal entries, necessary ledger accounts and a Balance Sheet. 


Solution : 
First Method : 


Journal 
Dr Cr. 
a MÀ 
Date Particulars L.F. | Amount | Amount 
1984 p Rs 
Dec. 31 | Profit & Loss Account Dr. | 2,700 
To Bad Debts Account 2,700 


Being bad debts written off 


31 | Profit & Loss Account Dr. 800 

To Provision for Doubtful Debts Account 800 
Being the provision for Doubtful Debts required to 
raise from Rs. 2,800 to Rs. 3,600 (6% on Rs. 60,000) 


 —————————————————_————————————————————==———— 


Ledger 
Bad Debts Account 
Dr. Cr. 
X € M MÀ 
Date Particulars Particulars Amount 
1984 Fs. 
Dec. 31 | To Balance b/d By Profit & Loss Account 2,700 
-——— 


Provision for Doubtful Debts Account 


Dr. CE 
meee nn 
Däte Particulars Amount | Date Particulars | Aniount 
1984 Rs. 1984 Rs. 
Dec. 31 | To Balance c/d 3,600 | Jan. 1 | By Balance b/d 2,800 
ес. 31 | ,, Profit and Loss A/c 800 
3,600 | 


1985 
Jan. 1 By Balance b/d 
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Profit & Loss Account 
for the year ended 31st December, 1984 
Dr. Gr. 


Particulars Amount 


Particulars Amount 
КЫ ee E weg 
Rs. Rs. 
To Bad Debts 2,700 
,, Provision for Doubtful 


Debts 800 


Balance Sheet as at 31st December, 1984 


Liabilities Amount Assets Amount 


Rs. Rs. Rs. 


Sundry Debtors 60,000 
Less Provision for 
Doubtful Debts 3,600 | 56,400 


WE ' First Alternative Method : 


Journal 
Dr. Cr. 
Date Particulars Amount | Amount 
1984 Rs. Rs. 
Dec. 31 Provision for Doubtful Debts Account Dr. 2,700 
To Bad Debts Account 2,700 


Being bad debts transferred 


31 Profit & Loss Account Dr. 3,500 

To Provision for Doubtful Debts Account 3,500 
Being the provision for Doubtful Debts 
required to raise from (Rs. 2,800—2,700) to 


Rs. 3,600 (6% on Rs. 60,000) 


„_——————— 


Ledger 
Bad Debts Account 
Dr. Ў Cr 
с __——— 
Date Particulars ‘Amount | Date Particulars Amount 
1984 1984 Rs 
Dec. 31 To Balance b/d Dec. 31 By Provision for 


Doubtful Debts 2,700 
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Provision for Doubtful Debts Account 
Dr. Cr. 


Date Particulars Amount | Date Particulars Amount 
PNE M NN дА 

1984 Rs. 1984 Rs. 
Dec. 31 | To Bad Debts Account 2,700 Jan. 1 | By Balance b/d 2,800 
31 | . Balance c/d 3,00 | Dec. 31| » Profit & Toss Ајс 3,500 
6,300 | 6,300 

1985 

Jan, 1 | By Balance b/d 3,600 


Profit & Loss Account 
for the year ended 31st December, 1984 


Е 


Dr. Cr. 
Particulars Amount Particulars Amount 
Rs. Rs. 


To Provision for Doubtful 
Debts Account 3,500 


Balance Sheet as at 31st December, 1984 


1 Liabilities Amount Assets Amount 
Eripe А тур | RENTA UIT А 
Ез. Rs. Rs. 
Sundry Debtors 60,000 
Less Provision for 
Doubtful Debts 3,600 | 56,400 


Second Alternative Method : 


Journal 
Dr. Cr. 
Date Particulars LF. | Amount | Amount 
1984 Re. Rs. 
Dec. 31 Profit & Loss Account Dr. 2,700 
To Bad Debts Account 2,700 
Being bad debts written off 
31 Provision for Doubtful Debts Account Dr. 2,800 
To Profit & Loss Account ` 2,800 
Being the balance of provision for doubtful 
debts transferred to former account 
31 | _ Profit & Loss Account : Dr. 3,600 
To Provision for Doubtful Debts Account 3,600 
Being the provision for doubtful debts 
required to raise Rs. 3,600 (6% on Rs. 60,000) 
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Ledger 
Bad Debts Account 
Dr. Cr. 
—————————————————————--— 
Date Particulars Amount | Date | Particulars Amount 
[му ер A eio Rs | 1084 Re. 
рес. 31 | To Balance b/d 2,700 Dec. 31 | By Profit & Loss 
i Account 2,700 
| 2,700 | 2,700 


— —— — M MÀ — 


1 Provision for Doubtful Debts Account 
Dr. Cr. 


a DOO OK SS 


Date Particulars Amount Date Particulars Amount 
1984 | Rs. 1984 Bo 
Dec. 31 | To Profit & Loss | Jan. 1 | By Balance b/d 2,800 
"Account 2,800:.| Dee. -31 |+; Profit & Loss 
31 | ,, Balance c/d 3,600 Account 3,600 
6,400 | 6400 
———— 
1985 
Jan. 1 | By Balance b/d 3,600 


Profit & Loss Account 
for the year ended 31st December, 1984 


Dr. Cr. 
= os 
Particulars Amount Particulars Amount 
Rs. Rs. 
To Bad Debts 2,700 | By Provision for Doubtful Debts 2,800 
» Provision for Doubtful Debts 3,600 


Balance Sheet as at 31st December, 1984 


Liabilities Amount Assets Amount 


Rs. Rs. 


Rs. 

Sundry Debtors 60,000 
Less Provision for 

Doubtful Debts 3,600 | 56,400 


| 
| 
| 
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The following illustration is solved under first alternative method : 

Illustration 4: On ist January, 1984 the balance of Provision for 
Doubtful Debts was Rs. 2.500. The bad debts during the year were Rs. 450. 
The Sundry Debtors as on 31st December, 1984 stood at Rs. 20,200. Out of 
the debtors of Rs. 200 are bad and cannot be realised, The Provision for 
doubtful debts is to be raised to 5% on Sundry Debtors. 


Show the necessary Journal entries and necessary Ledger accounts for 
the above transactions. 


Solution : 


Journal 
Dr. Cr. 
Date Particulars | L.F. | Amount | Amount 
1984 t Rs. Rs. 
Dec. 31 | Bad Debts Account Dr. 200 : 
To Sundry Debtors Account 200 
Being bad debts written off 
| 
31 | Provision for Doubtful Debts Account Dr. 650 
To Bad Debts Account 650 
Being the transfer of balance | 
31 | Provision for Doubtful Debts Account Dr. 850 
To Profit & Loss Account 850 
Being the amount credited back to Profit & Loss 
| Account to reduce provision from Rs, (2,500—650) 
| to Rs. 1,000 (5% on Rs. 20,000) | | 


Ledger 
Dr. Bad Debts Account Cr; 
— ÁÁ— i aa C rein RE БЗВ SR A 
Date Particulars Amount Date Particulars Amount 
1984 1984 Re. 
Dec. 31 | To Balance b/d Dec. 31 | By Provision for Doubt- 
31 | ,, Sundry Debtors ful Debts Account 650 
Account 
650 
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Sundry Debtors Account 


Dr. Cr. si 
Date Particulars Amount Date ` Particulars Amount 
1984 Rs. 1984 Rs. 
Dec. 31 | To Balance b/d 20,200 | Dec. 31 | By Bad Debts Account 200 
31 | » Balance c/d 20,000 
20,200 


20,200 


1985 | 
Jan.1 | To Balance b/d | 20,000 
| 
Provision for Doubtful Debts Account 
Dr. Cr. 

a at cme 
Date Particulars Amount Date Particulars | Amount 
1984 Rs. 1984 | Re. 

' Dec. 31 | To Bad Débts Account 650 Jan.1 | By Balance b/d 2,500 
31 | ,, Profit & Loss Account 850 
31 | ,, Balance c/d 1,000 
2,500 2,500 
Spent | 4985 pcm 
Jan. 1 By Balance b/d 1,000 
Profit & Loss Account 
Dr. for the year ended 31st December, 1984 Cr. 
Lond ——€—— non fe n————— — 
Particulars Amount Particulars Amount 
By Provision for Doubtful Debts 
Account 850 


Balance Sheet as at 31st December, 1984 
————. 


Liabilities Amount Assets Amount | 
Ез. 5, Rs. | 
Sundry Debtors 20,200 | 
Less Bad Debts 200 | 
20,000 


Less Provision for 
Doubtful Debts 1,000 | 19,000 


BAD DEBTS RECOVERY 3.15 
' Recovery of Bad Debts 


Definition: The bad debts which were previously written off and 
transferred it to the Profit & Loss Account, but it is realised in another accounting 
periodis called Recovery of Bad Debts. The balance of bad debts is transferred to 
the Profit & Loss Account at the end of each accounting period as a loss. So 
the recovery of bad debts is an income and is recorded in the credit side of 
Profit & Loss Account. But the recovery of bad debts is not recordedin the 
Bad Debts Account, The recovery of bad debts is adjusted under the 
following two methods. 


First Method: Under this method, Cash/Bank Account is to be 
debited and the Recovery of Bad Debts Account is to be credited on receipts 
of the amount. Again, the balance of Recovery of Bad Debts is to be 
transferred to the Profit & Loss Account (і е. ће Recovery of Bad Debts 
Account is to be debited and the Profit & Loss Account is to be credited) at the 
end of the accounting period. The following Journal entries are necessary to 
record the Recovery of Bad Debts under this method ғ 


Journal 
Dr. Cr. 
eee 
6 Ry Rs. 
Cash Account Dr. 


To Bad Debts Recovered Account 
Being the amount received from the debtor 
previously written off as bad debts 


Bad Debts Recovered Account Dr. 
To Profit and Loss Account 
Being the balance transferred 


A AREE RR 


Second Method : Under this method, the amount receivable from bad 
debts is to be transferred to the Sundry Debtors Account (ї.е., Sundry Debtors 
Account is to be debited and Bad Debts Recovered Account is to be credited), 
On receipt of cash, cash Account is to be debited and the Sundry Debtors 
Account is to be credited. At the end of the accounting period, the balance 
of Bad Debts Recovered Account is to be transferred to the Profit & Loss 
Account. Most of the writers of the Accountancy prefer the second 
method ; because, the details of related debtors, who previously written off 
as bad debts and now realised, are recorded in the Debtors Account. The 
following Journal entries are to be made to record the recovery of bad debts 
under this method : н 


»* 
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Journal 


a ae E A ARE ET 


Debtors Account Dr. 
To Bad Debts Recovery Account 

Being the amount recoverable from debtors 

which was written off as bad debts previously 


" “46 any 
|. Cash Account Dr. 
To Debtors Account 
Being cash received from debtors 
Bad Debts Recovered Account Dr. 


To Profit & Loss Account 
Being the: balance transferred 


О Ши ШЫ a эшл ш е TREE EC 


Illustration 5: Sarmila Ltd. recovered Rs. 4,000 from Gautam which 
was written off as bad debts in last year. Show the necessary Journal entries. 


Solution : 2 
In the books of Sarmila Ltd. 


First Method 


Tournal 
Dr. Gr. 
i 
Date Particulars L.F, | Amount | Amount 
Rs. Rs. 
Cash Account Dr. 4,000 
To Bad Debts Recovered Account 4,000 
Being the amount received from Gautam 
{ . previously written off as bad debts 
Bad Debts Recovered Account Dr. 4,000 
To Profit & Loss Account i 4,000 
Being the balance transferred \ 0 
р [ 
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Second Method 
Journal 
Dr. Cr. 
a ee шл — 
pate Particulars L.F.| Amount | Amount 
Rs. Rs. 
Gautam Account Dr. 4,000 
To Bad Debts Recovered Account 4,000 
Being the amount recoverable from Gautam 
which was written off as bad debts 
Cash Account Dr. 4000 | 
To Gautam Account 4,000 
Being the amount received from Gautam 
Bad Debts Recovered Account Dr. 4,000 | 
To Profit & Loss Account | 4,000 
Being the balance transferred | 


a 


rain 


Information to Learners 


If the balance of bad debts recovered is only given in a Trial Balance, then only 
transferring entry of bad debts recovered is to be made. 


——— 


Provision for Discount on Debtors 


Definition: The provision which is created on sundry debtors to 
allow discount on receipt of cash from them in the next accounting period 
or periods is called Provision for Discount om Debtors. Generally, the 
discount is allowed on the trade debtors. 

The balance of Debtors Account is an asset; because cash is realisable 
from the debtors. If they pay their debts before due date, they may claim 
discount. Again, the discount may be allowed to debtors for prompt 
payment in a traditional way. The goods sold on credit in an accounting 
period is recorded in the Debtors Account, but the amount of debtors may 
not be realised in that accounting period. So, there is a possibility of 
discount allowed on receipt of cash from them. This will occur in the next 
accounting period, For this reason, efficient businessmen create а provision 
for discount on debtors at an estimated rate. 

It is to be created by debiting the Profit & Loss Account and crediting 
the Provision for Discount on Debtors Account, For creation of Provision 
for Discount on Debtors, the following Journal entry is necessary : 

2101 84] 
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Journal 
Dr, Cr. 
| Rs. | Rs 
Profit & Loss Account Ds. : 
To Provision for Discount on Debtors 
Account 


Being the provision for discount on debtors 
provided for 


сызы ышы. 


The amount of provision for discount on debtors, which is created 
according to the information in adjustments of final accounts, is to be 
deducted from debtors in the assets side of a Balance sheet. If the balance of 
provision for discount on debtors and balance of debtors are given with Ledger 
account balances, the provision for discount on debtors may be created in 
three methods, which are used in the case of provision for doubtful debts, 

Again, if there is an information to write off bad debts from debtors, 
to create a provision for doubtful debts and to create a provision for discount 
on ‘debtors, the provision for discount on debtors will be created on the 
balance of debtors after deduction of above mentioned bad debts and provision 
for doubtful debts, 

Illustration 6 : The Sundry Debtors stood at Rs, 10,000 on 31st 
December 1984. Provision for discount on debtors is to be created (9219, 
and Rs. 120 was allowed for discount during the year, The Provision for 
Discount on Debtors showed a credit balance of Rs, 150 on Ist January 1984. 

Show the relative treatment of Provision for Discount on Debtors 
through Journal, necessary Ledger accounts and Balance Sheet, 


Solution : 


First Method 
Journal 
Dr. Cr. 
Date "Particulars Amount Amount 
1984 Rs Re 
Dec. 31 | Profit & Loss Account Dr. 120 
То Discount Allowed Account 120 
Being the balance of Discount Allowed transferred 
3] | Profit & Loss Account Dr. 100 
To Provision for Discount on Debtors Account 100 
Being the additional amount required for Provision 
for Discount on Debtors (Rs. 10,000 @ 217, i.e. 
250—150) charged to the Profit & Loss Account 
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3.19 
Ledger 
Discount Allowed Account 
Dr. Cr. 
Date Particulars Amount | Date Particulars Amount 
1984 Rs. 1984 Rs. 
Dec. 31 | To Balance b/d 120 Dec. 31 | By Profit & Loss А/с 120 
— 
Provision for Discount on Sundry Debtors Account 
Dr. 7 
n Cr 
| 
Date Particulars Amount | Date | Particulars Amount 
1984 Rs. 1984 | Rs. 
Dec. 31 | To Balance c/d 250 Jan. 1 | By Balance b/d 150 
Dec. 31 | ,, Profit & Loss A/c 100 
1985 
| Jan. 1 | By Balance b/d 250 
Profit & Loss Account 
for the year ended 31st December, 1984 $ 
Dr. Cr. 
ere en nr TAS 
Particulars Amount Particulars Amount 
Rs. Rs. 
To-Discount Allowed 120 
, Provision for Discount on 
btors 100 


Balance Sheet as,at 31st December, 1984 


S en — өө ө ә EOT, LPs EEEN TE 
Liabilities 


Amount Assets Amount 
—— M С 
Rs. Re. Rs. 
Sundry Debtors 10,000 
Les» Provision for 
Discount on Debtors — 250 
ant 9,790 
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First Alternative Method : 


Journal 
Dr. Cr. 
Date Particulars Amount Amount 
1984 Rs. Rs. 
Dec. 31 | Provision for Discount on Debtors Account Dr. 120 
To Discount Allowed Account 120 
Being the balance of Discount Allowed transferred 
31 | Profit & Loss Account Dr. 220 
To Provision for Discount on Debtors Account 220 
Being the additional amount required for Provision 
for Discount on Debtors Rs. 10,000 (2 2}%—(150—120) 
charged to the Profit and Loss Account 


Ledger 
Discount Allowed Account 


Date Particulars Amount ES 


Particulars Amount 
1984 з. Rr. 
Dec. 31 | To Balance b/d e "i By Provision for 
Discount Account 120 
Provision for Discount on Debtors Account 
Dr. Cr. 
Date | Particulars Amount Date Particulars Amount 
1984 | Rs. | 1984 Rs. 
Dec.. 31 | To Discount Allowed Jan: 1| By Balance 6/4 150 
Account 120 Dec. 31| ,. Profit & Loss 
31| , Balance c/d 250 Ассоши 220 
| 
370 370 
Peara A T 
Jan. 1| By Balance b/d 250 
Profit & Loss Account 
> for the year ended 31st December, 1984 
Dr. Cr. 
_ Particulars Amount Particulars | Amount 
| Ез. | Ез. 
‘To Provision for Discount оп 


Debtors 220 


—_“ an 
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Balance Sheet as at 31st December, 1984 


Amount 


Liabilities | Amount 


Rs. Rs. 
Sundry Debtors 10,000 
Less Provision for 

Discount on Debtors 250 9,750 


Second Alternative Method : 


Journal 
Dr. Cr. 
A 
Date Particulars Amount Amount 
~~ 1984 Rs. Rs. 
Dec. 31 | Profit & Loss Account Dr. | 120 
To Discount Allowed Account 120 
Being the balance of Discount Allowed transferred * 
150 


31 | Provision for Discount on Debtors Account | 
To Profit & Loss Account | 150 
Being the opening balance of Provision for 
Discount on Debtors transferred | 
| 


31 | Profit & Loss Account Cr. 250 
To Provision for Discount on Debtors Account 250 
Being the amount required for Provision for | 
Discount on Debtors @ 23% on Rs. 10,000 | 
Ledger 
Discount Allowed Account 
Dr. Cr: 
Date Particulars Amount | Date Particulars Amount 
1984 Rs. Rr. 
Dec. 31 | To Bal b, 120 | Dec. 31 | By Profit & Loss 
cond о Balance b/d ү 2 


— 


N 


i 
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Provision for Discount on Debtors Account 

Dr. Cr. ў 

| 

Date Particulars Amount Date Particulars Amount | 
1984 Re | 1984 : В, 
Dec. 31 | To Profit & Loss | Jan. 1 | By Balance b/d 150 

Account 150 į Dec. 31 | ,, Profit & Loss 


31| „ Balance c/d 250 Account 250 
RN i BE 


400 


1985 
Jan. 1| By Balance b/d 250 


Profit & Loss Account 
for the year ended 31st December, 1984 


Dr. Cr. 
—€———————————— 
Particulars Amount Particulars Amount 
; PAETA Ы Rs. 
To Discount Allowed 120 By Provision for Discount on 
» Provision for Discount on Debtors 150 
Debtors 250 | 
0 
Balance Shect as at 31st December, 1984 
Liabilities Amount Assets | Amount 
Rs. Re. | Rs. 
Sundry Debtors 10,000 
Less Provision for 
Discount on Debtors 250 


| 9,750 


Provision for Discount on Creditors 


Definition: The provision which, is created on creditors for discount, 
which 18 to be received on payment of cash in the next accounting period or 
periods, is called Provision for Discount on Creditors, 


` The balance of creditors is a liability of a business, The credit purchase 
of goods is recorded in the credit side of the Creditors Account, The discount 
may be received on payment of cash to creditors, It is ап income of the 
receiving person and is transferred to the Profit & Loss Account. The balance 
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of creditors is to be shown in the liabilities side of the Balance Sheet. In the 
next year, discount may be received on payment of cash to creditors. Then it 
will be an income of the present year, but realised in the next accounting period 
or periods. For this reason many businessmen want to create a provision 
for discount on creditors, It is created by debiting the Provision for Discount 
on Creditors Account and crediting the Profit & Loss Account. It is recorded 
by the following journal entry : 


Journal 
а АО IONS SML S Cr. 
| Re, Rs. 


| 
Provision for Discount on Creditors Account Ог. | 

To Profit & Loss Account | 
Being the amount required for creation of | 
provision for discount on creditors | 


______.  ————————— 


But, Anthony and Race say “anticipate no profit, and provide for all 
possible losses”. 

The amount of provision for discount on creditors, according to the 
information in adjustment of the final accounts, is to be deducted from the 
sundry creditors in the liabilities side of the Balance sheet. If the balance of 
provision for Discount on Creditors Account is in the Ledger account balances 
and there is an information to create a provision for discount on creditors in the 
adjustments, the problem may be solved under three methods which are shown 
in the following illustrations : 

Illustration 7: On Ist January, 1984 the Provision for Discount on 

^ Creditors was Rs. 2,600 and Discount Received during the year was Rs, 
2,500. The balance of creditors was Rs. 35,000 on 31st December, 1984. 
The rate of Provision for Discount on Creditors was fixed @ 10%. 


Show the necessary Journal entries, Ledger accounts of the above parti- 


culars and show also how they will appear on the Balance Sheet. 


» Solution : 
First Method : 


Journal 
Dr. Cr. 
Date Particulars Amount Amount 
1984 Т Rs. 
Dec. 31 | Discount Received Account Dr. 2,500 
To Profit & Loss Account 2,500 
Being the transfer of balance to later account 
31 | Provision for Discount on Creditors Account Dr. 900 
To Profit & Loss Account eH к 900 
uired for Provision for Discount 
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Ledger 
Discount Received Account 
Dr. Cr. 
— ———————————— 
Date Particulars Amount Date Particulars Amount 
1984 | Rs, | 1984 Rs. 
Dec. 31 | By Balance b/d 2,500 


Dec, 31 | To Profit & Loss 
Account 2,500 


Provision for Discount on Creditors Account 


Dr, Cr 
————— ÓM— — 
Date Particulars | Amount Date Particulars Amount 
1984 Rs. 1984 PLAT тот BRE 
Jan. 1 | To Balance b/d 2,000 | Dec. 31 | By Balance c/d 3,500 
Dec, 31 | ,. Profit & Loss 
Account 900 
3,500 3,500 
1985 1 aon 
Jan, 1 | To Balance b/d 3,500 
Profit & Loss Account 
for the year ended 81st December., 1984 
Dr. j Cr. 
———M 
| 
Particulars Amount Particulars Amount 
Rs Rs. 
By Discount Received 2,500 


» Provision for Discount on 
Creditors 900 
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First Alternative Method : 


Journal 
Dr. Cr 
A amne "алалла ал ннн ннан н н н нинин > 
Date Particulars Amount Amount 
1984 Rs, Rs. 
Dec. 31 | Discount Received Account Dr. 2,500 
To Provision for Discount on Creditors Account 2,500 
Being the transfer of balance to later account 
31 | Provision for Discount on Creditors Account Dr. 3,400 
To Profit & Loss Account 3,400 
Being the amount required for provision for 
discount on creditors @ 10% on Rs, 35,000+Rs. 2,500 
Less Rs. 2,600 
Ledger 
Dr. Discount Received Account Cr. 
Date Particulars lAmount Date Particulars Amount 
1984 Rs. 1984 Rs. 
Dec. 31 | To Provision for Discount . 31 | By Balance b/d 2,500 
on Creditors 2, 
| | 2,500 2,500 
| ЕЕЕ _—- 
Dr. Provision for Discount on Creditors Account Cr. 
Date Particulars ош] Date Particulars Amount 
1984 Rs. 1984 Rs. 
Jan. 1 | To Balance b/d 2,600 |Dec. 31 | By Discount Received 
Account 3,400 Account 2,500 
Dec. ЗЕ |} Prontand Los 31 | ,, Balance c/d 3,500 
6,000 6,000 
198 mss = 
Jan. 1 | To Balance b/d 3,500 
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Profit & Loss Account 


Dr. for the year ended 31st December, 1984 Cr. 
ea 
Particulars Amount Particulars Amount 
1 | Rs. i Rs. 
| 


By Provision for Discount on 
| Creditors Account 3,400 


Balance Sheet as at 31st December, 1984 


Liabilities Amount Assets | Amount 
Rs. Rs. Rs. 
Creditors 35,000 
Less Provision for Discount | 
on Creditors 3,500| 31,500 


Second Alternative Method 


Journal 
Dr. СЕ: 
RN Er d 
‘Date Particulars Amount Amount 
1984 Rs. Rs. 
Dec, 31 | Discount Received Account Dr. 2,500 
To Profit & Loss Account 2,500 


Being the transfer of balance to later account 


31 | Profit & Loss Account Dr. 2,600 
To Provision for Discount on Creditors Account | 2,600 
Being the transfer of balance to former account | 


31 | Provision for Discount on Creditors Account Dr. 3,500 

To Profit & Loss Account 3,500 
Being the amount estimated for Provision for | 
Discount on Creditors 


Ledger 
Dr. Discount Received Account Cr. 


Date Particulars Amount} Date Particulars | Amount 


1984 Rs. | 1984 ў Rs. 
Dec, 31 | To Profit & Loss Account 2,500 . 31 | By Balance b/d 2,500 


SOLUTIONS OF IMPORTANT ILLUSTRATIONS 
» 
Dr. Provision for Discount on Creditors Account 


Date Particulars Amount | Date Particulars 


1984 Rs, 1984 
Jan. 1 | To Balance b/d 2,600 {Dec. 31 | By Profit & Loss А‹ t 
EC vic EI О co when 
6,100 
1985 
Jan. 1 | To Balance b/d 3,500 


Profit & Loss Account 


Dr. for the year ended 31st December, 1984 Cr: 
р SERIES aan 
Particulars Amount Particulars Amount 
Rs. Rs. 
To Provision for Discount on By Niscount Received Account 2,500 
Creditors Account 2,600 | ., Provision for Discount on 
Creditors Account 3,500 


Balance Sheet as at 31st December, 1984 


MÀ 


Liabilities Amount Assets Amount 
nu Ў Ез. Rs. Re. 
Creditors . 35,000 

Less Provision for Discount 
on Creditors 3,500 
——|_ 31,500 ‘ 


Solution of Important Problems 
The following illustrations are solved under the first alternative method : 
> Illustration 8 : The provision for Discount on Debtors showed a 
un balance of Rs. 2,500 and the Provision for Doubtful Debts also showed 
a credit balance of Rs. 8,000 on Ist January, 1984. The Sundry Debtors 
stood Rs. 1,25,000 on 31st December, 1984. Of the debtors Rs, 5.000 were bad 
and should be written ой. A Provision for Doubtful Debts to be created 
@ 5% and also a Provision for Discount on Debtors is to be created @ 2x : 
Rs. 5,000 were bad debts and Rs. 2,500 were allowed for discount during 


the year. 
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Show the relative treatment of Provision for Doubtful Debts and 
Discount for the year through Journal, Ledger account and Balance sheet. 


Solution : 
Journal 
Dr. Cr. 
— 
Date | r Particulars Amount Amount 
1984 Rs. Rs. 
Dec, 31 | Bad Debts Account Dr. 5,000 
To Sundry Debtors Account 5,000 
| Being the Bad Debts written off 
31 | Provision for Doubtful Debts Account Dr. 10,000 
To Bad Debts Account 10,000 
Being the balance transferred to former account 
41 | Provision for Discount on Debtors Account Dr. 2.500 
То Discount Allowed Account 2,500 
Being the balance transferred to former account 
| 
31 | Profit & Loss Account Dr. 8,000 
To Provision for Doubtful Debts Account | 8,000 
Being the amount required for Provision for 
| Doubtful Debts Rs. [(1,25,000—5,000) @ 
| 5%-+Rs, 10,000—Rs. 8,000] 
31 | Profit & Loss Account Dr. 2,280 
| To Provision for Discount Debtors Account 2,280 
Being the amount required for Provision for 
Discount on Debtors [Rs. (1,25.000— (5.000-1-6,000)) 
@ 2%+4Rs, 2,500— Rs. 2,500] 
———. —— —————————_ 
t 
Ledger 
Dr. Bad Debts Account Cr. 
А M 
| 
' Date Particulars Amount} Date | ~ Particulars Amount 
| 
1984 Rs. | 1984 | Rs. 
Dec. 31 | To Balance b/d 5,000 Рес. 31 | By Provision for Doubtful 
31| ,, Sundry Debtors Account 5,000 Debts Account 10,000 
10,000 | 10,000 


a a = —— ——————————— 


SOLUTIONS OF IMPORTANT ILLUSTRATIONS 


Discount Allowed Account 


Dr. 
Date Particulars lAmount Date | Particulars 
1984 Rs. | 1984 EM 
Dec. 31 | To Balance b/d 2,500 |Dec. 31 | By Provision for Discount 


| | on Debtors Account 


| === 


a 


Sundry Debtors Account 


2,500 


= 


BEC Mart SG 


Dr. Cr. 
Date Particulars Particulars | Amount 
= Nee T PES Io = 
1984 Rs. 
Dec. 31 | To Balance b/d By Bad Debts Account 5,000 
, Balance c/d 1,20,000 
—— 
1,25,000 
1985 meu 
Jan. 1 | To Balance b/d 
Provision for Doubtful Debts Account 
Dr. Cr. 
—— 
| 
Date | Particulars Particulars Amount 
2 сана ==: М к= eS шм Е 
1984 | Rs. 
Dec. 31 | To Bad Debts Account By Balance b/d 8,000 
31 | . Balance c/d ‚ Profit & Loss 
Account 8,000 
| 16000. 
| Ga 
| = 
| By Balance b/d 6,000 
Provision for Discount on Debtors Account 
Dr. Cr. 
Date Particulars | Amount Date Particulars Amount 
Ki 159 QE ae ee ЖУГЕР; 
1984 | Rs. 1984 Rs. 
Jan. 1 | To Discount Account 2,00 | Dec. 31 | By Balance b/d | 2,500 
2280 | Dec. 31| » Profit & Loss 4 
Dec. 31 | „ Balance b/d | 5 count | 2280 
| 4,780 4,780 
1985 
Jan. By Balance b/d 2,280 
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Profit & Loss Account 
for the year ended 31st December, 1984 


Dr. Cr 
Particulars Amount Particulars | Amount 
To Provision for Bad Debts 8,000 
» Provision for Discount on 
Debtors 2,280 | 


Balance Sheet as at 31st December, 1984 
——.——— 


Liabilities Amount Assets Amount 
Rs. Rs Rs. 
| Sundry Debtors 1,25,000 
2 | Less Bad Debts 5,000 
1,20,000 


Less Provision for 
Doubtful Debts 6,000 


14000 | 
| 


| Less Provision for 


Discount on Debtors 2,280 


—__ 


1,11,720 


Working Notes 


(1) Amount of Provision for Doubtful Debts= 
Rs. (1,25,000—5,000) @ 5%=Rs. 6,000 

(2) Amount of Provision for Discount on Debtors= 

Rs. [1,25,000— (5,000 +.6,000)] @ 2%=Rs. 2,280. 


— 


72 Illustration 9 : How would you deal with the following in accounting 
of a going concern ? 


i (а) Rs. 1,000 is due from A. Nothing is realisable from him. 


(b) Out of the total Sundry Debtors of Rs, 45,000/- (including A's 
ху balance , it is considered that 21% of the balance is doubtful. 


(c) It is anticipated to allow discount at 2% on the remaining debtors, 


Pass. the suitable Journal entries to record the above and Profit & Loss 
A/c, and Balance Sheet relating to the entries, (Н. S. Examiaation—1973] 


Е - 
SOLUTIONS OF IMPORTANT ILLUSTRATIONS 3.31 
Solution : 
Journal 
Dr. Cr. 
na—— — HH" n — n "— A EUG URN EMI (UU 
Date | Particulars L.F. | Amount | Amount 
| Rs. Rs. 
| Bad Debts Account Dr. 1,000 
To Sundry Debtors (A) Account 1,000 
Being bad debt written off | 
| 
Profit & Loss Account Dr. | 1100 | 
То Provision for Doubtful Debts Account | 100 
Being provision for Doubtful Debts on Sundry | 
Debtors Rs, 45,000—1,000, i,e. Rs. 44,000 | | 
(à) 247, created | 
Profit & Loss Account Dr. | 858 | 
| To Provision for Discount on Sundry | | 
Debtors Account І | 858 
Being provision for- Discount on Sundry | 
Debtors Rs, 45,000—(1,000--1,100) (9 2% 
created * 
А 
Ledger 
Profit & Loss Account 
Dr. for the year ended +- ( Date ) Cr. 
mea 
| l i 
Particulars | Amount Particulars Amount 
| Rs. Pu 
To Bad Debts 1,000 i 
, Provision for Doubtful Debts} 1,100 
, Provision for Discount on 1 
Sundry Debtors | 858 | a 


Balance Sheet as at- ( Date ) 


——| 42,042 


Liabilities Amount Assets Amount 
Rs. Rs. 
Sundry Debtors 45,000 
Less Bad Debts 1,000 
$ 44,000 
Less Provision for n 
Doubtful Debts 1,100 и 
| 42,900 
| Less Provision for Discount 
| on Sundry Debts 858 


= 
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———— 


Working Notes 
(a) Amount of provision for doubtful debts= 
Rs. (45,000 — 1,000) x 237 — Rs. 1,100 
(b) Amount of provision for discount on debtors= 
Rs. (45,000—1,000—1,100)x2% —Rs. 858 


ы —————— 

Illustration 10: The debtors balance as at 1-1-1978 was Rs. 2,000 
and 31-12-1978 Rs, 2,500, Provision is made for doubtful debts at 5% on 
the debtors. Bad debts written off during the year amounted Rs. 200. Show 
separately the Bad Debts and the Provision for Bad Debts Accounts. 


[H. S. Examination—1979] 
Solution : 


Ledger 
Dr. Bad Debts Account Cr. 
——————————————— 
| 
Date Particulars L.F. Amount Date Particulars |L.F.| Amount 
| 
1978 Rs. 1978 Rs. 
Dec. 31,| To Balance b/d 200 | Рес. 31 | By Profit & Loss 
Account | 200 
| 200 | 200 
= | — 
Ser e e e: 
Dr. Provision for Doubtful Debts Account Cr, 
————————— 
: н | 
Date Particulars L.F, Amount} Date Particulars L.F.|Amount 
| — —— — ~ i 
1978 Rs. 1978 Rs. 
рес. 31 | To Balance cjd | 425 | Jan.1 | By Balance b/d | 100 
| Dec, 31 | „ To Profit & Loss | 
| Account | 25 
e | 125 Uus 
Imm 1979 Tm 
Jan. 1 | By Balance b/d 125 
I 


—— 


Working Notes 
(a) Amount of Provision for Doubtful Debts on Debtors as on Ist January, 1978 
=Rs, 2,000 x 57; — Rss. 100. 
(b) Amount of Provision for Doubtful Debts on Debtors as on 
31st December, 1978 


" =Rs, 2,500 x 57; — Rs. 125. 


Tilustration 11 : Journalise the following transactions : 
G) Rs. 1,250 was written off as bad debts during the year 1980. 
(ii) In this year (1980) bad debts recovered Rs, 250 which were written 
off as bad debts in the last year (1979). 


у  ——————(( 


` 
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dii) In this year (1980) create a provison for Doubtful Debts @ 5% and 
provision for Discount on Debtors @ 2% on Sundry Debtors Rs. 37,500 


[Tripura H, S. Examination 1981—adapjed| 
Solution : 


Journal 
Dr. Cr. 
————————————— 0 
Date Particulars L.F.| Amount | Amount 
1980 Rs. Rs. 
Dec. 31 Profit & Loss Account Dr. | 1,250:00 
To Bad Debts Account | 1,250:00 
Being bad debts written off 
31 Bad Debts Recovered Account Dr. 250:00. 
To Profit & Loss Account 250:00 
Being the balance written off 
ЕА: нилу 
31 Profit & Loss Account Dr. 2,587:50 
To Provision for Doubtful Debts Account 1,875:00 
To Provision for Discount on Debtors Account | 712:50 
Being the Provision for Doubtful Debts @ 5% 
on Rs, 37,500 and Provision for Discount on 
Debtors @ 2% on Rs, (37,500—1,875) created 


————————————————— —————D 


Working Notes 


(a) Amount of provision for doubtful debts=Rs. 37,500» 57; = Rs. 1,875 
(b) Amount of provision for discount on debtors= 
Rs. (37,500—1,875) x 27; - Rs. 712:50, 


Illustration 12 : On 1st January, 1979, the balance of Provision for 
Doubtful Debts was Rs. 2,200. Bad debts during the year were Rs. 1,800. 
On 31st December, 1979, the balance of Debtors Account was Rs. 37,000, 
Raise the provision for Doubtful Debts @ 6%. 

Show the Journal entries, Ledger Accounts and Profit & Loss Account, е 


[Тгїрига Н. S, Examination 1980—adapted] 
Solution : 


Journal 
Dr, Cr, 
Date Particulars L.F. | Amount | Amount 
1979 | Rs. Rs. А 
Dee, 31 Profit & Loss Account Dr. 1,800 
| То Bad Debts Account 1,800 
Being bad debts written off Е 
31 Profit & Loss Account à Dr, 20 
To Provision for Doubtful Debts Account. 20 
Being additional amount required for provision 
for Doubtful Debts @ 6% on Rs. 37,000 


ЗГШ ?84] 
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Bad Debts Account 
Dr. Cr. 
RUM RUM Mcd 
Date Particulars , Кт! Date Particulars J. F| Amount 
` 1979 Rs. | 1979 Ез. 
Dec. 31 | To Balance b/d 1,800 |Dec. 31 | By Profit & Loss A/c 1,800 


Provision for Doubtful Debts Account 


Dr. Cr. 
„——————-——_—— 
| 
Date Particulars J. F.|Amount | Date Particulars J. F.| Amount 
1979 Rr. , 1979 Rs. 
Dec. 31 | To Balance c/d 2,220 Dec. 31 | By Balance b/d 2,200 
» Profit & Loss A/c 20 


2,220 2,220 


= 1980 
Jan. 1 | By Balance b/d 2,220 
Profit & Loss Account 
for the year ended 31st December, 1979 
Dr. Cr. 
E MÀ 
Particulars Amount Particulars Amount 
Rs. = Rs. 
To Bad Debts 1,800 
» Provision:for Doubtful Debts 20 


Illustration 13 : The figure of Sundry Debtors ina Trial Balance is 
Rs. 70,000. You are required to write off Rs. 500 as Bad Debts and make a 
Provision for Doubtful Debts @ 10% on Sundry Debtors, 

Pass the necessary Journal entries  [H. S. Council Examination—1980] 


SOLUTION OF IMPORTANT ILLUSTRATIONS 3.35 
Solution : 
Journal 
Dr. €. 
eee 
Date Particulars L.F. | Amount | Amount 
Rs. Rs. 
Bad Debts Account Dr. 500 
To Sundry Debtors Account 500 


Being bad debts written off 


Profit & Loss Account Dr. 500 
To Bad Debts Account 500 
Being the balance transferred 


Profit & Loss Account Dr. 6,950 
To Provision for Doubtful Debts Account 6,950 

Being the provision for doubtful debts 

created @ 10% on Rs. (70,000— 500) 


——————— — 


Illustration 14 : There was a credit balance of Rs, 2,200 in provision 
for Bad and Doubtful Debts Account on Ist January 1982. 


Bad Debts during the year 1982 were Rs. 1,700 
Debtors on 31st December, 1982 were Rs. 40,000 
Provision for Bad and Doubtful Debts is to be created @ 5% on Debtors, 
Show Journal entries and Ledger accounts, [Tripura H. S. 1983] 


Solution : 


IN THE BOOKS ОЕ... 


Journal 
Dr. Lr 
memamen — 
Date Particulars Amount | Amount 
1982 | Rr. Rs. 
Dec, 31 Provision for Bad & Doubtful Debts Account Рг. 1,700 
To Bad Debts Account | 1,700 
Being the balance of bad debts transferred to | | 
the former account } 
| 
31 Profit & Loss Account Dr. | 1,500 
To Provision for Bad and Doubtful Debts | 1,500 
Account 
Being the additional provision for Bad and 
Doubtful Debts Rs. (2,0004-1,700—2,200) or 
Rs. 1,500 created to increase the balance of 
provision to 5% on Sundry Debtors Rs, 40,000 


! 
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Ledger 
Bad Debts Account 
Dre Cr. 
Date Particulars Amount pate Particulars | Amount 
1982 Rs. 1982 PETRI: 
Dec. 31 | To Balance b/d 1,700 | Dec. 31 | By Provision for Doubt- 


ful Debts A/c | 1,700 


Provision for Bad and Doubtful Debts Account 


| Dr. Gr 
Date Particulars Amount Date Particulars | Amount 
1982 Rs. 1982 ape Ду. 
Dec. 31 | To Bad Debts A/c 1,700 Jan. 1 | By Balance b/d | 2,200 
(Transfer) Dec. 31 | „ Profit & Loss A/c | 1,500 
31] , Balance c/d 2,000 
3,700 | 3,700 
1983 
Jan. 1| By Balance b/d 2,000 
Profit & Loss Account 
for the year ended 31st December, 1982 
Dr. Cr. 
Particulars | Amount | Amount Particulars Amount | Amou nt 
| 
| Rs. Rs. 
То Provision for Bad | | 
Doubtful Debts (New) 2,000 
Add Bad Debts | 1,700 
3,700 
Less Old Provision | 2,200 1,500 | 
ET "Л 
Working Notes 
The amount of provision is to be charged in the Profit & Loss Account 3 
Rs. 
Bad Debts 1.700 
Add 5% on Rs. 40,000 2,000 
3,700 
Less Old provision 2,200 
The amount of provision to P/L A/c 1,500 


= 


i 
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Illustration 15: On 1st January 1982, the Balance of Provision for 
Doubtful Debts was Rs. 3,500 


Bad Debt during the year was Rs. 1,500 

Sundry Debtors as at 31st December, 1982 stood at Rs. 50,600 

Out of the Debtors Rs. 600 are bad and cannot be realised, 

The Provision for Doubtful Debts is to be raised to 5% on Sundry 
Debtors. 

Show the relevant accounts and show how Bad Debts and Provision for 
Doubtful Debts will appear in the Profit & Loss Account and Balance Sheet 


as at 31st December, 1982. [W. B. H. S, Examination, 1983] 
Solution : 
IN THE BOOKS ОЕ... :.. 
Ledger 
Sundry Debtors Account 
Dr. CF, 
———— MÀ 
Date Particulars Amount | Date Particulars Amount 
1982 Rs. 1982 Bs. 
Dec. 31 | To Balance b/d 50,600 | Dec. 31 | By Bad Debts Account 600 
31 | „ Balance c/d 50,000 
50,600 
1983 
Jan. 1 | To Balance b/d 
Bad Debts Account 
Dr. Cr. 
——— — 
Date | Particulars Amount | Date Particulars Amount 
1982 Rs. 1982 Rs. 
Е а 2 1,500 | Dec. 31 | By Provision for Doubt- 
еа ша ful Debts Account 2,100 
Account 600 | 
2,100 2,100 
= 
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Provision for Doubtful Debts Account 


Dr. Cr. 
Date Particulars Amount Date Particulars Amount 
1982 О Rs. | 1982 [5 
Dec. 31 | To Bad Debts Account Dec. 31 | By Balance b/d 3,500 
(Transfer) 2,100 31 | , Profit & Loss 
31 | ., Balance c/d 2,500 Account 1,100 
4,600 4,600 
1983 
Jan. 1| By Balance b/d 2,500 
Profit & Loss Account 
for the year ended 31st December, 1982 (includes) 
Dr. Cr. 
Particulars Amount тойа} Particulars Amount | Amount 
Rs. Rs. Rs. Rs. 
To Provision for Doubtful | 
Debts 2,500 
Add Bad Debts 2,100 
4,600 
Less Provision for 
Doubtful Debts (Old) 3,500 | 1,100 | 
Balance Sheet as at 31st December, 1982 (includes) 
Liabilities ‘Amount [Amount Assets Amount | Amount 
Rs. Rs. Rs. Rs. 
| Sundry Debtors 50,600 
| Less Bad Debts 600 
| 50,000 
Less Provision for 
Doubtful Debts 2,500 | 47,500 
Working Notes 
(1) Amount of Provision for Doubtful Debts to be transferred to P/L A/c : 
Rs. 


New provision for Doubtful Debts Rs. (50,600—600) @ 57, 2,500 
Add Bad Debts 1 


Я 


4,600 
Less Amount of provision for Doubtful Debts аз on 1st 


January, 1982 3,500 
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Illustration 16 : From the following particulars ascertain the missing 
figure in place of *? mark. 


Sundry Debtors as оп 31-12783 Rs 20,000 
Provision for Doubtful Debts @ 5% 
Bad Debts to be written off 2,000 
To be charged to Profit & Loss Account 2 
Solution : 
Rs, 
Amount of Debtors as on 31-12283 20,000 
Less Bad Debts 2,000 
18,000 
Rs. 
Amount of Provision for Doubtful 
Debts =Rs. 18,000 @ 5% = 900 
.', The amount chargeable to Profit & Loss 
Account = Rs. 2,000+-900=Rs. 2,900 
Illustration 17 : ЕШ up the gaps : 
Bad Debts Rs. 800 
Provision for Doubtful Debts Rs. 2,400 
New Provision 8x 
Closing Debts Rs. 20,000 
To be charged to P & L Account ? 


[Specimen Questions, H. S. Council —1982] 


Solution : 


Rs. 
New Provision for Doubtful Debts 4 
Rs 20,000 @ 8% 1,600 
Add Bad Debts 800 
2,400 
Less old Provision for Doubtful Debts 2,400 
Amount to be transferred to Profit & Loss A/c ххх 
So, no amount is to be transferred to the Profit & Loss Ale e 
Illustration 18: Fill up the gap : 
Sundry Debtors as on 31st December, 1983 Rs, 42,000 
Bad Debts to be written off Rs. 2,000 
Provision to be created @ 5% 
Provision for Doubtful Debts as on Ist January, 1983 1,000 


Amount of Good debts E 
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Solution : 
Rs. 
Balance of Debts as on 31st December, 1983 42,000 
Less Bad Debts 2 2000 
40, ,000 
Less Provision for Doubtful Debts @ 5% on Rs. 40,000 2,000 
Amount of Good Debts 38,000 
Е Exercises 


(A) Essay-type Answer Questions 
1, What do you understand by Bad Debts and Doubtful Debts ? 
[W. В. Н S, Council Exam., 1978 & Tripura н. S., 1978) 
Ans, Write from ‘Bad Debts’ (Р 3.1) and ‘Doubtful Debts’ (Р 3.3) 
2, How do you distinguish between Bad Debt and Doubtful Debt ? 
Why is it necessary to create Provision for Doubtful Debts’? 
[W. B. Н. S. Council Examination, 1980] 
Ans, Write from ‘Differences between Bad Debts and Doubtful Debts 
(P 3.3) and ‘Provision for Doubtful Debts’ (P 3.4) 
3. Why and how is provision to be made for Doubtful Debts ? 
i [Tripura Н. S. 1981] 
Ans. Write from * Provision for Doubtful Debts’ (P 3.4) 
4. Distinguish between Bad Debts and Doubtful Debts. 
[Tripura Н. S 1983] 
Ans, Write from "Differences between Bad Debts and Doubtful Debts’ 
(Р 3.3) 
5. How do you distinguish between Bad Debts and Provision for 
Doubtful Debts ? ГУ. B Н. S. Examination, 1983] 
Ans. "Write from ‘Differences between Bad Debts and Provision for Doubt- 
ful Debts’ (P 3.7) 
6, What is a bad debt ? What do you mean by Provision for Doubtful 
Debts ? Why is it necessary to create a Provision for Doubtful Debts ? 
Ans. Write from ‘Bad Debts’ (Р 3.1) ‘Provision for Doubtful Debts Р 3.4 


(B) Short-type Answer Questions : 
1. Write short notes оп: 
(a) Bad Debts, 1b) Doubtful Debts, (c) . Good Debts, (d) Bad Debts 


Recovery, (e) Provision for Discount on Debtors and (f) Provision for Discount 
on Creditors d 


——— 


l—— 4 м 2 
: itt hee 

et. c Ж: 

EXEROISES > Оза 
Ans: Write from (а) ‘Bad Debts’ (Р З.Л) (b) ‘Doubtful Debts (P3.3), 


(с) ‘Good Debts’ (Р 3.3), d) ‘Bad Debis Recovery! (P 3.15%, (e) ‘Provision for 
Discount on Debtors’ (P 3.17), (f) Provision for Discount on creditors (Р 3.22). 


(C) Practical Questions : 
1. A firm sells Rs. 50,000 worth of goods in a year on credit of which 


‚йз. 10,000 will not be realised. Under what nomenclature and what entry 


would you record this loss ? [Samsad Parichiti—Feb.-Mareh. 1978] 
2, The following information is available from the books of Sinha & Co, 
1984 Rs. 
' Jan. 1 Provision for Doubtful Debts 1,000 
Dec, 31 Bad Debts 900 
Debtors 22,000 


Provision for Doubtful Debts to be made at 5% 
Give necessary Journal entries and relevant Ledger accounts, 
* [ Ans: New provision for Doubtful Cebts Rs. 1,100 ] 
3. From the following particulars prepare the Provision for Doubtful 
Debts Account and how they will appear in the Profit & Loss Account and 
Balance Sheet as at 31st December, 1984 : 


1984 Вз, 
Jan: Provision for Doubtful Debts 4,000 
Dec, 31 Bad Debts written off 1,800 

Sundry Debtors 50,000 


Provision for Doubtful Debts to be made @ 6% 
(Ans: New Provision for Doubtful Debts Rs. 3, 000) 
4. From the following information prepare the Provision for Doubtful 
Debts, Provision for Discount on Debtors and show how they will appear in 
the Profit & Loss Account and Balance Sheet as at 31st December, 1984 : 


1984 Rs. 

Jan, 1 Provision for Doubtful Debts 2,000 
Provision for Discount on Debtors ; 300 

Dec. 31 Bad Debts 1,500 
Sundry Debtors 20,000 
Discount allowed 400 


Provision for Doubtful Debts and Provision for Discount on Debtors are 
created @ 5% and @ 2% respectively. 

[Ans. Provision for Doubtful Debts Rs. 1,000 ; Provision for Discount on 
Debtors Rs. 380.) 

5, From the following particulars prepare the Provision for Doubtful 
Debts, Provision for Discount on Debtors and show how they will appear in 
the Profit & Loss Account and Balance Sheet as at 315! December, 1984 ; 
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1984 Rs. 

Jan, 1 Provision for Doubtful Debts 1,800 
Provision for Discount on Debtors 300 

Dec. 31 Sundry Debtors 36,000 
Bad Debts 1,400 
Discount allowed 500 


Provision for Doubtful Debts to be made @ 5% and Provision for 
Discount on Debts @ 2%. 

[Ans. Provision for Doubtful Debts Rs. 1,800 ; Provision for Discount on 
Debtors Ёз 684.] 

6. On 31st December, 1983 the Sundry Debtors appeared in Balance 
Sheet as follows : 


» Rs. 
Sundry Debtors 50,000 
Less Provision for Doubtful Debts 3,000 
47,000 
Less Provision for Discount on Debtors 470 
46,530 


During the year 1984 Bad Debts amounted to Rs, 3,700 and Discount 
allowed to Rs, 920 At the end of the year, the total amount of Debtors was 
Rs 60,000 after writing off bad debts, Provision for Doubtful Debts and for 
Discount should be at last year's rate, 

Give the necessary Ledger accounts. Also show how the item Sundry 
Debtors will appear in the Balance Sheet as at 31st December, 1983. 

[Ans. Provision for Doubtful Debts Rs. 3,600 ; Provision for Discount on 
Sundry Debtors Rs. 564.] 

7. The following particulars are available in the Books of Miss 
Chandralekha ¢ 


1984 Rs. 
Jan. 1 Provision for Discount on Creditors 600 
Dec. 31 Discount received 800 

Creditors 32,000 


Provision for Discount on Creditors to be created @ 24% 
Show the necessary journal entries, Ledger accounts and how they 
will appear in the Balance Sheet. : 
[Ans. Provision for Discount on Creditors Rs. 800.] 
8. Оп ist January, 1984 the balance of Provision for Discount on 
Debtors was Rs. 840 and the balance of provision for Doubtful Debts Rs. 2,600 
Bad Debts were written off during the year Rs, 6,300 and discounts were 
allowed Rs. 610, 


EXEROISES . 3.43 


On 31st December, 1984 the balance of Sundry Debtors was Rs. 93,000, 
The Provision for Bad and Doubtful Debts and Provision for Discount on 
Debtors were raised to 5% and 2% respectively. 

Show the necessary Journal entries and Ledger accounts as an 31st 
December, 1984. 


[Ans3 Provision for Doubtful Debts Rs. 4,650 and Provision for Discount 
on Debtors Rs. 1,767 Л 


9. The following figures appear in the books of B. Kumar : 


1984 Rs. 

Jan. 1 Provision for Bad and Doubtful Debts 4,600 

Provision for Discount on Debtors 1,920 

Dec 31 Bad Debts written during the year 3,800 
,. Discount allowed during the year 1,800 . 

Bad Debts recovered 420 

Sundry Debtors ( as per ledger ) 42,300 


Write off further Rs. 1,400 as Bad Debts. Keep provision for Discount 
on Debtors at 2 per cent. Keep provision for Bad and Doubtful Debts at 6 
per cent on Debtors. 

Show the relevant accounts and show Profit & Loss Account and Balance 
Sheet entries relating to Bad Debts and Discount. 

[Ans. Provision for Bad and Doubtful Debts Rs. 2,454*00 ; Provision for 
Discount on Sundry Debtors Rs. 768:92.] 

10. The following items are taken from the Trial Balance as at 31st 
December, 1984 of Shekh Abdullah : 


Dr. Cr. 
Rs. Rs. 
Bad Debts 4,250 
Sundry Debtors 78,200 
Provision for Bad & Doubtful Debts 10,300 
Provision for Discount on Sundry Debtors 3,100 
Discount allowed 2,100 


Out of the Debtors Rs. 3,200 is bad and is to be written off. You are to 
maintain a provision for Bad Debts @ 4% and for Discount @ 2%. 

Show the necessary Journal'entries and draw up the Provision for Bad 
and Doubtful Debts Account, Provision for Discount on Sundry Debtors 
Account and the Balance Sheet as at 31st December, 1984. е 

Ans: Balance of Provision for Doubtful Debts Rs. 3,000 ; Balance of 
Provision for Discount Rs. 1,440. 

11. On 15 January 1984 Sundry Debtors, Provision for Bad and 
Doubtful Debts and Provision for Discount on Debtors stood at Rs. 68,000, 
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Rs, 4,300 and Rs. 1,850 respectively in the books Subodh Hansda of Malda. 
During the year 1984 Rs. 4200 were written off as bad debts and discount 
allowed Rs. 1,200, On Ist July, 1984 Rs 900 were realised from a debtor 
which was written off as bad debts in last year, On 31st December 1984 Sundry 
Debtors stood at Rs. 76,620. Out of the debtors Rs. 620 is bad debts and is to 
be written off. The provision for Bad Debts and provision for discount were 
to be raised to 5% and 2% respectively on Sundry Debtors. 

Show the necessary Journal entries and Ledger accounts as on 311 
December, 1984. 

[Ans : Balance of Provision for Bad and Doubtful Debts Rs, 3,800 ; 
Balance of Provision for Discount on Sundry Debtors Rs. 1,444.] 

12. A’s Balance Sheet as at 30th June, 1964 included the following 
items in the list of current assets : 


Rs. Rs, 
Debtors 98,000 
Less Provision for Bad Debts 2,450 
TL WEN. 3 95,550 


At the end of the two following financial years the gross amount of 
Debtors (before deducting a provision) were : 
1965 1966 
At 30th June Rs. 94,000 Rs .1,62,000 
On each of these dates there were a provision for Bad Debts calculated on 
the same percentage basis as at 30th June, 1964. 
The actual amounts of Bad Debts written off from Debtors accounts over 


these periods were : 
1965 1966 


For the year to 30th June Rs. 2,600 Rs. 2,300 


You are asked to show these transactions in A's Ledger for the period 
from Ist July, 1964 to 30th June 1966. [C. U. B. Com. (Hons.), 1967] 
Hints . Rate of Provision for Doubtful Debts : = og 0х 100=24% 

[Ans: Provision for Bad Debts on 30th June, 1965, Rs. 2,350 ; Provision 
for Bad Debts on 30th June; 1966, Rs. 4,050.]- 

13. On 3lst December 1975, Sundry Debtors in the books of Jairam 
Bairagi amounted to Rs. 42,000, out of which Rs, 2,000 proved bad and 'is to 
be written off. А Bad Debt Reserve of 24% is.to be raised and a Discount 
Reserve of 11% is also to be raised : 

Give the Journal entries recording the above transactions, 

‚50 [C. U.B. Com.—adapted| 
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Ans: Balance of Provision for Bad and Doubt ful Debts Rs 1,000 and 
Balance of Provision for Discount on Sundry Debtors Rs. 487:50.] 


14, The following figures appear in the books of P. Sen : 


1963 Rs. 

Jan, 1 Provision for Bad and Doubtful Debts 2,400 
Provision for Discount on Debtors 940 

Dec, 31 Bad Debt written off during the year 1,850 
Discount allowed during the year 1,220 
Bad Debt recovered 125 
Sundry Debtors (per Ledger) 12,300 


Write off further Ёз. 400 as Bad Debts. Keep provision for Discount on 
Debtors at 3 percent. Keep provision for Bad and Doubtful Debts a 5 per 
cent on Debtors. 

Show the relevant accounts and show Profit & Loss and Balance Sheet 
entries relating to Bad Debts and Discount. [B. U. В Com., 1964] 


(Ans: Provision for Bad Debts, Rs. 595 00 ; Provision for Discount on 
Sundry Debtors Rs. 339:15.] 

15, From the following particulars show (a) Provision for Doubtful 
Debts and (b) Provision for Discount on Debtors accounts : 


Rs. 
Debtors—before adjustment for any bad debts therein 22,500 
Provision for Doubtful debts 2,100 
Provision for Discount on Debtors 600 
Amount of debtors which are bad 1,500 


Provision for doubtful debts is to be 8% on debtors and a provision for 
discount to be 4% on debtors, 

[Ans : Balance of Provision for Doubtful Debts Rs. 1,680'00 ; and Balance 
of Provision for Discount on Debts Rs. 772:80 ] 

16, On 31st December, 1970 the Trial Balance of N. Das Gupta showed 
the following Ledger account balances : 


Rs, 
Reserve for Bad and Doubtful Debts Account (1-1-1970) 1,000 
Reserve for Discount on Debtors Account (1-1-1970) 475 


Sundry Debtors Account Rs, 40,400 (of the Debtors 
Rs 400 are bad and should be written off.) 
On 315 December, 1971 the Sundry Debtors were Rs. 20,500 of which 


Rs, 500 are bad and should be written off. 
It is desired to maintain the Reserve for Bad and Doubtful Debts 


Account at 5% on Sundry Debtors and the Reserve for Discount on Debtors 
at 23%. 
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Show the Reserve for Bad and Doubtful Debts Account and the Reserve 
for Discount on Debtors Account as they would appear in the year 1970 and 
1971, [C. A. Inter] 


(Ans. Balance of Provision for Bad and Doubtful Debts Rs. 2,000 on 
3lst December, 1970 and Rs. 1,000 on 3151 December 1971; Balance of 
Provision for Discount Rs. 950 on 31st December 1970 and Rs. 475 on 
31st December 1971.] 

Objective Questions 

1. Fill up the gaps : 

(i) Provision for Doubtful Debts Account always shows... -:balance. 

/ [Questions Bank, New Delhi.—adapted] 

(ii) Provision for Discount on Debtors always shows...... balance. 

(iii) Provision for Discount on Creditors always shows - ..- balance, 

[Ans. (i) Credit, (ii) Credit, (iii) Debit.] 

2. Correct the following sentences : 

(i) Bad Debt is debited to Debtors Account ; 

(ii) Bad Debts recovered is credited to Debtors Account. 

[Specimen Questions of Н. S. Council, 1982] 

[Ans,: (i) Bad Debt is debited to Provision for Doubtful Debts Account ; 

(ii) Bad Debts recovered is credited to Provision for Doubtful Debts 
Account. 

3. Ascertain the net amount to be debited/credited to the Profit & 

Loss Account in the following cases : 


: Bad Debts Provision for Rate of Closing 
in Trial Balance Doubtful Debts in Provision Debtors 
Trial Balance 

Rs. Rs. Rs. Rs. 
(i) 900 700 5x 10,000 
di) 750 920 5% 16,000 
(iii) 950 5 1,200 6% 20,000 
(iv) 1,200 1,500 6% 30,000 
(v) 2,500 2,000 8% 40,000 


[Апв.: (i) Rs. 700 (Debit) ; (ii) Rs. 630 (Debit) ; (iii) Rs. 950 (Debit) ; 
(iv) Rs. 1,500 (Debit) ; (у) Rs, 3,700 Debit).] 


CHAPTER ХХ 


| Depreciation—Definition—Objects—Various methods of depreciation. | 
—_ 


Depreciation 


Definition: “Depreciation may be defined as the permanent and 

continuing diminution in the quality, quantity and value of an asset.” 
—Willian Pickles. 

“Depreciation may be defined as a measure of the exhaustion of the 
effective life ofan asset from any cause during a given period,” 

s —Spicer & Peglar 

Depreciation represents that part of the cost of a fixed asset to its 
owner which is not recoverable when the asset is finally put out of use by 
him”—Yorston, Smyth and Brown. 

*Depreciation may be defined as the reduction in value of fixed asset 
occasioned either by physical wear and tear, obsolescence or passage of time", 
—L. T. Northcott & C. S. Forsyth 

“Depreciation: The loss of usefulness of a fixed asset or group of assets 
that can not be restored by repair because of wear and tear, obsolecence or 
inadequacy." Robert T. March 


So, depreciation is an estimated loss of usefulness of fixed assets for 
physical wear and tear, obsolescence, efflux of time, physical consumption etc. 

Depreciation is an estimated loss. The actual amount of depreciation 
can not be calculated by any method or examining the fixed assets. It is 
estimated on the basis of life of assets and scrap values. So, it is charged as a 
provision for expenses ; it does not depend upon the profit orloss of a business, 

Causes of Depreciation: The causes of depreciation are two types : 
(1) External causes and (2) Internal causes. 

(1) External Causes: The causes of depreciation which are not related 
with the assets are called external causes of depreciation, They are discussed 
below : 

(a) Wear & Tear: Land & Buildings, plant & Machinery, Furniture & 
Fixture etc, are damaged for their uses and gradually reduced their values, 

(b) Physical Consumption; Аза result of excavation of minerals from 
mines, collection of wood from forest, the natural wealths are finished for 
physical consumption. 

(2) Internal Causes : The causes of depreciation which are related with 
the assets of the business are called internal causes of depreciation, These 
are discussed below : 
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(a) Efflux of Time: Leasehold property, Patent Rights, Copyright 
etc, are gradually decreased their values on passage of time. 


(b) Obsolescence: The plants, machineries and other fixed assets 
which are to be substituted by more powerful and effective machines in modern 
world and effective machineries becomes useless in due course of time i, e. the 
value of assets will be decreased. Again, the plant, machineries etc. may 
be useless due to accident. 


(c) Permanent fall in Market Price: The value of assets which depends 
upon the market price, are decreased permanently if the market price falls. 


(c) Accident: The assets of a concern may be damaged by natural 
calamities (As, fire, flood, earthquake etc.) and riots. Then the full value of 
lost assets was written off as depreciation. 


Objectives for providing for Depreciation: The following objectives 
of depreciation accounting are discussed below : 


1. To ascertain the real Profit or Loss : The depreciations on fixed assets 
(i.e. plant & Machihery, Land & building, Furniture & fittings etc.) are charged 
in the Profit & Loss Account. If the depreciations on fixed assets are not 
charged in a Profit & Loss Account, at the end of life of the assets, the full 
value of assets are to be charged in the Profit &Loss Account of that accounting 
period. Asa result, actual financial results of the accounting periods can not 
be determined correctly. For this reason, the depreciation on fixed assets are 
to be charged in each accounting period. 


2. To ascertain the correct value of Assets: At the end of each 
accounting period, if the depreciation on fixed assets are not charged in the 
Profit & Loss Account, the correct values of fixed assets are not to be 
ascertained. So, the provision for depreciation is necessary to ascertain the 
correct value of assets at the end of each accounting period. 


3. To ascertain the real cost of Production: The depreciation on plant, 
machinery, furniture etc, which are used in production, is a part of factory 
overhead. If the depreciation is not charged on the assets i, e. it does not 
include with the cost of production, the real cost of production can not be 
ascertained. So, the charging of depreciation is necessary to calculate the real 
cost of production. 


4. To keep working Capital Intact; Ifthe depreciation is not charged 
on fixed assets and transferred to a Profit & Loss Account, the. amount of 
profit will increase. Ifthe whole amount of profit is distributed among the 
owners, the amount of working capital will decrease i.e. the financial position 
of the business will be weak, So, the charging of depreciation is necessary to 
keep working capital intact. 
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5. Replacement of Assets: The fixed assets are useless in passage of 
time and huge amount of money is necessary to replace the assets at a time. 
If the depreciation. is charged against profit, a portion of profit is retained in 
the business in form of depreciation. Asa result, the replacement of assets 
does not dangerously effect the financial position. 


6. To maintain the financial Capital; The financial capital is reduced 
for purchase of assets. The recovery of that financial capital from income 
is essential. If the amount of financial capital is not recovered from the . 
profit, then it is to be distributed to related persons from the business. So, 
the creation of provision for depreciation is: necessary for a business to 
maintain the financial capital. 

7. To abide by the Legal Restrictions : Under section 205 of the 
Companies Act, 1956, the dividend can not be distributed among the 
shareholders before charging depreciation on fixed assets. So, the charging 
of depreciation is essential to abide by the legal restrictions. 


‚ Ascertainment of Amount or Rate of Depreciation: ‘Тһе following items 
are to be considered in determining the amount or rate of depreciation : 

(a) Purchase Price or cost of an asset : The purchase price or cost of 
an asset means the sum total of market price, carriage inward, installation 
charge of the asset. For example; market price, carriage inward and 
installation charges of a machine are Rs, 25,070, Rs. 2,000 and Rs. 1,000 
respectively. So, the purchase price or cost of the machine will be Rs, 28,000 
i.e. (Rs. 25,000 + Rs, 2,000 +Rs. 1,000). 

(b) Scrap value of an asset: The fixed asset can not rendered service 
to the concern for a long time, It becomes obsolescence after rendering service 
for a long period of time, . Then the asset is removed from the. concern and 
sold in auction or in weight. So, the pre determined value of the asset at | 
the end of the life of the asset is called scrap value, The total amount of 
depreciation of an asset may be determined with help of following formula ; 


Purchase Price — Scrap Value — Total Depreciation 

(c) Effective life of ‘ап asset : The: period of time for which  amasset 
is able ‘to produce goods or render? service! is called effective life of the ғ 
asset, = In’ determining the amount or ratevof depreciation, the efective life of 
an asset is to be predetermined, soit! is called pre-determined éfféctive life of 
an asset. The following two items are to /be determined in ascertainment of 
effiective life an asset. " iy. als 

(i) Rate of loss of usage : ofPhe rate depends Sow the: nature of mses 
and life of the dssets. Тһе life of the assets may be increased, if ‘they! are used: 
carefully ; if they” аго: used. for, maximum time during е Ме of tbe assets, 
the estimated life of the assets will be decreased. шо. Шой € vd bolls 

4 Ù 84] ; 
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(ii) Obsolescence: The assets may be obsolescence during their life due 
to newly developed assets, In determination of estimated life of the assets, 
it should be considered in mind. 4 

(d) Required amount of reapair and renewal in future: The rate or 
amount of depreciation is influenced by the amount is to be spent for repair 
- and renewals of the assets in future. If there is a possibility of increase 

the repair and renewals in future, the amount of depreciation is also to be 
gradually decreased in future to equalise the expenses relating the assets or 
. vice versa. 

(e) Amount of Interest on Investment of Purchase price of an asset in 
other place: If the amount is invested in other place, the amount of interest 
on purchase price of the assets, is influenced on the amount of depreciation. 
If the more amount of interest is to be paid on the purchase price of assets, 
the less amount of depreciation is to be charged on the assets. In the reverse 

case, the more amount of depreciation is to be charged on the assets, 


(f) Possibility of obsolescence of an Asset for New Innovation: The 
possibility of obsolescence of an asset for new innovation influences on the 
rate or amount of depreciation. If there is a possibility of obsolescence in 
near future, the amount of depreciation will be increased, If there is no 
possibility of obsolescence in near future, the amount of depreciation will 
be decreased. — 


Nature of Depreciation 


The depreciation is treated as an expense. But it is not an expenses 
like wages, salaries, rent etc. Because cash or cheque is not paid for the 
depreciation, 


The depreciation may be treated as a provision. Because, the deprecia- 
tion is charged against profit to meet the replacement cost of the assets, So, 
it may be called a provision. 


Really, the depreciation is charged for maintainance of fixed capital of 
a concern. НА part of capital is introduced to purchase of fixed assets ; but 
the fixed assets are not always fixed in the concern. They become useless 
after a period of time.- In this case, the fixed capital may be maintained by 
charging depreciation on fixed assets against profit, 


Again, the depreciation may be treated as an internal capital оѓ Ње 
concern. - Because, the amount of depreciation is kept in the concern in, form 
of undistributed profit, I i 4 З : 

"But the depreciation is ‘explained in many ways. So, it may not be 
called by a particular item. bsassrosbosd Riv задев ый to Бојат э 
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Accounting for Depreciation _ 


On charging depreciation on fixed assets, the Depreciation Account is 
to be debited and the related asset account is to be cread ted. At the end of the 
accounting period, the balance of Depreciation Account is to be transferred 
to the Revenue Accounts. In the case of a manufacturing concern, the balance 
of Depreciation Account is transferred to the Manufacturing Account and in 
the case of a trading concern, the balance is to be transferred to the Profit & 
Loss Account. If the information of charging depreciation is given in the 
list of adjustments, the amount of depreciation is to be deducted from the 
related asset in a Balance Sheet. . 

The accounting of depreciation may be maintained in the following 
two ways : 

(i) By adjusting the depreciation with the value of assets . The following 
journal entries are necessary to provide and transfer the depreciation when 
depreciation is adjusted with related assets. 


Journal 
Dr. Cr, 
Rs. Rs. 
Depreciation Account T Dr. 


То Assets Account 
Being the depreciation provided for @... 


pS ee a 


Profit & Loss Account Dr. 
To Depreciation Account 
Being the amount of depreciation transferred 


RENDER ALLE er MUI EC IT 


(ii) By without adjusting the: depreciation with the value of assets : The 
following journal entries are necessary to provide depreciation when deprecia- 
tion is not adjusted with related assets : 


Journal 
T Dr. .. Cr. 
| Rs. Rs. 
Depreciation Account AT 3 Dr. 
To Provision for Depreciation Account 
Being the amount of depreciation provided @ ... 
Profit & Loss Account Dr. 


Being the balance transferred to the Profit & Loss 


7 | 


| To Depreciation Account 
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The balance of Provision for Depreciation Account is to be shown with 
the liabilities or it may be deducted from the related assets At the end of the 
effective life of assets, the balance of Provision for Depreciation Account 
is transferred to the Profit & Loss Account after adjustment with the scrap 
value of the related assets, 

Illustration 1: А machine was purchased for Rs. 10,000 on Ist January, 
1984, Depreciation at 10% is to be charged on it on 31st December, 1984, 

Show the Journal entries (1) after reducing the value of the machine 
and (2) without reducing the value of the machine by depreciation and how 
they will appear in the Profit & Loss Account and the Balance Sheet, 


Solution : 
(1) Journal 
А х Dr, Cr. 
ттт 
Date Particulars L. F. | Amount | Amount 
eS “Ee 
1984 | Rs, Rs. 
Dec. 31 Depreciation Account Dr. | 1,000 
To Machinery Accoun | 1,000 
Being the ено porem for @ 10% | | 
former account | | 
em 
31 Profit & Loss Account Dr. | | 4,000 
To Depreciation Account | | 1,000 
Being the amount of depreciation transferred to | 
former account | | 
{ 
LI 
Profit & Loss Account 
7 for the year ended 31st December, 1984 
Dr. j Cr. 


eee cme enim er Te 


| Particulars Amount Particulars Amount 
COS edd NS. е Rs. 
To Depreciation : 
Machine 
Balance Sheet as at 31st December, 1984 
Liabilities Amount Assets Amount 
oci Ri. Rs. 
peso 10,000 
Ladd Depreciation @ 10% 1,000 9,000 


Seer 
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(2) Journal 
Date Particulars 
1984 x ЙМЫ nt 
Dec. 31 Depreciation Account Dr. 


To Provision for Depreciation Account 
Being the depreciation provided @ 107; on 
Rs. 10,000 


Profit & Loss Account 
To Provision for Depreciation Account 
Being the balance transferred 


3 


Profit & Loss Account 
for the year ended 31st December, 1984 


Dr. Gri 
Particulars Amount А Particulars | Amount 
Rs. | Rs. 


To Provision for Depreciation : 
Machine 1,000, | 


Balance Sheet as_at 31st December, 1984 


Liabilities Amount Assets Amount 


Rs. Rs. Rs. 


Machinery 10,000 
Less Provision for 
Depreciation @ 10% 1,000 9,000 


Illustration 2: Show the Journal entries of the following adjustments at 
the time of preparation of Final Accounts as at 31st December, 1984, and 
also how they will appear in the Profit & Loss Account and the Balance Sheet : 

(1) Plant & Machinery costing Rs. 25,000 which was purchased on 
ist July, 1984, are to be depreciated at 10% per annum, 

(2) Building, which was constructed on Ist January 1984, amounting to 
Rs, 2,00,000 are to be depreciated at 2% per annum under straight line method, 

^ (3) Furniture & Fittings valued at Rs. 12,000 are to depreciated @ 123% ` 
per annum. 
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Solution : 
Journal 
Dr. Cr, 
ey 
Date Particulars L.F.| Amount Amount 
ad - > |_| MEC 
1984 Rs. Rs. 
Dec. 31 Depreciation Account Dr. 1,250 
To Plant & Machinery Account 1,250 
Being depreciation @ 10% on Rs. 25,000 for 
six months provided for 
31 Depreciation Account Dr. 4,000 
- To Building Account 4,000 
Being depreciation @ 2% on Rs. 2,00,000 
provided for 
31 Depreciation Account Dr. 1,500 
To Furniture & Fittings Account 1,500 
Being depreciation @ 12}% on Rs, 12,000 
provided for 
31 Profit & Loss Account Dr. 6,750 
To Depreciation Account 6,750 
Being depreciation transferred to former Account 


—_—————<—<—<—X<—X— ——— 


Ledger 
Plant & Machinery Account 
Dr. Cr. 
————— 
Date Particulars Amount | Date Particulars Amount 
1984 Rs. 1984 Rs. 
July 1| To Bank/creditors 25,000 | Dec. 31 | By Depreciation 1,250 
» Balance c/d 23,750 
25,000 25,000 
1985 gc St) E A 
Jan. 1| To Balance b/d 23,750 | | Ex o 
Dr. Building Account Cr. 
x Aaa aani aaa OR 
Date Particulars ' | Amount | Date |* Particulars Amount 
1984 Rs. 1984 Rs. 
Jan. 1 | To Balance b/d 2,00,000 | Dec. 31 | By Depreciation 4,000 
31 | ., Balance c/d 1,96,000 
2,00,000 2,00,000 
1985 ма а. 


Jan. 1 To Balance b/d 1,96,000 
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Furniture & Fittings Account 


Dr. 1 Cr 
КЫРЕ A Cer чаа IM HEU ыла ie os 
Date Particulars Amount | Date * Particulars Amount 
1984 Re | 1984 Sls LAT 
Jan. 1 | To Balance b/d 12,000 | Dec. 31 | By Depreciation 1,500 
» Balance c/d 10,500 ` 
12,000 290 


85 
Jan. 1 | To Balance b/d 


Profit & Loss Account 
for the year ended 31st December, 1984 


Particulars Amount Particulars Amount 
Rs. Rs. 50 
To Depreciation : 
Plant & Machinery 1,250 
Building 4,000 
Furniture & Fittings 1,500 
6,750 
Balance Sheet as at 31st December, 1984 Я 
Liabilities Amount / Assets ] Amount 
i—i 
Rs. 
Building 
Less Depreciation 
Plant & Machinery 
Less Depreciation 


Furniture & Fittings 
Less Depreciation 


Various Methods for Providing Depreciation : Various methods for 
providing depreciation on fixed assets are discussed in next pages : 


" 
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(1) Straight Line Method Or Fixed Instalment Method: The method 
by which fixed amount of an asset is charged as depreciation or the amount 
of depreciation is calculated at a fixed rate on original cost of fixed assets at 
the end of each accounting period, is called Straight Line Method or Fixed 
Instalment Method, 

Under this method, the amount of depreciation is determined by 
dividing the value of assets with the number of accounting periods of effective 
life of the assets after deduction of scrap value of that assets Under this 
method, the following formula is used to calculate the amount of depreciation : 

V-S 


D=—— where; 
N w 


V = Value of ап asset ; 
S = Scrap value of the asset ; 
N = Life in accounting period of the asset ; 
D= Depreciation of an accounting period, 
The rate of depreciation may also be calculated by the following formula : 
р; 
у 
Area of Application : The method is applicable on the assets which have 


equal usefulness in each accounting period e.g, leasehold property, copy right, 
trade marks etc, 


X 100=R (i.e. Rate of depreciation) 


Advantages of Straight Line Method : The important advantages of 
Straight line method are discussed below : 

(i) It is easy to apply and simple to calculate Е 

(ii) The accounting of depreciation is very easy, because equal amount 
of depreciation is charged in: each accounting period ; 

(iii) Under this method, the value of that asset can be eliminated from 
the books of account at the end of life of an asset. 

Disadvantages of Straight Line Method: The disadvantages of straight 
line method are discussed below : 

(i) The calculation of amount of depreciation is not so easy if further 
assets are added for purchase and deducted for sale : ] 

(ii) On calculation of amount of depreciation on assets, the usefulness 
of assets is to be considered equal during the life of the assets, but it is not 
physically possible, 


Illustration 3: P. B, Co, Ltd, purchased a machine on Ist January, 
1982 at a cost of Rs. 25,000. It is decided to depreciate the machine at 109; 
per annum on the Straight line Method. 


Show the Machine Account,and the Depreciation Account for three years. 
* 


Solution : 


In the Books of P. В. Co. Ltd. 


Machine Account * 


Dr. Cr. 
Date Particulars | F./Amount} Date Particulars 
raed [as Р, | 
1982 Rs. 1982 
Jan. 1 | To Bank/creditors A/c 25,000 . 31 | By reciation A/c 
" c/d 
25,000 | 
mney he 
Jan. 1 | To Balance b/d 22,500 Dec. 31 | By Depreciation A/c 
| » Balance e/d 
22,500 | 
1984 
Jan. 1 | To Balance b/d 20,000 Dec. 31 | By Depreciation A/c 
” » Balance c/d 
1985 
Jan. 1 | To Balance b/d 
Depreciation Account 
Dr. Cr. 
Date Particulars J. F. Amount} Date J; Е Amount 
1982 Rs. Rs. 
Dec, 31 | To Machine А/с 2,500 (Рес, 31 | By Profit & Loss A/c 2,500 
| М. == 
1983 | к 
Dec. 31 | To Machine A/c | | 2,500 |Оес. 31 | By Profit & Loss A/c | 2,500 
| — ——- | | 
1984 | | 1984 | 
Dec. 31 | To Machine A/c | 2,500 |Dec, 31 | By Profit & Loss A/c | 2,500 
| == 
| ымы oo | 


(2) Reducing Instalment Method Or Diminishing Balance Method : 
The method of depreciation by which the amount of depreciation is to be 
calculated on the assets after deduction of depreciation of previous accounting 
periods, is called Reducing Instalment Method or Diminishing Balance 


Method. 
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Under this method, the amount of depreciation is gradually decreased 
in passage of time, The amount of depreciation is to be calculated after 
ascertaining scrap value of an asset under the following formula : 


S=Scrap value of an asset ; 

S-V (1—i)” where vz Original value of that asset ; 
n=Effective life of that asset ; 
i= Depreciation per unit, 


The amount of depreciation may be calculated by the following formula : 


d’'=(C—D)’ where, C=Cost price of an asset; — 
D=Total periodical depreciation has already 
been charged ; 
r — Rate of depreciation ; 
d'= Depreciation for the accounting period, 


Area of Application : Under this method, the depreciation is to be 
calculated on the assets, which are rendered service in the concern for a long 
period of time (e.g. plant, machinery, furniture, motor car etc). 


Advantages of Diminishing Method of Depreciation: The advantages of 
diminishing method of depreciation are discussed below : 


(i) Under this method, the amount of depreciation is charged on the 
basis of usefulness of the assets in passage of time j.e., the amount of depre- 
ciation is gradually decreased when the usefulness of assets is gradually 
diminished, | 

(ii) The total expenditure relating to assets is almost same under this 
method. Because, the amount of repair charges is gradually increased in 
passage of time, where less amount of depreciation is charged under this 
method. : 

(iii) The calculation of amount of depreciation is very easy, 

(iv) The value of assets can not be eliminated from the books of 
accounts by charging depreciation under this method. For this reason, the 
assets can not be embezzled by the employees or other persons. 


Disadvantages of Diminishing Method of Depreciation: The disadvatages 
of diminishing method of depreciation are discussed below : 

(i) Under .this method, the rate of depreciation is higher than any other 
methods. But the scrap value of an asset may not be ascertained correctly at 
the end of the life of assets. 


(ii) The method can not be used where the value of assets is necessary 
to reduce to ‘zero’. Because the value of assets never be shown ‘zero’ under 
this method. 


en 


DEPRECIATION 3.59 


Illustration 4: S. D, Co. Ltd. purchased a machine costing Rs. 20,000. 
Its life is estimated to be 3 years and the residual value is calculated to be 
Rs. 2,500. 


Show the Machine Account and the Depreciation Account for three years 
after taking the rate of depreciation at 50% on the Diminishing Balance 
Method. ; 


Solution : 
In the Books of S. D. Co. Ltd. 
Machine Account 
Dr. nr Cr. 
Date Particulars J.F. Amount | Date Particulars J. F.| Amount 
Rs. Rs. 
Year 1 | To Bank/creditors A/c 20,000 | Year 1 | By Depreciation A/c 10,000 
» Balance c/d 10,000 
20,000 | 20,000 
Year 2 | To Balance b/d 10,000 | Year 2 | By Depreciation A/c 5,000 
‚ » Balance c/d 5,000 
10,000 
— 
Year 3 | To Balance b/d Year 3 | By Depreciation A/c 2,500 
» Balance c/d 2,500 


Year 4| To Balance b/d 


Depreciation Account 


Date Particulars J. F.;Amount Particulars J. F.| Amount 
E Rs. 
Year 1 | To Machine A/c By Profit & Loss А/с 10,000 
Year2 | To Machine A/c By Profit & Loss A/c 5,000 
Year3 | To Machine A/c By Profit & Loss A/c 2,500 
__ * 
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Differences between Straight Line Method and Diminishing Value 
Method: The differences between Straight Line Method and Diminishing 
Value Method are discussed below : 


Straight Line Method | Diminishing Value Method 

1. The rate and amount of depre- 1. The amount of depreciation 
ciation are always equal under this | is gradually decreased in passage of 
method. . time. 

2. The value of an asset may be 2. The value of an asset never be 
reduced to ‘ziro’ at the end of life of | reduced to ‘ziro’ at the end of the life 
the asset. ў of the asset, 

3. The depreciation on an asset 3. The depreciation is charged on 
is always charged on cost price of the | the opening balance of an asset at the 
asset, end of each accounting period, 

4. An equal amount of deprecia- 4. The amount of depreciation is 


tion is charged in each accounting | gradually decreased and repair charges 
period. The total amount of expenses ! on the asset is gradually increased but 
relating to an asset is increased on ' the total expenses relating to the asset 


passage of time, | аге almost equal in each accounting 
| period, 

5. It is not based on scientific 5. Itis based on scientific theory, 
theory, but it is easy to understand and | but it is not easy to understand and 
simple to calculate. | simple to calculate. 

6.. The amount of depreciation is | 6. The amount of depreciation is 
to be calculate by a simple formula. | to be calculated by a harder formula. 

7. It is not approved by the 7. It is also approved by the 


Income Tax authority. Income Tax authority, 


(3) Annuity Method: The method by which an equal amount of 
depreciation is to be charged on cost of an asset with interest thereon in 'each 
accounting period, is called Annuity Method. If the price òf assets are invested 
in securities without purchase of assets, the interest will be received on the 
investment. So,the concern is losing the value of assets with the interest 
receivable on the value in passage of time. The amount of periodical deprecia- 
tion is ascertained with the help of ‘Annuity Table’. 

(4) Depreciation Or Sinking Fund Method: The method by which the 
amount of depreciation is invested in easy realisable Securities outside the 
concern at the end of each accounting period and at the end of life of the asset, 
it is to be replaced by realising the money from the investment, is called 
Depreciation or Sinking Fund Method. Under this method, the Working 
Capital will not fluctuate, The amount of depreciation is to be calculated. with 
the help of ‘Sinking Fund Table’. : 


о —————————————-——-——— 
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(5) Insurance Policy Method: The method by which the amount of 
depreciation is paid to insurance company as а premium of a policy for the 
equal amount of the asset and the asset is to be replaced by realising money 
from the insurance policy at the end of the life of the assets, is called Insurance — ' 
Policy Method. The amount of insurance premium (i.e. the annual deprecia- 
tion) is to be fixed by the insurance company. 


(6) Revaluation Method: The method by which the amount of depre- 
ciation is calculated by differenciating the opening market value and the closing 
market value of an asset, is called Revaluation Method. When the effective life 
of an asset are not ascertained, then the amount of depreciation is to be 
calculated under this method, For example, investment, loose tools, ~ 
crockeries etc. i) 

(7) Depletion Method : The method by which the amount of deprecia- 
tion is calculatéd by dividing the estimated production during the Ше of it with 
the estimated annual production (i.e., the value of the asset will be ‘zero’ at the 
end of the life of the asset', is called Depletion Method. Аз for example, total 
estimated amount of stored coal in a mine is 5,00,000 tones and it is leased for 
Rs. 50,000, So the amount of depreciation of per ton of coal raised will be 

50,000 . ч 
Rs. 500,000” i.e, Rs. `10. 

(8) Machine Hour Rate Method: The method by which the amount of 
depreciation is to be calculated on the basis of effective working hours of the 
asset (i.e., cost price of the asset is to be divided by the total estimated working 
hours of the asset after deduction of the scrap value), is called Machine Hour 
Rate Method. For example, cost price of a machine and scrap value of the 
machine are Rs, 52,000 and Rs. 1,000 respectively. The effective working life 
the machine is 5 years and the machine is to be work for 300 days at the rate of 
$ hours per day. So, the amount of depreciation is to be Rs, 4°25 (ie. 
omi per hour of machine worked. 

5x300x8 

(9) Repairs, Maintenance and Depreciation Fund Method : The method 
by which an estimated amount of repairs, maintenance and depreciation is 
transferred to repairs, maintenance and depreciation fund by setting aside from 
the Profit& Loss Account and the necessary amount of expenses for repairs, 
maintenance and depreciation is to be’ paid/out of that fund, is called Repairs 
Maintenance and Depreciation Fund. The balance of the fund is shown in the 
‘Liabilities Side’ of a Balance Sheet. 


| (10) Sum of the Digits Method : The method:by which'the amount of 
depreciation is to be Galctilated by dividing the depreciation Value (i e., cost of 
asset — scrap value) of'amasset and ratio between number of years of residual life 
(including present year) and sum of total years of life of the asset, is called Sum 
d 0% - £50 
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of the years Digits Method, For example, the life of a machine is 10 years. 
The purchase price and residual value of the machine are Rs. 12,000 and 
Rs. 1,000 respectively. So, the amount of depreciation for first year will be 
J Rs.(12,000 — 1,000 x 10 
Багер e КОЕТ разд or 55 
Rs, (12,000—1,000 x 9 } 
55 


} and for the second 


year will be Rs, 1,800 i.e. { 


Solution of Important Problems 


Illustration 5: A manufacturer purchased machinery for Rs. 60,000 on 
1.1.1975. It was decided to write off 10% depreciation under Straight Line 
Method, estimating the life of the machine at 10 years and scrap value at 
Rs, 10,000. 


‚ You are required to give Machinery Account upto 31. 12. 1977. 
[ W. В. Н. S. Examination, 1978 ] 


Solution : 
Machinery Account 
Dr. . Cr. 
Date Particulars .F.Amount| Date Particulars J. F.| Amount 
PA 5 711 Se MN 
1975 Rs. 
Jan. 1 | To Bank/ By Depreciation A/c 5,000 
Creditors A/c , Balance c/d 55,000 
60,000 
1976 “4 
Jan. 1 | To Balance b/d By Depreciation A/c 5,000 
, Balance c/d 50,000 
55,000 
Jm ЖЫ, ied 
ап. To Balance b/d By Depreciation A/c | 5, 
7 Balance c/d | 45,000 
50,000 
1978 .| : 
Jan. 1 | To Balance b/d 


Ht ai ayro i 1 


Amount of Depreciation : 


lif Jeu bigsT Ye easy 10099000 nos: tm br 50,000 
belles aj tagas adt Yo ДЇЇ to 210-5 12203 o me SETTER 
Amount of Depreeiation «50,000 @ 10% = Кз. 5,000 
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Illustration 6 : A machine was purchased on 1-1 1978 for Rs. 50,000. On 
1-7-1978 another machine was purchased for Rs. 30,000. Depreciation is to be 
provide @ 10% per annum on the machines under Reducing Balance System : 

(i) Show the Machines Account for 1978 and 1979. The accounting 
period is from the Ist January to the 31st December, 

(ii) Show how the Machines Account did appear in the Balance Sheet at 
the end of 1979. [ W. B. Н. S. Examination; 1980 ] 


Solution: 
In the Books ої... --- 
Machine Account 
Dr. Cr. 
Rt NUR 7117 A рН als шл е 
Date Particulars lr. FlAmount Date Particulars J. F. Amount 
1978. | [| Rs. | 1978 Rs. 
Jan. 1 | To Bank A/c | 50,000 . 31 | By Depreciation 6,500 
July 1| ,, Bank A/c 30,000 31 | ,, Balance c/d 73,500 
| | $0,000 | 80,000 
1979 1979 
Jan. 1 | To Balance b/d 73,500 Dec. 31 | By Depreciation 7,350 
31 | „ Balance c/d 66,150 
| | 73,500 1 73,500 
1980 i z 
Jan. 1 | To Balance b/d 66.150 | 
Balance Sheet as at 81st December, 1979 
Liabilities Amount Assots Amount 
Rs: Fixed Assets : Rs. 
Machines 73,500 ' 
Less Depreciation 7,350 | 66,150 
Working Notes 


Amount of depreciation for 1978— Rs. 50,000 @ 10 for 1 year=Rs. 5,000 
=Rs. 30,000 @ 10% 1 year =Rs. 1,500 


— Rs. 6,500 


Illustration 7: T. К. T. C. purchased a-mini bus for Rs. 50,000 and 
paid Rs. 5,000 to, make it. transportable: The estimated life of it is 10 years " 
eed scrap value is Rs. 5,000. T. R. T. С, charges шошо ша assets 
at. Straight Line. Method. с — ан 
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Show Mini Bus Account and Depreciation Account for first four years. 


( Tripura Н. 5.; 1981—adopted | 


Solution ; : 
In the Books of Т. R. T. C. 
Mini Bus Account 1 
Dr. y Cr. 
| | | 1 
Date Particulars iU F.Amount| Date Particulars J. F.| Amount 
| is T К 
| Ез. Rs, 
Year 1 | To Bank A/c | 50,000 | Year 1 | By Depreciation A/c 5,000 
» Bank A/c | 5,000 » Balance c/d . 50,000 
| | 591 55,000 
2 | To Balance b/d 50,000 2 | By Depreciation Ас | | 5000 
» Balance c/d 45,000 
| 50, 50,000 
А — . ——= 
3 | To Balance b/d 45,000 3 | By Depreciation A/c 5,000 
» Balance c/d 40,000 
45,000 45,000 
= = 
4 | To Balance b/d 40,000 4 | By Depreciation A/c 5,000. 
| » Balance c/d | 35,000 
40,000 | | | 40,000 
5 | To Balance b/d 35,000 | | 
éa. 
Depreciation Account 
Dr. Cr. 


000,00 zA 


se wed} O, Miti Bue Ase 


иы 
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Particulars 


» Mini Bus Ајс 


у.е ]Атош | Date | 


эш0| 


Particulars 


By Profit & Loss A/c 


| 4, Profit & Loss A/c . 


| Profit & Loss A/c 


^, Profit & Loss'Aje ^ ^| 


MEN MERE eR 


„л 
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Working Notes : 


Amount of Depreciation = C93. Price-- Transportable charge—Scrap value 
Life of machine 


ERs, 500004 5,000 Зор = Rs.5,000. 


Illustration 8: А machine was bought at a cost of Ёз. 48,000 on let 
January, 1978. It was set up at a further cost of Rs. 2,000. It was decided to 
charge depreciation @ 15% р.а. on Diminishing Balance method. 

Show the Machinery A/c and Depreciation A/c for first 3 years. 


Solution : 


Machinery Account 


Date Particulars J. Е. Amount | Date Particulars р F.| Amount 
1978 | Rs. | 1978 РЕ 
Jan. 1 | To Bank A/c : | 48,000 }Dec. 31 | By Depreciation A/c 7,500 
Purchase of a 31 | ,, Balance c/d 42,500 
machine " 
1| „ Bank A/c | 2,000 ‘ 
Installation | 
Expenses 
E 
50,000 
Зап. 1 | To Balance b/d 42,500 |Dec. 31 | By Depreciation A/c 
31 | „ Balance c/d 
42,500 
1980 Р 1980 
Jan. 1 | To Balance b/d 36,125 |Dec. 31 | By Depreciation A/c 
31 | „ Balance c/d 
36,125 
Ó— 
1981 
Jan. 1 | To Balance b/d : 30,706 
| 
Depreciation Account 


Date Particulars ly. F.|Amount Particulars 


1978 Rs. 
Dec. 31 | To Machinery Ајс 7,500 . 31 | By Profit & Loss A/c 
1976 ` 1979 
Dec. 31 | To Machinery A/c 6,375 . 31 | By Profit & Loss Ајс 
1980 1980 
Dec. 31 | To Machinery A/c . 31 | By Profit & Loss A/c 
sails 


5[1154] 
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Working Notes 
() Amount of depreciation on machine (ог 1978— 
@ 157 p.a. оп Rs. 50,000 — Rs. 7,500 
@) Amount of depreciation on machine for 1979 = 
@ 15% p.a. on Rs. (50,000— 7,500) — R.6,875 
TM ai Amount of depreciation on machine: for 1980 — 
r2 @ 15% р.а. on Rs. (50,000— 7,500 —6,875) =Rs.5,419, 


$ » PLA pv: oru I 


Illustration 9 : Оп 1-1-1978 Barin purchased a machine for Rs. 1,00,000. 
Assuming its life to be 10 years and its scrap value for Rs. 20,000 charge 
depreciation at 10 p.c. on the same according to straightline method. 

Show Machine Account in the ledger upto 31 12 1982. 

[ W. B Н, S. Examination, 1983 ] 


Solution : 
| In the Books of Barin 
Machinery Account 
Dr. С 
` Date Particulars J. F| Amount| Date Particulars J. F.| Amount 
4 ES —--— —— - —À 
1978 1978 Rs, 
Jan. 1 | To Bank creditors A/c 000 Рес. 31 | By Depreciation Aye. 8,000 
ie ‘ 31 | ,, Balance c/d 92,000 
1,00,000 
‚1979 1979 =й 
Jan. 1 | To Balance b/d Рес. 31 | By Depreciation A/c 8,000 
s 31 | ,, Balance c/d 84,000 
( Pt 
92,000 
1980 1980 io" mr 
Jan. 1 | To Balance b/d Dec. 31 | By Depreciation Aje | 8,000 
r 31| „ Balance c/d '| 76,000 
84,000 
1981 1981 —- 
Jan. 1 | To Balance b/d Dec. 3 | By Depreciation A/c 8,000 
» Balance c/d 68j 4 
000 
| 76,000 
1982 1982 | = 
Jan, 1 | To Balance b/d . 31 | By Depreciation A/c 8. 1 
abs Balance c/d 60.000- 
en ; 68,000 . 
——— 
Jan. 1| To Balance bjd 


SOLUTIONS OF IMPORTANT PROBLEMS 


Illustration 10 : 


Working Notes 


"3.67 
_ 
Amount of annual depreciation = Ез. (1,00,000—20,000) @ 10% = Rs. 8,000. p.a. 


po san RE eS Ah ll 
On Ist January 1979 Sri Deb purchased a machine 


costing Rs 60,000, The scrap value of the machine is Rs. 6,000 at the end of 


the tenth years. 


Show ledger accounts for the first four years chargin de; reciat 
according to straightline method T UA 

Accounting year of Sri Deb begins on Ist January and eve on 31st 
{ Tripura Н. S., 1983—adapted і 


December every year. 


Solution : 


J. F.Amount 


In the Books of Sri Deb 


Machinery Account 


Particulars 


Date 


By Depreciation A/c 
» Balance c/d 


» Balance c/d 


, Balance c/d 


By Depreciation A/c 
„ Balance c/d 


Depreciation Account 


Particulars 


Date ` Particulars 
1979 H 
Jan. 1 | To Bank creditors A/c 
1980 
Jan. 1 | To Balance b/d 
1981 
Jan. 1 | To Balance b/d 
1982 
Jan. 1 | To Balance b/d 
1983 ^ 
Jan. 1 | To Balance b/d 
Dr. 
Date Particulars 
1979 
Dec. 31 | To Machinery A/c 
1980 
Dec. 31 | To Machinery A/c 
1981 
Dec. 31 | То Machinery A/c 
1982 


By Profit & Loss Aje 


By Profit & Loss A/c 


By Profit & Loss A/c 


By Profit & Loss A/c 


By Depreciation Alc din 


By Depreciation Ale 


— 


SE 
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Working Notes 
Amount of Depreciation on Machinery — 


в. (60.000—6,000) _Rs.5,400. 
10 years 


on MM 
Illustration 11: Fill up the blank : 


Purchase price of a machine Rs. 30,000 
h Wages paid for installing the machine 
at the factory Rs. 2,000 
‘Charge for repairing in a year (approximately) Rs. 1,000 
.. Scrap value (estimated by an expert) Rs. 7,000 
Productive life of the machine 10 years 
(estimated by an expert) 
Annual depreciation. [ Н. S. Examination, 1982 ] 
Solution : 
Rs. 
Cost of Machine 30,000 
Add : Installation charges of the machine 2,000 
32,000 
Less : Scrap value (Estimated) 7,000 
У 25,000 


а. Rs. 25,000 "7 
Annual Depreciation Тозе Rs.2,500. 


Working Notes 


Repair charges is a revenue nature. So, it will not be included 
with the value of the Machine. 


Exercises 


(A) Essay-type Answer Questions : 
1. What is depreciation ? What are its causes ? Why it is necessary to 
charge depreciation ? LW. В. Н. S. Examination, 1982 ] 
^r [Ans. Write from ‘Depreciation (P. 3.47), ‘Causes of Depreciation’ and 
i ‘Objects of Providing Depreciation (P. 3.48-3.49.. ] 
2. Explain the objective of charging depreciation. What is Scrap value ? 
te [ Tripura Н. S. 1981 ] 
[Ans Write from ‘Objects of Providing Depreciation’ (P. 3.48-3.49) 
and ‘Scrap value of Asset’ (Р. 3.49) ] 
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3. Is ‘depreciation’ an expenses or provision or both 7. Describe four 
main methods of depreciation. [ Tripura Н. S. 1982 ] 
[Ans, Write from ‘Nature of Depreciation’ (P. 3.50) and ‘Various Methods 

for Providing Depreciation’ (P. 3.55-3.61). ] ү 

4. What is depreciation ? What are the objects of charging depreciation 
on assets ? [ Tripura Н. S. 1983 ] 

[Ans " Write from ‘Depreciation’ ( P. 3.47 ) and ‘Objects of Providing 

Depreciation’ (P. 2.48-2.49). ] 

5. What do you mean by depreciation ? What are its causes ? Why it is 
necessary to charge depreciation? What should be the consideration for 
deciding on the amounts or rates of depreciation to be charged ? 

[ W. В. Н. S Examination 1979 ] 

[Ans. Write from ‘Depreciation’ (P. 3.47), “Causes of Depreciation’ 

(P. 3.47-3.48) and ‘Ascertainment of Amount or rate of Depreciation’ 
(Р. 249 .] 
6. Is depreciation a source of Internal Capital ? Give reasons. б 
: [ Specimen Questions of H. S. 1980 ]- 
[Апв. Write from ‘Nature of Depreciation’ (P. 3.50). ] 


7. Distinguish between Fixed Instalment Method and Diminishing 


Balance Method of depreciation. [ Tripura Н. S. 1980 ) 
[ Ans, Write from ‘Differences between Straight Line Method and 
Diminishing Value Method’ (P. 3.60). ] „ >. 


(B` Short+type Answer Questions : 
1. Write short notes on: (a) Depreciation, (b) Straight Line Method 
of Depreciation, (c) Diminishing Balance Method of Depreciation 
i [ Tripura Н. S. 1978 ] 
[Ans. Write from ‘Depreciation’ (Р. 3.47, ‘Straight Line Method’ 
(P. 3:55),and ‘Diminishing value Method’ (P. 3.58-3.59). | 


(C) Practical Questions : 

1. К.Р. Ojha purchased a machine for his business at Rs. 65,000 on 
Ist January, 1979. Its break-up value at the end of the period was estimated 
at Rs. 5,000. The estimated life of the machine was 10 years. 

Show the Machine Account and Depreciation Account for 4 years. 

[Ans. Annual Depreciation Rs. 6,000.] 


2. Kailash Co. Ltd. purchased a machine for Rs. 1,00,000 on ist 
January, 1981. The Board of Directors decided that 10% of the original cost 
of the asset was to be written of in every year. 

Show the Machinery Account and Depreciation Account upto 31st 
December, 1984. 

[Ans, Annual Depreciation Rs. 10,000 ] 
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Ins A machine was purchased at Rs. 60,000. The estimated life of the 
machine was 5y years, 
< Show the Machine Account for 5 years after charging depreciation @ 
50% on Diminishing Balance method. 5 
[Ans. Value of the machine at the end of 5th year Rs. 1,875.) 


4. А manufacturer purchased machinery for Rs. 1,20,000 on 1-1-1981. 
It was decided to write off 10% depreciation under Straight Line Method, 
estimating the life of the machine at 10 years and scrap value at Rs, 20,000. 
You are required to give Machinery Аўс upto 31-12 1984. 
[Ans, : Annual. Depreciation Rs. 10,000 ; Balance of Machinery Account 
as on 31-12-1984 Rs 60,000.) 


5. A manufacturer purchased a machine for Rs 2,00,000 on Ist January, 
1981. It was decided to write off depreciation @ 10% p a. on Diminishing 
Balance Method. The manufacturer paid Rs, 10,000 for installation charges 
and Rs. 6,000 for repair charges 
Show the Machinery. Account, and Depreciation Account for the first 
4 years, К 
[Ans, Annual Nepreciation for 1981 Ёз 21,600 ; for 1982 Rs. 19,440 ; 
for 1983 Rs 17,496 and for 1984 Rs. 15,746°40 ] 


[Working Notes: It is assumed that the repair charges is paid on 

installation of the machine]. 

6. Ballygunj Manufacturers Ltd, purchased a machinery for Rs. 50,000 
The estimated life of the machine was 10 years, You have been asked to write 
off 10% depreciation under Straight Line Method. At the beginning of the 4th 

'year.a new machine was purchased at a cost of Rs, 10,000 and added to the 
machinery. ; 
“T "You are required to give Ledger accounts for 4 years. 
T [C. U. B. Com., 1966 ] 

[Ans Balance of Machinery Ale at the end of the 4:h year Ез 39,000] 

7. A machine was purchased for Rs. 38,000 on 1st January, 1980 and 
its life was estimated to be 20 years. Its scrap value at the end of 20 years will 
be Rs. 8,000. 

Show the Machinery JM for the first five years after charging 
depreciation on Fixed Instalment Method. 


[Ans. Annual Depreciation Rs. 1,500 ; Balance of Machinery Account 
as on 31 12.84 Rs 30,500] 


8. A machine was bought for Rs. 60. ,000. The estimated life of the 


‘machine was 5 years and scrap value of the machine was Rs. 10,000. The 
machine scrap is sold for Rs. 7,000. 


Show the Machinery Account under Straight Line Method. 
(Ans. Annual Depreciation Rs. 10,000 ; Loss on Sale of Scrap Rs 3,000.) 


——  —À 
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9. Bose & Co. bought а plant on Ist January, 1980 for Rs. 26,500 and 
Rs. 1,500. paid installation charges. The rate of depreciation is fixed for the 


first year @ 10%, the second year 121%, the third year 15% and the fourth year: 


20% under Diminishing Balance Method, 

Show the Machinery Account for the first fourth years ended ais 
December, 1983. 

[Ans. Depreciation for first year Rs. 2,800 ; Second year Rs. 3,150 ; 

Third year Rs. 3 30750 ; Fourth year Rs. 3,74850.] 

10. A plant is purchased on 1 7-1981 for Rs 24,000. It is estimated 
that scrap value of the plant is 5% of the original cost of the plant and 
estimated life of the plant is 10 years, ' 

Show the Plant Account for the first four years. 

[Ans. Annual Depreciation Rs. 2,280 ; Balance of Plant at the end P the 

4th year Rs. 14,820.) 


Note (1) It is assumed that the accounting period end on 31st December, 

11. On Ist January, 1981, a machine is purchased for Rs. 30,000, The 
estimated life of the machine was 4 years. Depreciation is to be written off at 
30% p.a. on Diminishing Balance Method, 

Show the Machine Account for 4 years assuming that the machine is sold 
as scrap for Rs 7,000. 

[Ans. Loss on sale Scrap Rs. 203.] 


12. Rubber Manufacturing Co. Ltd. bought a machine on Ist January, 
1981 for Rs. 25,000 and installed it ata cost of Rs. 5,000, Depreciation is 
charged under Diminishing Balance Method at the following rates — 10% p.a. in 
1981; 15% p.a. іп 1982 ; 20% p.a. in 1983 and 25% in 1984. .. 

‘Show? the Machinery Account for 4 years. 

[Ans. Depreciation for 1981 Rs. 3,000 ; for 1982 Rs. 4,050 ; for 19. 1983 

Rs.. 4,590 and for 1984 Rs. 4,590.) 

13. Podder & Sen Co. Ltd purchased a machine for Rs, 35,000 on Ist 
Jauuary, 1980. Its estimated life of the machine was 5 years and scrap value 
of the machine was Rs. 5,000. The machine was sold for Rs. 16,000 on Ist 
July, 1982. He also purchased a machine for Rs. 46,000 and depreciation is 
charged @ 20% on Diminishing Balance Method. i 

Show the Machinery Account and Depreciation Account upto 31st 
December, 1984. А 

[А пв. Annual Depreciation for First Machine Rs. 6,000. Balance оў 

: Second Machine as on 31.12.84 Rs. 26,496 and Loss on Sale of 

First Machine Rs. 4,000.] 

14. A trader purchased a machine for Rs. 50,000 on January 1, 1960. 
It was decided that 10% of the original cost of the asset was to be written off 
every year. 


“ 


» 
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You have been asked to show the asset account in the books of the 
trader for three years, Show also the asset account over the same number of 
years by adopting the Diminishing Balance Method. [C. U. B. Com., 1966] 

[Ans. Balance of Machine Alc at the end of the third year Rs. 35,000 in 

Straight Line Method & Rs. 36,450 in Diminishing Balance 


Method.) 

(D) Practical Questions : 

1. Fill up the blank : Rs. 
(i) Purchase price of a machine Е 60,000 
(ii) Wages paid for installation of the machine 4,000 

(iii) Charge for repairing in a year (approximately) 2,000 


(iv) Scrap value 
(у) Annual depreciation 
[Ans.. Rs. 5,000.) 
2. Complete the following table by putting appropriate items in place 
of‘? marks. 


: Annual Depreciation under ү 
Cost Scrap value Fixed Instalment Method Life 
& r 
Rs. Rs. Rs. years 
(i) 22,000 2,000 2,000 ? 
(ii). 65,000 3,000 ? 10 
(iii) 85,000 ? 4,000 20 
пм}: 7 6,000 10,000 5 


rns 
* plans. (i), 10 years ; (ii) Rs. 6,200 ; (iii) Rs. 5,000 ; (iv) Rs. 56,000.) 
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CHAPTER ХХ 


Accounting for a Profit-seeking Concern [contd.] 


Profit & Loss Account—Difference between Trading Account and Profit & Loss 
Account—Difference between Gross Profit & Net Profit. 


Profit & Loss Account 


Definition: As defined by К. N. Carter and W. R. Carter “A Profit & — 


Loss Account is an account into which all gains and losses are allocated in 
order to ascertain the excess of the gains over the losses or vice versa,” 

J. L. Hanson defined a Profit & Loss Account is “a document used in 
book-keeping to show the calculation of net profit.” 

в. T. March defined a Profit & Loss Account is “а Ledger account to 
which balances of revenues, expenses, income, profits and losses are periodically 
transferred.” 

So, a Profit & Loss Account is a Ledger account into which the balances 


of gross profit or gross loss, non-trading incomes (i.e. indirect incomes) and ` 


indirect expenses are transferred to calculate the net profit or net loss at athe end 
of each accounting period. & { 

The first step of calculation of financial result is made into a Trading 
Account, which has already been discussed in Chapter XVII. But the actual 
financial result i.e. net profit or net loss) can not be calculated before pre- 
paration of a Profit & Loss Account. Ў 

Features of a Profit & Loss Account : The common featuresyof a Profit 
& Loss Account is discussed below : 

(1) It is a Ledger account which is prepared at the end of each 
accounting period. 

(2) The account is prepared by the profit-seeking going concerns. 

(3) The account is prepared. after preparation of a Trading Account. 
Because the components of a Profit & Loss Account are Gross profit or Gross 
loss, indirect expenses and indirect incomes. 

(4) The balance of a Profit & Loss Account is generally transferred to 
the Capital account. But in the case of a company, the balance of a Profit & 
Loss Account is transferred to the next year as an opening balance after 
declaration of dividend to the Shareholders. 

Utilities of a Profit & Loss Account: The utilities of a Profit & Loss 
Account are discussed below : 

(i The net financial results (i.e., Net Profit or Net Loss) is determined 
after preparation of a Profit & Loss Account. 

3.73 
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== 
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(ii) The ascertainment of financial position ( i.e., 
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preparation of 


a Balance Sheet) is not possible before preparation of a Profit & Loss 


Account. 


(iii). The distribution of profit cannot he made before’ preparation of a 


Profit & Loss Account. 
лї?) 
Profit & Loss Account. 


(у) Before preparation of a Profit & Loss Account, 


The progress of a business can be known after interpretation of a 


the necessary 


measurements for the development of a business unit cannot be made, 


Distinction between an Income & Expenditure Account and Profit & Loss 


Account : 


be called a Profit & Loss Account of that concern. 


An Income & Expenditure Account ofa nontrading concern may 


It is prepared to ascertain 


surplus or deficit of a non-trading concern. A Profit & Loss Account is 


prepared to ascertain the net profit or net loss of a business. 


The differences 


between these two account are discussed below : 


lud ian itti iia 


Income & Expenditure Account 


(1) m is prepared by a non-profit- 
seeking going concern. . 


(2) it is prepared to ascertain the 3 


surplus or deficit of a non-profit- 
seeking concern. 

(3) It is the first and final, step of 
ascertainment of the financial result. 
» ә 


(4) The balance of the account is 
-called surplus or deficit. It is not to 
be distributed among the members ; 
but it is to be transferred to the 
Capital Fund or General Fund. 

(5) The debit balance of the 
account is called the excess of expen- 
diture over income i.e., deficit and the 
credit balance is called the excess of 
income over expend.ture(i.e., surplus). 


Profit & Loss Account 


(1) It is prepared by a profit- 
seeking going concern. 

(2) Itis prepared to ascertain the 
net profit. or loss of a profit-seeking 
concern. 1 

(3) It is the second step of as- 
certainment of the financial result in 
the case of a trading concern and the 
third step of ascertainment of the 
financial result in the case of à manu- 
facturing concern. 

(4) The balance of the account is 
called net profit or loss. Generally, 
it is to be distributed among the 
owners and transferred to the Capital 
Account. 

(5) The debit balance of the 
account is called net loss and the 
credit balance of the account is called 
net profit. 


po--:"-—-—-—-—————À—— Á—— 
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Difference between Trading Account and Profit & Loss Account : The 
gross financial result (i.e., gross profit or gross loss) is determined from a 


‚ Trading Account and the net financial result (j.e., net profit or net loss) is 


determined from a Profit & Loss Account. The differences between these two 


accounts are discussed below : 


Trading Account 


матасы c 


(€: 


(1) The net financial result of a 
concern cannot be determined from 
the account. 

(2) It is started from opening 
stock of a business. 

(3) The account is prepared after 
adjustment of the closing stock. 


(4) АП direct incomes and direct 
expenses are recorded in a Trading 
Account. 


5) The account is the first stage 
of determination of financial result of 
a trading concern and the second stage 
of determination of financial result of 
a manufacturing concern. 

(6) The preparation of a trading 
account does not depend upon the 
Profit & Loss Account. 


(7) The gross profit is to be 
known from a trading concern. 

(8) The efficiency of purchase and 
sale of a concern is to be determined 
by a Trading Account. 


SO НИНЕ А анс Аааа 


orense сто 


Profit & Loss Account 


(1) The net financial result of a 


concern is to be determined from the 
account. 

(2) It is started from gross profit 
or gross loss of a business. 

(3) The adjustment of closing 
stock is not necessary for the prepara- 
tion of a Profit & Loss Account. 

(4) The gross profit or loss, in- 
direct expenses and indirect incomes 
are recorded in a Profit & Loss 
Account. 

(5) The account is the second 
stage of determination of financial 
result of a trading concern and the 
third stage of. determination of finan- 
cial result of a manufacturing concern. 

(6) The preparation of a Profit & 
Loss Account depends upon g: 
balance of a Trading Account d.e., on 
gross profit or gross loss). 

(7) The net profit is to be known 
from a Profit & Loss Account. 

(8) The efficiency of management 
and organisation of a concern is to be 
determined from a Profit & Loss 
Account. 


Method of Preparation of a Profit & Loss Account 


A Profit & Loss Account is started w th the balance of a Trading Account 


(i.e., Gross Profit or Gross Loss). 


The credit balance of a Trading Account is 


transferred to the credit side of a Profit & Loss Account. Similarly, the debit 
balance of a Trading Account (.é., Gross Loss is transferred to the debit side 
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of a Profit & Loss Account. All the indirect incomes are transferred to the credit 
side of à Profit & Loss Account and all indirect expenses are transferred to 
the debit side of that account. If the account shows a debit balance, it 
indicates a net loss and the credit balance of that account indicates a net 
profit. A specimen form of a Profit & Loss Account is given below : 


Profit & Loss Account 
for the year ended ·· - (Date) 
Dr. Cr. 
aeee 
Particulars Amount Particulars | Amount 
ES LÍ E 
куиш Rs. | Rz. 
To Salaries — - nie By Gross Profit transferred 
„ Rent, Rates and Taxes * ne? from Trading Account | 
» Carriage Outwards a dn » Discount Received 
s Postage and Telegram A » Commission Received 
» Printing and Stationery See » Interest Received 
» Telephone Charges $^ » Miscellaneous Receipts 
» Repairs and Maintenance re » Provision for Discount on 


» Office Expenses VI Creditors 
» Trade Expenses E 
» Legal Expenses 
» Insurance 
» Light and Electricity charges 
» Bank charges 
» Travelling charges 
» Discount allowed 
» Advertisement Expenses 
E rest on loans & Advances 
» Commission on sales сі 
„ Bad Debts T ^ 
» Export Duty ih 
» Depreciation • LÍ 
» Provision for Doubtful Debts ae 
» Provision for Discount on 
Debtors ES 
» Capital (if any) А 
(Net profit transferred) ha 


© 


A Profit & Loss Account is prepared with the balances of Nominal 
accounts after preparation of a Trading Account. The debit balances of 
Nominal accounts |i.e., expenses) are debited in a Profit & Loss Account and 
credit balances of Nominal accounts (i.e., incomes) are credited in that account. 

The balances of Nominal accounts which are related to expenses (i.e., 
debit balances) are posted in the debit side of a Profit & Loss Account are 
discussed below : 

1. Salaries: The remuneration to employees which are engaged in 
administration and management of the concern is called salaries. The balance 
of Salaries & Wages Account will also be debited in the Profit & Loss Account, 
but the balance of Wages & Salaries Account will be posted in the debit side 
of a Trading Account. 

2. Rents, Rates and Taxes: The amount paid for house rent, shop 
rent etc. is called rent. The amount paid for rates, taxes etc. is called Rates & 
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Taxes, The Rent, Rates & Taxes paid for office building are to be debited in 
the Profit & Loss, Account. The rents, rates and taxes for a factory buildings 
or premises are also to be debited in the Manufacturing Account, 

3. Carriage outwards or Carriage on Sales; The amount paid or 
payable for carriage of sold goods to send from sliop to the purchaser or 
purchasers is called carriage outward or carriage on sales. 

4. Printing & Stationery * The amount paid or payable for printing of 
books, papers etc, is called Printing Expenses. The amount paid or payable 
for papers, ink, pen, pencils etc. is called stationery. 


s. Postage & Telegrams : The value of postage stamps affixed for 
sending the letters, parcels etc. are called postage and the amount paid for 
sending telegrams are called Telegram charges. 


6. Telephone Charges : The amount paid for sending and receiving 
telephones are called telephone charges. 


1. Repaid & Maintenance : The amount paid for repair and maintenance 
of the office building, plant & machinery, furniture & fixture etc. is called 
repair and maintenance, If the repair and maintenance paid for factory 
building, plant and machinery, furniture and fixture etc. are be charged to the 
Manufacturing Account. е 


8. Office Expenses > The various small amounts of expenses paid for a 
office of the concern are called office expenses. 


9. Trade Expenses: The various small amounts of expenses paid for 


a business are called trade expenses. 
к. ж 


10. Legal Expenses : The amounts paid for court fees, stamp duty, 1 
advocate’s fees etc. аге called legal expenses or charges. 


11. Bank Charges: The amounts paid for discounting а bill, collection 
of cheques, dividend, interest etc, sending money for suppliers are called 
Bank Charges. 

12. Insurance Premium : The. premium paid for. fire insurance of 
buildings, plant, machinery, furniture etc., for accidents, damages etc. are called 
insurance premium. If an insurance premium paid for factory building, plant, 
machinery, furniture etc. are to be charged to a Manufacturing Account. 


.13. Light and Electric Charges : The electric charges paid for light, fan 
and other expenses relating to electric works are called light and electric 
charges. 

14. Discount on Sales : Generally, the discount on sales is treated as a 
cash discount ; so it will be debited in the Profit & Loss Account. But, many 
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authors assumed that it is a trade discount and deducted from sales in the 
credit side of a Trading Account 

15, Allowances to customers or Debtors : The rebate, allowances etc. 
are allowed to customers or debtors are called allowances to customers or 
debtors, 

16. Goods distributed as Free Sample : Goods may be distributed as free 
sample to customers for advertisement. If the balance of goods distributed 
as free sample is in a Trial Balance, it will bc transferred to the debit side 
“of a Profit & Loss Account. If it is given in the list of adjustments; it will be 

- deducted from the purchases in the Trading Account and transferred to the debit 
side of the Profit & Loss Account, 


i 17. Travelling Expenses:. The expenses paid for travelling of the 
general employees, sales representatives etc. are called travelling or conveyance 
expenses. 

18. Discount Allowed: A portion of debts is to be forgone on receipt of 
cash or cheques from debtors is called discount allowed and charged against 
profit. ^ 

19. Advertisement Expenses: The expenses paid for advertisement in 
newspapers, periodicals, journals etc. and publicity expenses are called advertise- 
ment expenses. 

20. Interest on loans, Advances etc. : The interest paid om loans, Bank 
overdraft, advances etc. are called interest paid on loans, advances etc. 

21. Training Expenses and Apprenticeship Allowances :. The expenses 
paid for training to the employees are called training expenses and allowances 

. paid to apprentiees are called apprenticeship allowances. : 

22. Interest on Capital: The interest paid or payable оп capital of a 
business is called interest on capital. In the case of a sole proprietorship 
business, it is charged in a Profit & Loss Account and in the case of a рагіпег- 
ship business, it is charged in a Profit & Loss Appropriation Account, 

23. Brokerage on Sales: The brokerage on sales paid or payable to 
the sales-brokers is called brokerage on sales, 


24. Packing Expenses for sales: The expenses paid or payable for 
packing of goods at the time of sales are called packing expenses for sales. 

25. Income Tax: The tax paid on income of a business is called income 
tax. Generally, it is not an expenses of the business ; but it is treated as an 
expenses of the proprietor or proprietors and deducted from capital as a drawing. 

26. Bad Debts: A portion of debtors which is irrecoverable is called 
bad debts and transferred to the Profit & Loss Account as an expense. It is 
already discussed in Chapter No. XIX. à $ 
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21. Provision for Doubtful Debts: A portion of profit is set aside for 
future loss on Бай: debts is called provision for doubtful debts. ‘It is already 
discussed in Chapter No. ХІХ. 

28. Provision for Discount on Debtors: A portion of profit is set aside 
for future loss which is to be incurred in form of discount allowed on receipt 
of cash from debtors is called provision for discount on debtors. 


The balances of Ledger accounts which are related to incomes are credited 
in a Profit & Loss Account and discussed briefly as under : 


1. Discount Received: The discount which is allowed by the creditors 
on payment of cash or cheques are called discount received. 


2. Commission Received: The amount received or receivable in form 
of commission for various functions made for its customers is called commi- 
ssion received. 

3. Interest Received: The interest received or receivable on Bank 
deposits, securities etc. is called interest received. 


4. Dividend Received: The dividend received or receivable on invest- 
ment is called dividend received. : 

5.- Interest on Drawings: The interest received or receivable оп 
drawings is called interest on drawings. К 

6. Discount on Purchases: Generally, the discount on purchases means 
discount received from creditors on payment of their dues. So, it is an item 
of Profit & Loss Account. . It may be deducted from purchases in the Trading 
Account. | 
7. Allowances from customers or creditors: Тһе allowances, rebates etc. 
are allowed by the customers or creditors is called allowances from customers 
or creditors. | 

8. Apprenticeship Premium: If the premiums or contributions etc. are 
received by a business from the apprentices are called apprenticeship premium. 

9. Bad Debts Recovered : "The bad debts which are written. of as 
bad debts in the previous year or years are realised from that bad debts in the 
present accounting period are called bad debts recovered. 

10, Provision for Discount on Creditors: A provision is made for 
estimated discount receivable in the next year or years оп payment of cash 
to the creditors is called provision for discount on creditors. 

11. Miscellaneous Receipts: The small amounts of cash realised from 
various sources of a business concern are called miscellaneous receipts. 

Differences between Gross Profit and Net Profit : The gross profit is 
determined by comparing between direct incomes and direct expenses of a 
business. Again, the net profit is determined by comparing between the 
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balance of Trading Account, indirect expenses and indirect incomes. The 
differences between gross profit and net profit are discussed below : 


Gross Profit 


Net Profit 


1. It is determined by deducting 
net purchases from net sales. 


2, The progress of a business can 
be determined by calculating the ratio 
between gross profit and net sales. 

3. It is determined in a Trading 
Account. 

4. It is transferred to a Profit & 
Loss Account. 


5. The profit on purchased or 
produced goods is included in gross 
profit, 

6. The efficiency of management 
can be determined from the change of 
gross profit ratio. 


1. Itis determined by deducting 
administrative expenses from gross 
profit and indirect incomes or adminis- 
trative expenses & gross loss from 
indirect incomes. 

2. The net financial result is to 
be determined by ascertaining divisible 
profit from net profit. 

3. Itis determined in a Profit & 
Loss Account. 

4. Itis transferred to the Capital 
or carried forward for next year. 


5. The profit on purchased or 
produced goods and income from other 
sources are included in net profit. 

6. The amount of inflow of net 


‘asset is to be determined from the 


change of amount of net profit. 


The necessary journal entries for a Trading Account have discussed 
under the heading of ‘closing entries’ in Chapter. No. XV. 

Illustration 1 : Prepare the Profit & Loss Account of M/s Choudhury 
Brothers for the year ended 31st December, 1984 from the following 


information : 


Gross Profit transferred from the Trading Account 


Rs. 
12,580 


for the year ended 31st December, 1984 


Rent 
Rates & Taxes 
Salaries 
Trade Expenses 
Discount allowed 
Discount received 
, Interest paid 
Interest received 
' Bank Charges 
‚Вай Debts 
Depreciation on assets 


2,100 
900 
3,100 
200 
180 
70 
120 
95 

28 

32 
105: 
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Solution : 


In the Books of M/s Choudhury Bros. 


Journal Entries 


Particulars 


31 


31 


31 


31 


31 


81 


31 


31 


31 


31 


81 


31 


Trading Account 
To Profit & Loss Account 
Being the balance transferred to later account 


Profit & Loss Account 
To Rent Account 


Profit & Loss Account 
To Rates & Taxes Account 
Being the balance transferred to former account 


Profit & Loss Account 
To Salaries Account 
Being the balance transferred to former account 


Dr. 
Being: the balance transferred to former account — 


Dr. 


Dr. 


Profit & Loss Account 
To Trade Expenses Account 
Being the balance transferred to former account 


Profit & Loss Account 
To Discount Allowed Account 
Being the balance transferred to former account 


L.F. 


Discount Received Account 
To Profit & Loss Account 
Being the balance transferred to later account 


Profit & Loss Account 
To Interest-Paid Account 
Being the balance transferred to former account 


Interest Received Account 
To Profit & Loss Account i 


Profit & Loss Account 
To Bank Charges Account 
Being the balance transferred to former account 


Being the balance transferred to former account 


Profit & Loss Account 
To Bad Debts Account 


Profit & Loss Account 
To Depreciation on Assets Account 


Profit & Loss Account 
To Capital Account 
Being the net profit transferred to later account 


6 [Ш '84] 


| Being the balance transferred to former account ' 
Dr. 


Being the balance transferred to former account 


Dr. 


381. 
Dr. Cre: 
Amount | Amount 
Rs. Rs. 
12,580 
12,580 
2,100 i 
2,100 
900 
900 


150 


70 


120 


95 


3,100 
2% 
1350 _ 


70. 


28 


32 


105 
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Ledger 
Rent Account 
Dr. Cr. 
: Date | Particulars | Amount | Date Particulars Amount 


т ———— 
1934 Rs. 1984 Rs, 
Dec. 31 | To Balance bjd 2,100 | Dec. 31 | By Profit & Loss A/c 2,100 


Rates & Taxes Account 


Dr. Cr. 
` Date Particulars Amount | Date Particulars | Amgunt 
peana 
1984 Rs. 1984 Rs. 
Dec. 31 | To Balance b/d 900 Dec. 31 | By Profit & Loss Ale 900 
_———— AA 


Salaries Account 


Dr. Cr. 

Date Particulars Amount | Date Particulars Amount 
Eum. o rl eae ИТЛЕ „йрке 

1934 Rs. 1984 Rs. 


‚рес. 31 | To Balance b/d 3,100 | Dec. 31 | By Profit & Loss А/с 3,100 


Trade Expenses Account 


Dr. Cr. 
Date Particulars Amount | Date Particulars Amount 
—————— " 
1984 Rs. 1984 Rs. 
Dec. 31 | To Balance b/d 200 | Dec. 31 | By Profit & Loss A/c 200: 


Discount Allowed Account 
Dr. j Cr. 


Date | Particulars Amount |. Date | Particulars Amount 


——— 


1984. Rs. 1984 ' Rs. 
Dec. 31 | To Balance b/d .150 Dec. 31 | By Profit & Loss A/c: 150 
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Discount Received Account ; 
Dr. É Cr. 
Date Particulars Amount | Date Particulars Amount 
—— —_—_ — | ———_- 
1984 Rs. 1984 Rs. 
Dec. 31 | To Profit & Loss Alc 70 Dec. 31 | By Balance b/d 10 
Interest Paid Account 
Dr. Cr. 
Date Particulars Amount Date Particulars Amount 
ЕЕЕ a ома elites | m 
1984 Rs. 1984 ‚Ву. 
рес. 31 | To Balance b/d 120 Dec. 31 | By Profit & Loss Ale 120 
— — 
Interest Received Account 
Dr. Cr. 
Date Particulars Amount | Date Particulars Amount 
1984 m. | 1984 Rs. 
Dec. 31 | To Profit & Loss Ас 95 Dec. `31 | By Balance b/d 95 
А MAI. 
Bank Charges Account 
Dr. í ; Cr. 
T 
Date | Particulars Amount | Date | Particulars Amount 
oe | “Rs. 1984 Rs.! 
Dec: 31 | To Balance b/d 28 | Dec. 31 | By Profit & Loss Ајс" 28 
-= = 
Bad Debts Account 
Dr. Cr. 
Date Particulars Amount | Date Particulars 
_ od ee in сад on 
1984 Rs. 1984 mad 
32 Dec. 31 | By Profit & Loss Ајс: М 


Dec.. 31 | To Balance b/d 
р ==... [Түз ЭЖИ cm 
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Depreciation on Assets Account 


Dr. Cr. 
Date Particulars Amount | Date Particulars Amount 
1984 Rs. 1984 Rs. 
рес. 31 | To Balance b/d 105 Dec. 31 | By Profit & Loss А{с 105 
Profit & Loss Account 2 
| for the year ended 31st December, 1983 
Dr. Cr. 
Particulars "Amount Particulars | Amount 
1 
: Rs. | Rs 
To Salaries 3,100 By Gross Profit ) 12,580 
„ Rent 2,100 transferred from Trading 
„ Rates & Taxes 900 У _ Account 
„ Trade Expenses 200 , Discount Received 70 
» Discount Allowed 150 з, Interest Received 95 
„ Interest Paid 120 
„ Bank Charges 28 
„ Bad Debts 32 
„ Depreciation on Assets 105 
„ Capital Account 6,010 
(Net Profit transferred) | 
12,745 | 12745 


Solution of Important Problems : 


Illustration 2: From the following particulars prepare a Profit & Loss 
Account of Sri Janardan Samanta for the year ended 31st December, 1984 : 


Rs. Rs. 

Salaries 3,200 Trade Expenses 380 
Rates & Taxes 500 Commission Received 720 
Rent 1,100 ^ Commission Paid 180 
Printing & Stationery 300 Audit Fees 75 
Postage & Telegram 150 Вай Debts 170 

. Repairs & Maintenance 250 Interest paid 140 
' Travelling Expenses 50 Dividend Received 80 
Advertisement Expenses 120 ‘Electric Charges 190 

` Discount Allowed 170 Plant & Machinery 20,000 
. Discount Received 420 Furniture & Fixture 5,000 
- Insurance 780 Miscellaneous Receipts 200 
= Legal Charges 1,200 Gross Profit transferred 36,200 


from Trading Account 
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Additional Information : Depreciate Plant & Machinery: (9. 10% and 
Furniture and Fixture @ 5x. 


Solution : 


Janardan Samanta 


Profit & Loss Account 
for the year ended 31st December, 1984 


Particulars 


Boda mes Reti ы IT 


By Trading Account 

(Gross Profit transferred) 
» Discount Received 
^, Commission Received 
» Dividend Received 80 
» Miscellaneous Receipts 200 


To Salaries 

» Rates & Taxes 

, Rent 

» Printing and Stationery 

„ Postage and Telegram 

Repairs and Maintenance 

» Travelling Expenses 

,, Advertisement Expenses 

,. Discount Allowed 

» Insurance 

„ Legal Charges 

„ Trade Expenses 

„ Commission paid 

, Audit Fees 

„ Bad Debts 

„ Interest Paid 

» Electric Charges 

„ Depreciation оп: 
Plant and Machinery 2,000 
Furniture and Fixture 250 


„ Capital Account 
(Net Profit transferred) 


37,620 


Di ams 


Working Notes 


(a) Depreciation on Plant & Machinery — Rs. 20,000 @ 107; — Rs. 2,000 
(b) Depreciation on Furniture =. 5000 @ 57; =з. 250 


БИНА рын Б ei ЫШ а ааа 
Illustration 3 : From the following information of Sri Ghanashyam Pal, 
prepare the Profit & Loss Account for the year ended 31st December, 1984 : 


Rs, Rs. 

Gross Profit transferred 21,800 
from Trading Account Discount Allowed 90 
Salaries 3,800 Discount Received 420 
Insurance 980 Interest on Securities 80 
Bad Debts 120 Sundry Debtors 8,000 
Rent 780 Building 50,000 
Rates & Taxes > ; 310 Furniture .  . 12,000 


Commission Received 100 Provision for Doubtful Debts 200 
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Additional Information : 
(i) Make provision for Doubtful Debts @ 5% on Sundry Debtors. 
(ii) Insurance Premium paid in advance Rs. 80. 
(iii) Depreciate building @ 5% and furniture @ 2095. 
(iv) Salaries due but not paid Rs, 120. 


Solution : 


Sree Ghanashyam Pal 
Profit & Loss Account 
; for the year ended 31st December, 1984 
Dr. : à Cr. 


Particulars Amount Particulars Amount 
Rs. Rs. Rs. 
To Salaries 3,800 By Gross Profit transferred 
Add Outstanding Salaries 120 3,920 from Trading Account 21,800 
, Discount Received 420 
, Insurance 980 ', Interest on Securities 80 
Less Advance Insurance 80 900 „„ Commission Received 100 
„ Bad Debts 120 
„ Rent 780 
, Rates and Taxes 310 
, Discount Allowed 90 
, Provision for Doubtful Debts : 
New Provision 400 
Less Old Provision 200 200 
„ Depreciation оп: 
Buildings 2,500 
Furniture 2,400 
4,900 
„ Capital Account 11,180 
(Net Profit transferred) 
22,400 22,400 
Working Notes 


(a) Provision on Doubtful Debts=Rs. 8,000 @ 57; =Rs. 400 
(b) Depreciation : Buildings=Rs. 50,000 @ 5% = В. 2,500 
Furniture=Rs. 12,000 @ 20% =Rs. 2,400 


Rs, 4,900 


ee 


Exercises 


(A) Eassy-type Answer Questions : 
1. What is a Profit & Loss Account ? Describe the importance of a 
Profit & Loss Account. 
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Ans Write from ‘Profit & Loss Account’ (Р 3.73), ‘Utilities of Profit & 
Loss Account’ (Р 3.73 —3 74). 
2. Describe the features of a Profit & Loss Account. 
Ans. Write from ‘Features of a Profit & Loss Account’ (Р 3.73)... 
3. Explain the term “Gross Profit’ and ‘Net Profit’ with the illustrations. 
[Specimen Questions of H. S. Council—198)] 
Ans, Write from ‘Gross Profit’ (P 3.79), Net Profit (P 3.80). 
4.. Distinguish between Gross Profit & Net Profit. Illustrate your 
answer. 
[W.B HS. Examination 1983 & Tripura H S 1980] 
Ans. "m ws ‘Differences between Gross Profit and Net Profit’ (P 3.79 
— 3.80). 
5, Distinguish between Trading Account and Profit & Loss Account. 
Ans. (Р 3:75). 
(Tripura Н. 5. 1983] 
6. Distinguish between Income & Expenditure and Profit & Loss 
Account. 
Ans, yes from Differences between Gross Profit & Net Profit (P 3.79— 
.80). 
(B) Short-type Answer Qustions : 
1. Write short notes on : (а) Net Profit, (b) Profit & Loss Account. 
Ans, Write from (a) ‘Net Profit’ (Р 3.80) \b, Profit & Loss Account (P3.79). 


(C) Practical Questions : 
1. From the following particulars prepare a Profit & Loss Account for 
the year ended 31st December, 1984 : 


Rs. Rs. 
Gross profit for the year 60,000 Commission Received 3,000 
Salaries 6000 Кеш Received 1,500 
Carriage Outwards 2,000 Depreciation on Assets 4 500 
Rent and Rates 1,500 Bank Charges 1,200 
Adverti-ement 12,000 Bad Debts 700 


Rs. 24,000. 
{Ans. Net profit Rs. 37,700.) 
2. From the following particulars prepare а Profit & Loss Account for 
the year ended 3151 March, 1934, of Mr. N. К. Kabiraj : 
Rs. Rs. 
18, 20 Tax and Insurances 2500 
250 


Gross Profit for the year 
i General Expenses 1,564 


Bad debts 


Provision for Doubtful Debts , i ү 
as оп 1.4.83) 400 Salaries * 6,600 


Advertisement 900 Ре paid insurance _ 200 
"236 Outstanding Taxes 240 
7:0 | Commission (Dr) 400 
600 Debtors 20,000 


Interest 
Commission (Cr.) 


Provision tor Doubtful Debts 

1 as on 1.1 84 2,300 

1 Note: Create a provision for Doubtful Debts @ 5% on debtors of 
$ Outstanding Salaries 
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Note : Create a provision for doubtful debts @ 5%. 
(Ans. Net profit Rs. 19,670 ) 
3, Prepare the Profit & Loss Account of M/s. N. Das & Co. for the year 


ended 30th June, 1963 from the following information : $ 
Rs. 


Gross Profit from the Trading 9,970 
Account for the year ended 30.6.63 
Salaries 3,225 
Rent & Taxes 650 
General Expenses 1,975 
Discount Allowed 290 
Commission Received 50 
Depreciation of Assets 320 
Interest Receivable 560 
Brokerage Paid 100 
Bank Charges 10 
Bad Debts 130 


[ B. S. E. Higher Secondary, 1964 ] 
(Ans. Net Profit Rs. 3,400. ) 
4. From the following balances extracted from the books ofa trader as 
on 31st December, 1984. Prepare a Trading Account and Profit & Loss 
Account for the year ended as on that date : 


Plant & Machinery Rs. 20,000 ; Stock as on 1.1.84 Rs. 10,000 ; Purchases 
Rs. 2,00,000 ; Sales Rs. 3,25,000 ; Sales Return Rs. 2,800 ; Purchases return 
Rs. 2,900; General Expenses Rs. 3,500. Wages Rs. 6,000; Rent & Rates 
Rs. 5,200 ; Bad Debts Rs. 1,600 ; Debtors Rs. 25,000 ; Provision for Doubtful 
Debts Rs. 900; Discount received Rs. 500 ; interest paid Rs. 1,500 and 
Salaries Rs. 8,000. 

Other information : (i) Stock as on 31.12.84 Rs. 18,000 ; (ii) Increase 
provision for Doubtful debts to 5% on Debtors ; (iii Outstanding Liabilities ; 
Wages Rs. 400; Salaries Rs. 1,000 ; (iv) Rent & Rates paid in advance 
Rs. 500, 

(Ans. Gross Profit Rs. 1,26,700 ; Net Profit Rs. 1,06,550. ) 

5, From the following ledger balances and other information of a trader, 
prepare a Trading Account and Profit & Loss Account for the year ended 31st 
December, 1984: Plant & Machinery Rs, 70,000; Land & Buildings 
Rs. 25,000; Stock as on Ist January Rs. 20,000 ; Sales Rs. 1,25,000 ; Office 
Salaries Rs. 17,000 ; Advertisement Rs. 2,500 ; Carriage Inwards Rs. 1,000 ; 
Sundry Debtors Rs. 52,000 ; 6% Loan (Cr.) (Rs. 14,000 taken on 1. 7. 84) 
Rs, 50,000 ; Carriage outwards Rs. 1,600 ; Wages Rs, 31,000 ; Provision for 
Doubtful Debts Rs, 1,000 ; Office Rent and Insurance Rs, 4,000 ; Printing & 
Stationary Rs. 1,000 ; Interest on 6% loan Rs. 200. 
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Other information: (i) Closing Stock Rs. 21,000 ; (ii) Depreciation on 
Plant & Machinery @ 10% and on Land & Buildings @ 5%; (iii) Out of the 
debtors Rs. 2,000 are to be written off; (iv) Create a provision for doubtful 
debts on debtors @ 5%. 

[Ans : Gross Profit Rs. 94 000 ; Net Profit Rs 56 100.) 

6. At the end of his accounting year, a trader extracts the following 
balances from his account books as on December 31, 1966 : 


Rs. Rs. 

Stock at January 1, 1966 1,92,000 Repairs 3,200 
Wages 64,000 Discounts Allowed 10,000 
Purchases 2,40,000 Discounts Received 8,000 
Carriage Inwards 10,000 Office Expenses 10,000 
Sales 5,00,000 Provision for Bad Debts 10,000 
Returns Inwards 2,000 Plant and Machinery 40,000 
Interest on Overdraft 400 Cash in hand < 4,000 
Rent of Premises paid 4,000 Sundry Debtors 70,000 
Trading Expenses 10,000 Drawings 10,000 
Capital (Rs. 20,000 was Bank Overdraft 8,000 

paid on July 1, 1966) 1,00,000 Sundry Creditors 43,600 


Prepare Trading Account. and Profit & Loss Account for the year ended 
December 31, 1966, taking the following information into account : i 
(i) A Bad Debt Provision equal to 5 per cent of the Sundry Debtors a8 
to be made. 
(i) 10 per cent depreciation is to be written off Plant and Machinery. 
(iii) Stock at December 31, 1966 was Rs. 70,000. 
[N. B. U. Three Year Degree Course, B Com., 1967—adapted| 
[Ans : Gross Profit Rs. 62,000 ; Net Profit Rs. 34,900. 


(D) Objective Questions : 
1. In the following indicate the alternative which you consider to be 
correct : 
Profit & Loss Account gives (i) Gross profit; (ii) Net profit and 
(iii) Non-trading profit. 
[Ans: Net Profit] 
2. Correct the following sentence : 
Trade Expenses is debited to Trading Account : 
[Specimen Question H. S. Councíl—1980] 
or 
Correct the following statement and give reason. 
Trade Expenses are charged to Trading Accoun, 
[W. B. Н. S. Examination — 1982] 
[Ans: Trade expenses is debited to Trading Account. | 
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3. Fill up gaps : 
Gross Profit Indirect Expenses Indirect Incomes Net Profit'Net Loss 


Rs, Rs. Rs. Rs, 
(a) ? 4,000 3,000 12,500 (МР, 
(b) 7,200 ? 1,300 7,020 (NP. 
(c) 10,000 2,500 ? 9,300 (МР. 
(4) 5000 6,300 700 > 
(e) 22,000 25000 . ? 1500 (N.L) 
(f) 3,000 ? 350 2,600 (N.L) 


[Ans : (a) Rs. 13 500 ; (Б) Rs. 1,500 ; (c) Rs. 1,800 ; (d) Rs, 600 (N.L.) ; 
(e) Rs. 1,500 ; (f) Rs. 5,950.] 

4. А novice has prepared the following Profit & Loss Account, If it is 
incorrect, prepare a corrected Profit & Loss Account. 


А. Sen & Sons 
Profit & Loss Account 
Dr. Cr. 
Rs. KL ` 

To Gross Profit By Wages & Salaries 2,800 
Transferred from Capital Account 4,500 » Furniture 4,000 
» Depreciation 2,500 » Return Outward 1,200 
» Carriage Inward 1,500 » Rent & Taxes 2,800 
» Investments 10,000 » Interest on Bank deposits 3,500 
» Discount Allowed > * 200 

» Gross Loss transferred to 
Drawing Account 4,000 
18,500 18,500 


(Ans: Net Profit Rs. 2,500.] 


CHAPTER ХХП 


Accounting for a Going Concern (Profit-seeking) 


Reserve— Classification of Reserve—Provision—Difference between 
Reserve and Provision. ү 


Кезегүе 


Definition: As defined by Yorston, Smyth and Brown. “Reserve should 
include amounts set aside out of profit and other surpluses which are not 
intended or necessary to meet any liability, contingency or diminution in value 
of assets known to exist at the date of the Balance Sheet.” 


E. L. Kohter has defined “Reserve a segregation or earmarking of retained 
earning (earned surplus) evidenced by the creation of subordinate account.” 


So, Reserve is a part of profit which is set aside not to utilitise for a 
particular purpose but to strengthen the financial position of concern. 

The creation of reserve depends upon the profit or surplus of the concern, 
The reserve is the undistributed profit of the concern, so it may be called 
retained profit. The amount of reserve is invested in the business, In certain 
cases, dividend may be distributed out of reserve. So, it isa part of internal 
capital of the business. 

Classification of Reserve: At first, the reserve of the business may be ` 
divided into two classes: (a) Capital Reserve and (2) Revenue Reserve, 

Capital Reserve: The reserve which is created out of Capital profit is 
called Capital Reserve. Generally, dividend cannot be declared out of capital 
reserve. But the capital loss can be written off. The items which can be 
distributed as dividend, cannot be entered in the capital reserve. Generally, 
the Capital reserve is formed with the following profits : 


(i) Profit on sale of fixed assets ; (ii) Profit on revaluation of assets and 
liabilities ; (iii) Profit prior to incorporation ; (iv) Profit on sale of shares or 
debentures at premium ; (v) Profit on re-issue of forfeited shares ; (vi) Profit 
on redeemption of shares or debentures at discount etc. : 

(2) Revenue Reserve ; The reserve which is created out of revenue profit 
of the concern is called revenue reserve. It is created out of revenue profit; 
so it may be distributed as dividend to the shareholders, 

Again, the revenue reserve may be divided into three classes : 

(a) General Reserve, (b) Specific Reserve and (c) Secret Reserve, 

(a) General Reserve : A reserve is created out of trading profit for general, 
to purposes (like, to strengthen the financial condition, to face the accidental 
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or unknown event, is called general reserve, As difined by Willium Pickles 
“The reserve is created by setting aside profits in order to strengthen the general 
financial position of the business, Such profit, however, remain available for 
the distribution and for this reason it is often described as a free reserve.” 

‘The creation of reserve is not compulsory, But in the case of company, 
= . atleast 10% of profit is to be transferred to reserve before declaration of 
hi dividend Generally, the general reserve is created for the following purpose : 
Ы 


й... 
A 
4 (i) For increment of working capital ; 

Ly. d For payment of unknown or known liabilities of the concern ; 
F^, (ili) For recovery of future accidental loss ; 

"y (iv) For strength of the financial condition of the business etc, 

(b) Specific Reserve: A reserve is created out óf trading profit for 

. specific purposes, e.g. dividend equalisation, workmen compensat'on etc, is 

called specific reserve. It can be used for a specific purpose for which it 
: is created, 
тЫ (с) Secret Reserve; A reserve which is created out of revenue profit 
TE but the existence of which is not shown in a Balance Sheet, is caled a secret 
— Reserve, Generally, it is created by decreasing the value of assets and 
- increasing the liabilities, At present, Banks, insurance, corporation and other 
. financial institutions can create а secret Reserve, The separate Journal entry 


К: _ fs not necessary for creation of a secret reserve, 
Г " 


The classification of reserves may be shown in the following diagram : 


, 


ШО SQQ atc a 


Capital Reserve Revenue Reserve 


General Reserve Specie Reserve Sl aise 


' Reserve Fund; А part of undistributed profit which is invested in 
securities outside the business is called reserve fund. The interest on invest- 
ment of reserve fund is an income of that fund and credited to that fund, 
Advantages of Reserve Fund: The advantages of reserve fund are given 
i . 
(i) The reserve fund investments are made in shares, gold-edged bonds 
etc. and these аге in safety. 
.. fy The interest on Reserve Fund investment is to be received regularly. 


М any time. 


ps) 


Reserve and Reserve Fund are not same thing in Accounting. Reserve 
is the part of an undistributed profit which is kept in the business to strengthen 
the financial position of the concern, The amount of reserve is not invested 
outside the business. 

Reserve fund is also а part of undistributed profit which is invested out- 
side the concern in securities, gold-edged bond etc, The interest on reserve 
fund investment is credited in the fund, Again, reserve and reserve fund are 
formed with the undistributed profits. The amount of reserve is retained in 
the concern, but the amount of reserve fund is invested outside the business, 

Differences between Capital Reserve and Revenue Reserve: The reserve 
which is formed from the capital profit is called Capital Reserve, The reserve 
which is created out of revenue profit is called Revenue Reserve, The differences 9 
between the two reserves are given below : - 


“45% + 


Capital Reserve Revenue Reserve МА Р 
Huo NER Eee І 

i. The reserve is created outof | _ 1, The reserve is created out of x 
capital profit e.g. profit on sale of | net profit. à А 


fixed assets. 

2. Generally, dividend cannot be 
declared out of the reserve. 

3. Only capital loss can be re- 
covered from that reserve. 

4. The capital employed can be 
increased permanently by creation of 


2. The dividend may be declared "Е 
out of the reserve. к> 6 

3. All type of losses can bere —— 
covered from that. reserse. wd. i 

4, The capital employed can be à 
increased temporarily by creation of — | 
that reserve. 


that reserve, 
p D 
Provision 5 


Definition : Аз defined in part Ш schedulde VI of the Companies Act, 
1956 “Provision means any amount written off or retained by way of providing 
depreciation, renewals or diminution in value of assets, retained by way of 
a providing for any known liability of which the amount cannot be determined 
with substantial accuracy," 

So, the estimated reduction of value of assets or losses which are chai 
against profit of a business is called а Provision. For example, Provisi 
doubtful debts, provision for depreciation etc. The provision is nec 
busineses, it is created for known and unknown loss of the bu 
charge against profit of the concern. In many cases, the pre 
named as reserve e.g. Reserve for Doubtful Debts, Reserve for 
creditors etc. But, these are to be correctly used as ovis 
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Difference between Reserve and Provision: The reserve is a part of 
undistributed profit which is set aside out of net profit to strengthen the 
financial position of the business. An estimated loss which is charged against 
Profit is called provision, The differences between reserve and provision are 


discussed below : 


—————————————————— 


Reserve 


1. The reserve is a part of un- 


distributed profit. So. the reserve can 
not be credited in the case of loss. 


2. The creation of reserve depends 
upon the will of the proprietor or 


proprietors ; because, it is not com- | 


pulsory in accounting, 

3. The main purpose of creation 
of reserve is to be strengthen the finan- 
cial condition of the business. 

4. The reserve is to be created for 
strong financial planning, 


5. The reserve is created after 
determination of net profit, So, it 
cannot be created before preparation 
‚ of the Profit & Loss Account, 


6. Any estimation is not necessary | 


in creation of reserve, 


7. The reserve may be used to 
declared dividend or distribute profit 
to owners, 

8. The amount of reserve is not 
changed for creation of provision, 

9. The reserve is to be shown in 
the liabilities side of a Balance Sheet, 

10, The amount of reserve is to be 
determined on the volume of net 
Profit, 

ll. The reserve is the part of profit 

and the proprietor has a claim on it. 


12. The surplus amount of reserve 
is also called the reserve, 


Provision 


l, The Provision is a charge 
against profit. So, the provision is to 
be created before determination of net 
profit or loss. 

2. The creation of provision is 
compulsory in accounting. The real 
profit of a business cannot be as- 
certained before creation of provision, 

3. The main purpose of creation 
of provision is to adjust the future loss 
of the business. 

4. The provision is to be created 
for future loss as рег accounting 
principles. 

5. The provision is charged in a 
Profit & Loss Account, So, net profit 
cannot determined before adjustment 
of the provision. 

6. A provision cannot be created 
without «estimation of losses ог 
expenses. 

7. The provision may not be used 
to declare dividend or distribute 
profit. 

8. Any surplus amount of provi- 
sion is to be transferred to reserve, 

9. The provision is to be deducted 
from the related assets and liabilities. 

10. The amount of provision is to 
| be determined on basis of estimation. 


| 


+ 11. The provision is not а part of 
profit. So, the proprietor has no claim 
on it. 

12. The surplus amount of provi- 
sion is called the reserve, 
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Difference between charge against profit and Appropriation of Profit. 

The charge against profit and appropriation of profit are not same thing 
in accounting. There are many differences between them. The items of 
estimated losses or expenses are called charge against profit e.g provision for 
depreciation, provision for doubtful debts etc. The items of charge against 
profit are shown ‘д the Profit & Loss Account, 

The appropriation of profit means the distribution of profit among 
proprietors of the business, As for example, creation of reserve, interest on 
capital, partners" salaries, commission, bonus etc. The items are not shown. 
in the Profit & Loss Account; but these are shown in the Profit & Loss 
Appropriation Account. The divisible profit is to be determined after addition 


and substractions of the items of the appropriation of profit. 
Illustration 1: Journalise the following transactions in the books of 
Marjar Co. Ltd. as on 31st December, 1984 : 
d) Create a General Reserve @ 10% on net profit of Rs, 3,00,000 ; 
(ii) Creat a provision for depreciation @ 10% on Plant & Machinery 
of Rs, 1,00,0.0 ; 
(iii) Create a Sinking Fund for repayment of loan Rs. 5,000 p. a. ; 
(iv) Transfer the premium on issue of Debenture of Rs. 15,000 to 
Capital Reserve ; - 
(v) Create a provision for Doubtful Debts @ 5% on Sundry Debtors of 
Rs. 40,000 ; 
(vi) Transfer 5% of net profit of Rs. 3,00,000 to Dividend Equalisation 
Fund, 


Solution : 
In the Books of Marjar Co. Ltd. 
Journal 
Dr. Cr. 
Date Particulars Amount Amount 
___ у ———————— 
1984 і Rs. Rs. 
Dec. 31 | Profit & Loss (Appropriation) Account* Dr. 30,000 
То General Reserve Account 30,000 
Being general reserve created (à) 10% on net profit 
of Rs. 3,00,000 
MMC De o. 1320 
31 | Profit & Loss Account Dr. 10,000 
To Provision for Depreciation Account 10,000 
Being provision for depreciation created @ 10% on 
plant and machinery Rs. 1,00,000 
_—————— 
31 | Profit & Less (Appropriation) Account Dr. 5,000 
To Sinking Fund Account 5,000 


teing the amount transferred Sinking Fund for 
repayment of loan 


TEAS A As EET 

* In the case of company, the separate Profit & Loss Appropriation is not prepared. 
It is shown in tle last part of tle Profit & Loss Account. But, here the Profit & Loss 
(Appicpriaticn) A/c is written to understand it clearly. й д 
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(Cond.) De. Dr. 
——ÓM—— À—— M — 
Date Particulars Amount Amount 

А | — 
1984 Rs. Rs 
Dec. 31 | Premium on Issue of Debenture Account Dr. 15,000 
To Capital Reserve Account 15,000 
Being the helene of former account transfer 10 | 
latter account 4 | 
| 
31 | Profit & Loss Account Dr. | 2,000 
To oman for Doubtful Debts Account | } 2,000 
Being provision created @ 5% on debtors of Rs, 40,000 | | 
31 | Profit & Loss (Appropriation) Account Dr. | 1500 | 
To Dividend Equalisation Fund Account | 15,000 


Being amount transferred to @ 5% оп net. profit | 
Rs. 3,00,000 | 


Ехегсївев 


(А) Essay-type Answer Questions : 
Cii Distinguish between Reserve and Provision, 
[W. B. H. S. Examination, 1983] 
[Ans.: Write from ‘Differences between Reserve and Provision (P 3.94) | 
2. Would you make any distinction between a Reserve and a Provision ? 
EN are they created ? Is Reserve a charge against profit ? 
[Specimen Question of H S, Council, 1982] 
(Ans: Write from ‘Differences between Reserve and Provision’ \Р 3.94) 


and ‘Reserve’ (P 3.91) ] 
3, Distinguish between Reserve and Reserve Fund, What are the 
advantages of Reserve Fund ? 


[Ans.: Write from ‘Reserve and Reserve Fund (P 3.93) and ‘Advantages of 
Reserve Fund’ P 3.92) ] 

4. What do you mean by reserve ? How do you classify the different 
types of reserves ? 

fAns.: Write from ‘Reserve’ (P 3.91) and ‘Classification of Reserve’ 

А (Р 3.91—3.92 ] 

(В) Short-type Answer Questions : 

L. Write short notes on: (a) Reserve, (6) Provision, (с) General 
Reserve, (4) Secret Reserve, (е) Capital Reserve. 
. [Am.: Write from (а) "Reserve! P 3.91), (b) ‘Provision’ (P 3.93), (c) 
М : "General. Reserve’ (P 3.91 —3.92», (d; Secret Reserve’ (P 3.92), 


m^ (e) Capital Reserve (P 3.91) 
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(C) Practical Questions : 

1, Journalise the following transactions : 

(a) Create a reserve of Rs. 2,500 ; 

(b) Create a provision for doubtful debts @ 5% on Sundry Debtors of 


Rs. 60,000 ; 
(c) Transfer 10% of net profit to Dividend Equalisation Fund (Net 


Profit Rs. 1,00,000) ; $ 
(d) Transfer the profit on sale of investment of Rs. 2,000 to Capital 


Reserve ; 
(e) Create a provision for depreciation @ 10% on plant and machinery 
of Rs. 40,000 ; 
(f) Create a Sinking Fund for Redeemption of Debenture Rs, 10,000 p.a, ; 
ig) Transfer the Discount on Redeemption of Debenture Rs. 2,000 to 
Capital Reserve. 
(D) Objective Questions : 
1. Which of the following should be charged on profit and which should 
be appropriation of profit : 
(а) Provision for bad & doubtful debts ; 
(b) Provision for taxation ; 
(c) Provision for depreciation ; 
(d) General Reserve ? [Samsad Parichiti, Feb.-Mar., 1978] 
[Ans,: (a) Charge on profit, (b) Appropriation of profits, (c) Charge 
on profit, (d) Appropriation of profit.) 
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CHAPTER XXIII 


Accounting for Going Concern (Profit-seeking) 


Profit & Loss Appropriation Account—Nature of Profit or income with reference 
to Proprietorship, Partnership and Company forms of organisation—Appropria- 
tion of Profit. 


Profit & Loss Appropriation Account 


Definition: An account in which net profit of business is apportioned 
among the proprietors of the concern, is called a Profit & Loss Account, It 
can be prepared in the last section of a Profit & Loss Account or in a sepa- 
rate Ledger account. The Profit & Loss Appropriation Account is prepared 
in the case of partnership, company etc, 


Features of a Profit & Loss Appropriation Account: The features of a 
Profit & Loss Appropriation Account are discussed below : 


1, It is prepared after determination of net profit of a business, 

2. The amount of divisible profit is to be determined in this account. 

3. The distribution of net profit is to be made in this account, 

4. The proprietors’ salary, bonus, commission, interest on capital 
interest on drawing etc. are adjusted in this account, 


Utilities of a Profit & Loss Appropriation Account : The account is 
useful in distribution of net profit among proprietors of a concern. For 
this reason, it is widely used in the cases of partnership and company form 
of business. The utilities of a Profit & Loss Appropriation Account are 
discussed below : 


1. An economic profit of a business can be determined by this account. 
2. The distribution of profit is possible after determination of divisible 
profit by this account. 


3. The ratio between the payments to proprietors for their services 
and divisible profit are determined for decision-making. 

4, The amount of reserve and divisible profit and relation between 
them are to be known from this account. 


Differences between Profit & Loss Account and Profit & Loss Appro- 
priation Account: The Profit & Loss Account is prepared to ascertain a 
trading profit of a concern. The Profit & Loss Appropriation Account is 


3.98 


PROFIT & LOSS APPROPRIATION ACCOUNT 3.99 


prepared to ascertain the economic profit or divisible profit of a eoncern. 
The differences between these two accounts are discussed below : 


we 


Profit & Loss Account Profit & Loss Appropriation Account 
z 0 Ec SE ene 

1. The trading profit is deter- | 1. The economic profit or divi- 

mined from this account. | sible profit is determined from this 
| account. 

2, The account is prepared after 2, The account is prepared after 

preparation of a Trading Account. | preparation of a Profit & Loss Account. 

3. The administrative and selling | 3. The direct expenses, adminis- 

& distribution expenses (i.e, rent, | trative expenses and selling & distribu- 

salaries, advertisement etc) аге | tion expenses are not charged to this 
charged in this account. account, 

4.. The gross profit is. transferred | 4. The net profit is transferred to 


to the credit side and gross loss is | the credit side and net loss is trans- 
transferred to the debit side of this | ferred to the debit side of this account. 


account, 
5. The interest on drawing is 


credited in this account. 

6. The account is prepared by 
the partnership or company forms of 
business, 

7. In the case of a partnership 7. In the case of a partnership 
and company, the balance of this business, the balance ofthis account 
account is transferred to the Profit & | is transferred to the Capital Accounts, 
Loss Appropriation Account and in | but in the case of a company, the 
the case of a sole proprietorship | account is balanced and shown in the 
business it is transferred to the Capital | liabilities side of the Balance Sheet. 
Account. 


мыс gi ES T T 


5. The indirect incomes are 
credited in this account. 

6. The account is prepared by 
the all types business. 


The Nature of Profit of a Business : Income of a business is called 
case ofa тап and the 


profit Generally, the term ‘Income’ is used in the 

term ‘Profit’ is used in the case of a business. So, in the general sense, there 
is no difference between ‘Income’ and ‘Profit. In our country, profit or 
loss is determined by preparing a Profit & Loss Account. But in U. S. A., 
h the help of an income statement. 


profit or loss is determined wit à 
According to the nature of profit, it may be divided into two classes— 


(1) Business Profitand (2) Economic Profit. - 
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(1) Business Profit: The excess of incomes, which are received or 
receivable from outsiders, over the expenses, which are paid or payable to out- 
siders of the business, is called a business profit. The remuneration, commi- 
ssion, bonus etc, paid or payable to owner or owners are not charged and 
interest on drawings is not included with the profit. It may be called a 
normal profit. 

(2) Economic Profit: The excess of incomes, which are received or 
receivable from outsiders and the proprietors of the business, over the expenses, 
which are paid or payable to the outsiders and proprietors of the business, 
is called Economic Profit, The remuneration, commission, bonus etc, paid 
or payable to the proprietor or proprietors are charged and the interest on 
drawings also included in this profit The great economist Samuelson says 
“Much of what is originally called profit is really nothing but interest, rents 
and wages under different names. Implicit interest, rents and wages under 
different names, economists give to this part of profit.” 


Generally, owner or owners cannot do every works of a business. 
For this reason, outside workers are employed in a business, Similarly, if 
the owner or owners cannot contribute the total requirement of capital, 
they take loans from money lenders. The interest on loan is to be paid to the 
money lenders. So, the remuneration to proprietor or proprietors is to be paid 
and interest on capital contributions is to be paid to the proprietor or 
Proprietors, like other factors of a business. For this reason, Samuelson again 
comment on profit “To the. economist, statistical profits are a hodge-podge 
of different elements. Obviously, part at least of reported profits is merely 
the return to the owners of the firm for the factors supplied by them”, 

In any case, if the economic profit is more than the business profit, 


it is called super profit. The main purpose of a business man is to earn 
business profit at first. 


Profit in the sense of Economists ys. Profit in the sense of business : 
The profit of a concern may be determined in the sense of economics and in 
the sense of business. But they are not equalin amount and there are many 
differences between them. The excess of business incomes over business 
expenses is called business profit, The excess of business income and income 
from financial sources over business expenditure and expenditure for other 
factors of the business is called economics profit. So, the economic profit 
is to be determined by adding interest on drawings with business income 


and subtracting the remuneration, commission and bonus to the proprietors, 
interest on capital etc. 


In the sense of economics, the workers are employed in a business and 
entitled to receive salary for their services ; similarly, the proprietors work 
for a business and entitle to receive salary, commission, bonus etc. for their 
Services. A business can take loans from the money lenders and pay interest 
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on loans for their supply of money. Similarly, the proprietors of a business 
supply their capital in form of cash and assets ; so they are entitled to receive 
interest on capital. On the other hand, if they give loans to others, they will 
receive interest on such investment. In the same idea, the proprietors have to 
pay interest on drawings from a business, 

In the sense of economics, the profit may be positive or negative. The 
excess of incomes over expenditure is called positive profit, and the excess of 
expenditure over incomes is called negative profit. In the sense of a business, 
the negative profit is called loss. 

Nature of Profit with reference to different type Profit-seeking concerns : 
According to the nature of formation, the businesses (i.e., profit-seeking 
concerns) are mainly classified in three groups—(1) Sole Proprietorship 
Business, (2) Partnership Business, and \3) Company. 

(1) Sole Proprietorship Business: The excess of incomes over expenses 
of a sole proprietorship business is called business profit. There is no difference 
between business profit and economic profit. Because, the whole amount of 
business profit is receivable to a sole-trader. There is no necessary to charge 
remuneration, commission, bonus to a sole-trader, interest on capital etc. These 
are not adjusted for appropriation of profit and interest on drawings is not 
included with the profit. Because, the remuneration, commission, bonus are 
totally received by the trader and the interest on drawings is also paid by 
himself. So, the balance of Profit & Loss Account is directly transferred to 
the Capital Account by the following journal entry : 


Journal 
Dr. Cr. 
———— ы —ÀüÓ————— 
| Rs. Rs. 
Profit & Loss Account Dr. «s 


To Capital Account 2 
| Being the net profit transferred to capital account 


on —— MÀ 
If any loss arises in a sole trading concern, this will also transferred to 
the Capital Account by the following journal entry : 


Journal 
Dr. Cr. 
e EEE 
Rs. Rs. 


Capital Account 
To Profit & Loss Account 
Being the net loss transferred to Capital Account 


e a a a 
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(2) Partnership Business :- A business is formed by two or more persons 
under the Partnership Act is called the Partnership Business. If there is no 
information regarding the salaries, commissions, bonuses etc. to the partners, 
interest on capital, interest on drawings etc., the business profit of the partner- 
ship is to be distributed among the partners according to their profit-sharing 
ratio. If there is no specific ratio of distribution of profit among the 
partners, the profit will be distributed equally among them. 


Generally, the capital of partners are not contributed according to their 
profit sharing ratio and they cannot work with equal efficiency ; again they 
can withdraw cash, goods and assets according to their needs. For this reason, 
there may be many clauses in a partnership deed for distribution of profit 
among partners (e.g. salaries to partners, interest on capital, interest on 
drawings, commission or bonus on profit, profit sharing ratio etc.). Then, 
the salaries of partners, interest on capital, commission and bonus on profit 
are adjusted with the business profit and the interest on drawings is also 
included in this profit. 


So, the profit is determined after adjustment of interest on capital, 
interest on drawings, salaries to partners etc. is called distributable profit. 


Simply, we can say that the profit is determined after payments of 
remuneration to all factors employed in a business and receipt of incomes 
from all sources and distributed according to their profit-sharing ratio among 
the partners. So, the profit is computed in a partnership business may be 
called a economic profit. 


If the above adjustments are not explained in a partnership deed, the 
profit will be distributed according to the following rules : 


(i) In absence of any profit-sharing ratio, the profit will be distributed 
equally among the partners. — 


(ii) In absence of any clause of interest on capital, no interest will be 
charged on the partners’ capital. 


(üi) In absence of any clause of payment of salaries to the partners, no 
salary is to be allowed to the partners. : 


(iv) If there is a clause to allow interest on capital, commission, bonus 
on sales or profit, these must be adjusted against profit of the busi ness, but in 
the case of loss, these are not be allowed to the partners. 


(у) In the absence of any rate of interest on loan, advances etc. from 
the partners, the interest on loans and adyances are to be charged at the rate of 
сок ше Partner. 

So, the гше of appropriation of profit among partners are not equal to 
asoletrader. For this reason, a Profit & Loss Appropriation Account is to 
be prepared after determination of business profit of a partnership business. 


1 
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The transfer of above items to the capital accounts depends upon the 
nature of capital accounts maintained by the partners. It may be divided 
into two classes—(a) Fixed Capital Account and (Б) Fluctuating Capital 
Account, 

(a) Fixed Capital Account: The capital account, in which the items of 
appropriation of profit are not recorded except the further investment of 
capital, is called Fixed Capital Account. In brief, it is to be said that only 
the amounts brought by the partners are to be recorded in the Fixed Capital 
Account. If there is no further investment of capital during an accounting 
period, the opening balances of capital accounts will be transferred to the next 
accounting period as the closing balance of that year. ` In the case of further 
investment, the amounts of further capital are {о be added with the opening 
balances of capital accounts and the balances are to be transferred to the next 
accounting period. The items of appropriation of profit, the drawings and 
interest on drawings are posted in the partners’ current accounts. 

Current Account: The account in which the items of appropriation of 
profit among partners, drawings and interest on drawings are posted when the 
capital accounts are maintained under fixed capital method, is called current 
account. The interest on capital, partners' salary, commission, bonus etc. and 
share of profit are to be credited in the partners' current accounts. Similarly, 
the balances of drawings accounts, interest on drawings and the share of 
losses are to be debited in the current accounts. The balances of current 
accounts at the end of an accounting period are to be transferred to the Balance 
Sheet and shown as an opening balances of the next accounting period, 

(b) Fluctuating Capital Account : The capital accounts in all items of 
apportionment of profit (i.e., interest on capital, interest.on drawings, share of 
profit, partners’ salaries, commissions, bonus etc.) are included at the end of 
the accounting period, is called Fluctuating Capital Account, The balances of 
capital accounts are always fluctuated for the appropriation of profits at the 
end of each year. The fluctuation of capital accounts are always depends on 
the volume of profit of the business. Under this method, share of profit, 
interest on capital, partners’ salary, commission, bonus etc. are to be credited 
in the capital accounts and the interest on drawings, balance of drawings 
accounts etc. are to be debited in the capital accounts. The balance of capital 
accounts are to be carried forward for the next accounting period. 


(c) Company: A business which is formed under the Companies Act 


and collects capital by selling of shares to shareholders is called a company. 
The earned profit of 


The shareholders are the actual owners of the company. 
the company is to be distributed among the shareholders according to their 


holding of shares. ё 
But, just after determination of profit, it cannot be distributed to the 


shareholders. Because, the portion of a profit may be allocated to the directors 
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in forms of commission, to the employees in form of bonus and to the 
government in form of Income Tax, Estate duty etc. Besides these, a portion 
of profit may be set a side to strengthen the financial condition of the company 
in form of reserve. But, there is no necessary of a separate Profit & Loss 
Appropriation Account under the Companies Act. The commission to 
directors, bonus to employees, provision for taxation, creation of reserve etc., 
are shown in the last part of the Profit & Loss Account. 

Under the Schedule VI Part II of the Companies Act, the Profit & Loss 
Account is divided into three parts of which first part is used to calculate the 
gross profit, second partis used to calculate the net profit and the last part is 
used to distribute the profit among the shareholders. Under the Companies 
Act, in any case, an accounting period, may not be extended more than 15 
months. Under section 210 of the Companies Act, important information is 
given for the determination of profit of a company. 


Ttems of a Profit & Loss Appropriation Account 
(1) Partnership Business : 
(a) Reserve and Reserve Fund : Reserve and Reserve Fund are posted 


in the debit side of a Profit & Loss Appropriation Account. The calculation 
of amount of Reserve and Reserve Fund is shown in the following illustration : 


Illustration 1: Calculate the amount of general reserve (i) @ 10% on 
net profit and (ii) @ 10% on net profit after deducting such general reserve, 
when the amount of net profit was Rs. 1,10,000. 


Solution : 


Calculation of amount of General Reserve : 
(i) Rs. 1,10,000 (2 10%=Rs. 11,000 
(1) Rs. 1,10,000 @ 001070 6: 10,000 
If there is no information about the profit on which the reserve is to be 
created, then it may be calculated on net trading profit or divisible profit, 
after giving a specific notes on the calculation of the reserve or reserve fund. 
The reserve or reserve fund is to be calculated by the following Journal entry. 


Journal 
Dr. Cr 
——————— 
Profit & Loss Appropriation Account Dr. 


| Rs. Rs. 
! To Reserve or Reserve Fund Account 
| Being the reserve/reserve fund created 
——————— MÀ 


(b) Interest on Capital : Generally, all partners do not contribute their 
capitals according to their profitsharing ratios. In this case, interest on 
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capital may be paid for the benefits of the partners who introduced more 
capital than others in relation to their profit sharing ratio. It is to be calculated 
on the amount of partners’ investment and time expired. The calculation 
of the interest on capital is shown in the following illustration : 


Illustration 2: A and B are equal partners. The balances of capital 
accounts of A and B were Rs. 40,000 and Rs. 20,000 respectively as on Ist 
January, 1984. On Ist April, 1984 A introduced further capital of Rs. 10,000 
and on 1st July, 1984 B withdrew Rs. 5,000 from the business out of capital. 
As per partnership deed, they are entitled to receive interest оп capital 
@ 6% p.a. 

Calculate the amount of interest on capital of A and В as on 3154 
December, 1984. 


Solution : 


Interest on Capital of Partners : 
A: Interest on Rs. 40,000 @ 6% p.a. for 3 months=Rs. 600 
Interest on Rs. (40,000 + 10,000) @ 6% p.a. 3 
for 9 months = Rs. 2,25 


Rs. 2,850 


B: Interest on Rs. 20,000 @ 6% p.a. for 6 months=Rs. 600 
Interest on Rs. (20,000 — 5,000) @ 6% p.a. 
for 6 months = Rs. 450 


Rs. 1,050 


= 


The following adjustnient entry is to be made for the interest on Capital 
of the partners : 


Journal 
Dr Or 
цш ec ee EINMAL Ld 
| | | Rs. Rs. 
Profit & Loss Appropriation Account Dr. "e 
To Capital/Current Account e | 
Being interest on partners capital adjusted 
1 I 


ee 


N.B.: The interest on partners’ loan to the firm is a charge against profit and it 
is to be adjusted in a Profit & Loss Account. So it is not to be adjusted in the Profit 


& Loss Appropriation Account. 


(c) Partners’ Salaries, Commission, Bonus etc.: Allpartners cannot 
work for equal time and equal experience in a partnership firm. Again, a 
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partner may hold a responsible post of the firm. If there is a clause in the 
partnership deed for payment of salary, commission, bonus etc. to the active 
partners, the related partners are entitled to receive salary for the accounting 
period. The following adjustment entry is necessary for partners’ salary, 
commission, bonus etc. 

Journal 


| 
| Profit & Loss Appropriation Account Dr. 
| To Partners’ Capital/Current Account 

Being partners’ salaries, commission, bonus 

etc. adjusted | 


(d) Interest on Drawings of Partners: The partners can withdrawn 
necessary amount of cash, assets etc. for the personal requirement. If there is a 
clause in a partnership deed for the receipts of interest on drawings of the 
partners, the related partners are to pay the interest on drawings. It is an 
income of a partnership firm and posted in the credit side of the Profit & Loss 
Appropriation Account. It is to be calculated on the basis of amounts drawn 
and time. If the date of drawings is not given in the problem the interest on 
drawings may be calculated i.e., for 6 months for an accounting period after 
giving a note. The following adjustment entry is to be made for interest on 
drawings : 

Journal 


Re. Rs. 


Partners’ Capital/Current Account Dr. 
To Profit & Loss Appropriation Account 
Being the interest drawing adjusted @...... | 


(е Distribution of Profit or Loss among the Partners: The distributable 
profit of a firm is to be distributed among the partners according to their profit- 
sharing ratio, If there is no profit-sharing ratio in a partnership deed, the 
profit of the firm is to be distributed equally and transferred to the capital/ 
current accounts. The journal entry for distribution of profit among the 
partners is shown below : 


Journal 
Dr. Cr. 
———————— — ——— MÀ 
| Rs. | К. 
| Profit & Loss Appropriation Account Dr. Wd | 


To Partners’ Capital/Current Account 
Being divisible profit of the partnership distributed | 


eer 
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The following journal entry is also necessary for distribution of loss 
among the partners : 


? Dr, Cr 


Partners’ Capital/Current Account Dr. ats 
To Profit & Loss Appropriation Account | 
Being Loss of the firm distributed | 


i 
pE aa 


^ A specimen form of a Profit & Loss Appropriation Account is shown 
below : 
Profit & Loss Appropriation Account 
for the year ended..-(Date) 
Dr. Cr. 


Particulars Particulars | Amount 


By Profit and Loss А/с 


To Partners’ Salaries, Bonus etc. | 
(Revenue Profit) | 


Ajc 
,. Interest on Partners’ Capital A/c 
, Reserve and Reserve Fund А/с 
» Share of Profit 


Interest on Drawings 


Illustration 3: Amal and Bimal are partners of a firm sharing profits in 
the ratio of 4 : 1 respectively. On 1st April, 1983 their capitals stood at Amal 
Rs. 50,000 ; Bimal Rs 40,000. The firm earned a net profit of Rs. 175,000 
in the year ended on 31st March, 1984. Draw a Profit & Loss Appropriation 
Account for the year ended 31st March, 1984 after considering the following 
adjustments : 


Interest on Capital @ 5% ; Interest @ 6% on Bimal’s Loan (to the firm). 
of Rs. 50,000 ; Interest on partners’ Drawings @ 6% ; the drawings being Amal 
Rs. 15,000 and Bimal Rs. 10,000. [Tripura Н. S Exam., 1979—adapted] 


Solution : 
Amal and Bimal 


Profit & Loss Appropriation Account 
for the year ended 31st March, 1984 


Dr. 


Dr. MM 
Particulars Amount Particulars 
Rs. Rs. 
To Interest on Bimal's Loan 1,500 | By Profit & Loss Account 
. Interest on Capital : —net profit transferred 
» Interest on Drawings 
Amal 2,500 Amal 
Bimal 2,000 4,500 Bimal 
» Share of Profit : 
Amal 1,35,800 
Bimal 33,950 | 1,69,750 
1,75,750 1,75,750 
— —— 


* 
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Working Note: The interest on partners’ loan and partners’ drawings 
are'calculated for 6 months. 


Illustration 4: Ramendra and Hemendra were partners of a firm. Their 
capitals on 1st January 1984 stood at Ramendra Rs. 15,000 ; Hemendra 
Rs. 13,000. Hemendra extended a Ioan of Rs. 5,000 and Ramendra Rs. 10,000 
to the firm on Ist July, 1984. Further Ramendra was entitled to a Salary of 
Rs. 300 a month and Hemendra to a Commission of 10% on net profit. 
Besides they were entitled to interest on their loan @ 6% р.а. If the net profit 
for the year ended 31st December, 1984 amounted to Rs. 1,200, prepare Profit 
& Loss Appropriation Account of the partners for the same year. 
^ [Tripura Н. S. Exam., 1979— adapted] 


Solution : 
Ramendra and Hemendra 
Profit & Loss Appropriation Account 
for the year ended 31st December, 1984 
Dr. Cr. 
————————— 
Particulars Amount Particulars Amount 
Rs. | Rs. Rs. Rs. 
То Partners' Salary : | By Profit and Loss Account | 
Ramendra @ Rs. 300 per month | 3, —net profit transferred | 1,200 

» Partner's Commission : Hemendra 120 | By Loss on partnership : 

» Interest on loan @ 6% | Ramendra 1,485 | 
Ràmendra 300 Hemendra 1,485 2,970 
Hemendra 150 | 450 BE 

——|—— =a 
| 4,170 4,170 
=== ——— 


ж 


Illustration 5: Х, Ү and Z are three partners sharing profit & Loss at 
2:2:1, The Net Trading Profit during the year ended 31st March, 1984 
was Rs. 46,945. As per partnership deed, X is entitled to receive salary 
@ Rs. 250 per month, Y is to receive commission @ 1% on net sales and 
Z is to receive bonus @ 2% on Gross Profit. The balance of Capital 
accounts were X—Rs. 1,00,000, Y—Rs. 60,000 and Z—Rs. 40,000 as on 1st 
April, 1983, X and Y introduced further capital of Rs. 10,000 and Rs. 12,000 
respectively on Ist October, 1983 and Ist January, 1984. X withdrew 
Rs. 5,000 on 1st July, 1983, Y withdrew Rs. 6,000 on 1st October, 1983 and 
Z withdrew Rs. 10,000 on 1st anuary, 1984. The rate of interest on Capital 
and Drawings are fixed @ 5% and 6% respectively, Net sales during the year 
ended 31st March, 1984 was Rs. 2,50,000 and Gross Profit was Rs. 80,000. 
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Show the necessary Journal entries and Ledger accounts in the books of 
the partnership, ascertaining that the firm maintains (i) Fixed Capital Account 
and (ii) Fluctuating Capital Account. 


Solution : 


(i) 


When Capital is fixed : 


In the Books of M/s X, Y & Z 


Journal 


Dr. Cr. 


t — M HQ HÀ M — À— M M 


Date Particulars L.F. Amount | Amount 
1984 Rs. Rs, 
March 31 | Profit & Loss Appropriation Account Dr. | 3,000 
To X's Current Account | 3,000 
Beihg the Salary @ Rs. 250 p.m. due to X | 
31 | Profit & Loss Appropriation Account Dr. 2,500 
To Y's Current Account 2,500 
Being the Commission @ 1% on Gross Sales of 
Rs, 2,50,000 
4 
| 
31 | Profit & Loss Appropriation Account Dr. | 1,600 
To Z's Current Account 1,600 
Being the bonus due to Z @ 2% on Gross Profit of | 
Rs. 80,000 | 
31 | Profit & Loss Appropriation Account Dr. 10,400 
To X's Current Account 5,250 
» Y’s Current Account 3,150 
» Z's Current Account | 2,000 
Being the interest on partners’ capital @ 5% р.а 
к 3 ] 
31 | X's Current Account Dr. | ^225 
Y's Current Account Dr. 180 
Z's Current Account " Dr. 150 
To Profit & Loss Appropriation Account 555 
Being interest on drawings charged (2 67; per annum 
31 | Profit & Loss Appropriation Account Dr. 30,000 
To X's Current Account 12,000 
» Y's Current Account D 


» Z's Current Account 


Being profit distributed among partners at ratio of 2:2:1 
p ————— ——_ 
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Profit & Loss Appropriation Account 
for the year ended 31st March, 1984 


Cr. 
| 

Particulars Amount Particulars | Amount 

Rs. ў -] Rs. E 
' Current Account : By Net profit transferred from | 

To S Salary) gu E 3,000 Profit & Loss Account | 46945 
Y (Commission) 2,500 |. Partners’ Current Account : | 

Z (Bonus) 1,600 X (Interest on Drawings) 10520203 

X (Interest of Capital) 5,250 NC ы aN ) | 180 

МІ » ОЗ 3,150 ZC os » ) | 150 
Zn iu) 2,000 | 
X (Share of Profit) 12,000 | 
Y(C КШ, 12,000 | 

(өлсө? 6000 | 


ДУ» Cr. 
Date | Particulars | X | Y | Z | Date Particular х ly lz 
1984 Rs. | Ку. | Rs. | 1984 Rs. | Rs. | Rs. 
Mar. 31 | To Profit & Mar. 31 | By Profit & 
Loss Appro- | 1 | Loss Appro- 
priation | priation 
Sore күйү 
nterest on alary 3,000 — — 
Drawings | 225 180] 150 Commission | — | 2,500) — 
„ 31 | „ Drawings 5,000 6,000| 10,000 Вопиз nu — | 1,600 
"31 | , Balance c/d 15,025 11,470] — | Interest on 
Capital 5,250) 3,150, 2,000 
Share of | 
| profit 112,000 12,000) 6,000 
| 9531 | By Balancec/d | — | — 550 
(20:250 17,650 10,150 | 20,250 17,650] 10,150 
1984 Tau ieee] een (1984 кые = 
Арг. 1 | To Balance c/d | — — 279 Apr. 1 | By Balance b/d 15,025 11,470) — 
Cr. 
———M 


Rs. | Rs. | Rs. 
By Balance b/d | 1,00,000/ 60,000) 40,000 
Cash 10,000 


Маг. 31 То Balance c/d| 1,10, 40, 


72, 


1. Y — ү = 
1984 
| Jan. 1| „ Cash — |12,000) — 
1,10,000| 72,000 40,000 « 1,10,000| 72,000, 40,000 


—— wie T ——|——<—=ш—=ш— 


| April 1 | By Balance b/d | 1,10,000| 72,000| 40,000 


тч 
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Partners’ Drawings Account 


x Y. Date Particulars x x 7 
ke. | Rs. 1984 Rs. | Rs. 
5,000) — Mar. 1 | By Partners’ 

— | 6,000 | Current 


Account 5,000 | 6,000 
10,000 


5,000 | 6,000 | 10,000 


ыле 


(ii) When Capital is fluctuating : 
Journal 
LÁ oe 
Date Particulars L.F.| Amount | Amount 


Rs. Rs. 


Mar. 31 Profit & Loss Appropriation Account Dr. 3,000 
То X's Capital Account 3,000 
Being salary @ Rs, 250 p. m. due to X 


31 Profit & Loss Appropriation Account Dr. ‚500 

To Y’s Capital Account 2,500 
Being the commission @ 1% on gross sales of 
Rs, 2,50,000 


ec) | Profit & Loss Appropriation Account Dr. 1,600 
To Z's Capital Account 1,600 
Being the bonus due to Z @ 2% on gross profit 
of Rs. 80,000 
PRECOR: MLB eee 
31 Profit & Loss Appropriation Account Dr. 10,400 
To X's Capital Account 5,250 
„ Y's Capital Account 3,150 
s Z's Capital Account 3 2,000 
Being the interest due on partners’ capital 1 
@ 5% ра. 


7231 X's Capital Account Dr. 225 
Z's Capital Account Dr. 150 
555 


Profit & Loss Appropriation Account Dr. 30,000 

| To X's Capital Account 12,000 
» Y's Capital Account 12,000 
» Z's Capital Account 

Being profit distributed among partners at 

ratio of 2:2: 1 
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Profit & Loss Appropriation Account 
for the year ended 31st March, 1984 


Dr. Cr. 
Particulars Amount Particulars Amount 
Rs. Rs, 
To Partners’ Capital Account : By Net profit transferred from 
X (Salary) 3,000 Profit and Loss Account : 46,945 
Y (Commission) 2,500 » Partners’ Capital Account : 
Z (Bonus) 1,600 X (Interest on Drawings) 225 
X (Interest on Capital) 5,250 aC S ) 180 
Y( » Н) 3,150 202 s ) 150 
Z(» В 2,000 
X (Shares of Profit) 12,000 
¥( 4 » ) 12,000 
C » 6,000 
47,500 41,500 
—Á 12] P 
Partners' Capital Account 
Dr. Cr. 
Date Particulars х Ж 2 Date Particulars x Y Z 
1984 | Rs. | Rs. | Re | 1983 к. | Rs. | Rs. 
Mar. 31 | To Profit & | Apr. 1 | By Balance b/d | 1,00,000 60,000 40,000 
Loss Appro- | Oct. 1 | „ Cash 10000 — | — 
. priation | 1984 
Ас: | | Jan. 1 | ,, Cash —  |12000 — 
Interest on Mar.31 | ,, Profit & | 
Drawings 225] 180] 150 Loss Appro- 
» 31 |, Drawings 5,000} 6,000) 10,000, priation 
» 31 | ,, Balance c/d | 1,25,025|83,470| 39,450 Account : 
| Salaries 3,000 — M 
Commission — 2, — 
Bonus — — | 1,600 
Interest on 
te Capital 5,250| 3,150] 2,000 
Share of 
Gs Profit 12,000} 12,000] 6,000 
Pm 89,650) 49,600 1,30,250/ 89,650] 49,600 
| Apr. 1 | By Balance b/d | 1,25,025 83,470] 39,450 
Partners’ Drawings Account 
Dr. Cr, 
eee 
Е | 
Date | Particulars XOT NT Iv Date Particulars x Y | Z 
ү ү Rs. | Rs. Rs. 1984 Rs. | Rs. EA І 
ui о Cash 5,000! — — У 
vee To Cash ==. 16,000: [^ 2 ds SEN Linien] x 
Jan. 1 | To Cash Bets anno Account 5,000 | 6,000 | 10,000 


5,000 | 6,000 | 10,000 
за 


5,000 | 6,000 | 10,000 
—_—| ————= 
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Working Notes 
(I) Interest on Capital Accounts : 

X: Rs.1,00,000 @ 5% for 12 months =Rs. 5,000 

Rs. 10,000 @ 5% for 6 months = 250 

Rs, 5,250 
: — 

Y: Rs. 60,000 @ 5% for 12 months =Rs. 3,000 

Rs, 12,000 @ 5% for 3 months . -Rs 150 

Rs. 3,150 

Z: Rs. 40,000 @ 5% for 12 months Rs. 2,000 
— =. 


(2) Interest on Partners! drawings : 
X: Rs.5,000 @ 6% fog 9 months =Rs, 225 
Y: Rs. 6,000 @ 6% for 6 months =Rs. 180 
Z: Rs. 10,000 @ 6% for 3 months =Rs. 150 
Rs, 555 


— 


(3) Share of Profit : 


X: Rs. 30,000х = 65. 12,000 
ү: Rs. 30;000х = 05. 12,000 
Z: Rs, 30,000x}=Rs. 6,000 


Rs. 30,000 


(ii) Company: The important items of a Profit & Loss Appropriation 
Account of a company are discussed below : 


(a) Provision for Taxation: Every company has a separate entity. So, 
the income of a company is chargeable to tax. On the date of preparation of 
final accounts, an amount is to be estimated for payment of tax which will be 
computed by the tax authority in future and the estimated amount is to be 
transferred to the Provision for Taxation Account. On payment of tax, the 
Provision for Taxation Account will be debited and Cash Account will be 
credited, The following adjustment entry is necessary for creation of Provision 
for Taxation. 


Journal 
Dr. CH 
А Rs. Rs. 
Profit & Loss (Appropriation) Account Dr. 


To Provision for Taxation Account 
Being the provision for taxation is created @... 


ver samet 


8 [I] '84 
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On payment of tax, the Provision for Taxation Account is to be written 
off by the following journal entry : 
Journal 


Provision for Taxation Account Dr. T] | 
To Cash/Bank Account ә 
Being cash paid for tax... | 


(6) Creation of Reserves and Reserve Fund: To strengthen the financial 
condition or to replace the assets or to repay the liabilities, a portion of 
undistributed profit is transferred to the Reserves or Reserve Funds by debiting 
the Profit & Loss (Appropriation) Account and crediting the Reserve or Reserve 
Fund Account. These are discussed in the following : 


(i) General Reserve: А part of profit is transferred to General Reserve 
for future development of the business or to strengthen the financial condition 
of the business. 


(ii) Contingency Reserve: Apart of profit is transferred to make up 
the future losses of the business is called contingency reserve. 


(iii) Dividend Equalisation Fund: The goodwill of a company depends 
upon the payment of normal dividend at a fixed rate. So, all companies 
always try to pay dividend at a fixed rate in every year. But the amount of 
profit is not always equal in every year. A Dividend Equalisation Fund is to 
be created out of excess profit of an accounting period to equalise the rate of 
dividend of an accounting period in which sufficient amount of profit is not 
earned to pay the dividend at a fixed rate. On payment of dividend out of 
the fund the Dividend Equalisation Fund Account is to be debited and 
Dividend Account is to be credited. 


(iy) Debenture Redemption Fund: A company can take loan from 
public by selling debentures of the company. These may be repaid after a 
period of time. If the amount is paid out of the business without taking any 
provision, the amount of Working Capital will be decreased and financial 
trouble may occur. To avoid the financial trouble, a company may create a 
sinking fund for repayment of debentures on due date out of the profit of each ` 
year and the amount is invested in securities, bonds, etc. On the date of 
repayment, the investment is to be sold and the debentures are to be repaid 
out of that amount. 


The reserve and reserve funds are to be created by the following journal 


нї t 
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Journal 
Dr. Cr. 
„———— 
Rs. Rs. 
Profit & Loss (Appropriation) Account Dr. 


To Provision for Taxation Account 
„ General Reserve Account 
„ Contingency Reserve Account 
» Dividend Equalisation Fund Account 


,» Debenture Redemption Fund Account 
Being the funds, reserves or provisions created 


i —————————— 

(c) Dividend: A portion of divisible profit which is to be distributed 
among the shareholders, is called dividend. The dividend may be divided 
into two kinds : (i) Preference Dividend and (ii) Equity Dividend 


(i) Preference Dividend: The dividend which is to be paid to the 
Preference Shareholders is called Preference dividend, The rate of dividend is 
fixed on .issue of Preference Shares. For this reason, the Preference Shares 
are named with the rate of dividend e.g., 74% Preference Shares. The amount 
of Preference Share dividend is to be calculated @ 71% on issued Preference 
Share Capital. The dividend on Preference Shares is paid before payment of 
dividend on equity shares. But in the case of Participating Preference Share 
Capital, the dividend is declared at a fixed rate, if the amount of profit exceeds 
the specific limits, then further dividend may be issue on the shares. а 

(ii) Equity Share Dividend: The dividend on equity shares is paid out 
of net profit after creation of reserves and payment of dividend to Preference 
Shareholders on approval of the Board of Directors is called Equity Share 
dividend. The rate of dividend on equity shares is not fixed at the time of 
issue of the shares ; but the rate of dividend depends on the volume of profit 
ofthe company. The amount of dividend on Equity Share Capital is to be 
determined by dividing the amount of divisible profit with the amount of 
Equity Shares issued. As for example, the amount of Equity Share Capital 
is Rs. 1,00,000 and divisible profit.is Rs. 20,000. So the rate of dividend is 


The following journal entry is necessary on declaration of dividend : 


Journal 
Dr. Cr. 
Rs. Rs. 
Profit & Loss (Appropriation) Account Dr. 


To Dividend Account 


Being dividend declared @...on Rs... 
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The following journal entry is necessary on payment of dividend : 


Journal 


Dividend re pea Dr. 
To Bank Account 
Being dividend paid to shareholders 


раман 


The balance of previous year’s Profit & Loss (Appropriation) Account is 
to be shown at the beginning. The specimen form of company’s Profit & Loss 
(Appropriation) Account is shown below : 


Profit & Loss (Appropriation) Account 
for the year ended.-.(Date) 


Dr. Cr. 
——M M M À—— € MÀ 
Particulars Amount Particulars Amount 
Rs. Rs. 
To Provision for Taxation di By Balance b/f 
» General Reserve » Net profit for the year 
» Contingency Reserve 
» Dividend Equalisation Fund 
» Debenture Redemption Fund 
» Dividend 
» Balance c/d 
By Balance b/d 


Illustration 6: From the following information show the distributions 
of dividend among shareholders of K. D. Co. for the year ended 31st December, 


1984 : 

Equity Share Capital Rs. 3,00,000 

6% Preference Share Capital Rs. 1,00,000 

Rate of dividend declared 10% on Equity Share Capital 
Transferred Rs. 25,000 to general Reserve 

Net Profit during the year Rs. 65,000 
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Solution : 
In the Books of K. D, Co. 
Profit & Loss (Appropriation) Account 
for the year ended 31st December, 1984 
Dr. Cr. 
Particulars Amount | Amount Particulars | Amount | Amount 
Rs. Rs. | Rs. Rs. 
To General Reserve 25,000 | By Net Profit b/d 65,000 
» Dividends : (transferred from | 
Equity Share Capital | 30,000 Profit & Loss 
Pref. Share Capital 6,000 36,000 Account) | 
, Balance c/d 4,000 
65,000 65,000 
| | By Balance b/d 4,000 


Solutions of Important Illustrations 


Illustration 7: А, B and С are partners in a firm sharing Profit and 
Losses as A $th, B $th and C th. On Ist January, 1984 the capitals of the 
partners were A Rs. 2,00,000 ; B Rs. 1,60,000 and C Rs, 1,00,000. The Profit 
& Loss Account of the firm for the year ended 3lst December, 1984 showed a 
net profit of Rs, 4,20,000. 


You are required to give the Profit & Loss Appropriation Account of the 
firm after taking into consideration the following adjustments. 

(i) Interest on capital at 6% p.a.; (ii) Interest on B's advance to the 
firm of Rs. 1,00,000 for the whole year ; (iii) Partners’ Salaries: A Rs, 500, 
B Rs. 400 and C Rs. 300 per month ; (iv) C will receive commission @ 1% on 
net profit ; (v) Interest on drawings of partners at 8% p. a. The drawings were 
A—Rs. 30,000 ; B—Rs. 20,000 and C—Rs. 15,000 ; (vi) Transfer 122% of the 
distributable profit to the National Defence Fund of the firm. 
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Solütion : 
In the Books of A, B and C 
Profit & Loss Appropriation Account 
for the year ended 31st December, 1984 
Dr. Cr. 
Particulars : Amount | Amount Particulars Amount | Amount 
Rs. Rs. Rs. Rs. 
Capital : By Profit & Loss A/c 
е ОЧ pa 12,000 » Net Profit transferred 4,20,000 
B 9,600 » Interest on 
© 6,000 drawings : 
27,600 A eR | 
To Partner's Salaries : B d 
R A S 6,000 с 1,200 | 
B 4,800 | 5,200 
с 3,600 | 
14,400 | 
To Partner's | 
c Commission : | 
To National Беба 4,200 - | 
und : | 
To Share of Profit 47,375 | 
A 1,32,650 
B 1,32,650 | 
с "| 66,325 | 3,31,625 | 
4,25,200 | 425,200 
| 


Working Notes : 
` (1) It is assumed that the drawings аге taken on the first day of accounting period. 
(2) The interest on partner’s advance is a charge against profit and already 
Charged in.the Profit & Loss Account. So, it is not an item of Profit & Loss 
| Appropriation Account. 


К Illustration 8. From the following particulars prepare the Profit & 
"Loss Account of X Y Z Co. Ltd. for the year ended 31st December, 1984: 

Opening Stock Rs. 8,800 ; Purchases Rs. 2,00,000 ; Sales Rs. 4,20,000 ; 
Carriage Inwards Rs. 8,500 ; Carriage Outwards Rs. 1,600 ; Discount Allowed 
Rs. 2.300; Discount Received Rs, 1,700; Bad Debts Rs. 1,800 ; Salaries 
Rs. 8,000 ; Travelling Expenses Ёз. 1,500; Directors’ fees Rs. 4,500 ; 
Debenture Interest Rs. 3,600 ; Depreciation on Fixed Assets Rs. 4,000 ; Credit 
Balance of Profit & Loss Account as on Ist January, 1984 Rs, 12,000. 

Other information : Stock as on 31st December 1984 was Rs 4,800; A 
sum of Rs. 35000 was transferred to General Reserve Account Dividends 
were declared at 20% on the paid up Equity Shares and at 6% on Preference 
Shares. The Subscribed Capital of the company is as follows : Equity Share 
Capital Rs, 3,00,000 ; 6% Preference Share Capital Rs. 2,00,000, 


«абе a 
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Solution : 
In ће Books of X Ү Z Co. 
Profit & Loss Account 
for the year ended 31st December, 1984 
Dr. cr 
А 
Particulars Amount Particulars Amount 
Rs. Rs. 
To Opening Stock 8,800 | By Sales 4,20,000 
, Purchases 2,00,000 | „ Closing Stock 4,800 
„ Carriage Inwards 8,500 
„ Balance c/d (Gross Profit 
transferred) 
4,24,800 
To Salaries By Balance b/d (Gross profit) 2,07,500 
» Carriage Outwards » Discount Received 1,700 
» Discount Allowed 
, Bad Debts 
» Travelling Expenses 
.. Directors’ Fees 
., Debenture Interest 
„ Depreciation on assets 
, Balance c/d , 
(Net profit transferred) 
2,09,200 
To Dividends : By Balance b/d 1,81,900 
Equity Shares (Net profit transferred) 
Pref. Shares » Balance brought forward 
from last year 12,000 
, General Reserve 
, Balance c/d 
| 1,93,900 
| 
| 
By Balance b/d | 86,900 


Illustration 9 : Ashok, Bimal and Chandan are partners of a firm, On 
Ist January, 1983 their capitals were— 
(a) Ashok—Rs. 80,000, (bì) Bimal—Rs. 60,000. and (с) Chandan— 
Rs. 50,000, 
All of them agreed that : 
(i) Interest on capital is payable @ 5% p. a. ; 
(ii) Ashok is to receive salary @ Rs, 500 per month ; 
(iii) Bimal is to receive commission @ 5% on Net Profit after charging 
such commission ; 1 
(iv) 10% of the Net Profit is to be transferred to General Reserve. 
The net profit for the year ended 31st December, 1983 before considering 


the above facts was Rs, 40,000, 
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Prepare the Profit & Loss Appropriation Account and the Partners’ 
Capital Accounts. [W. B. H. S. Examination, 1984] 


Solution : 
Profit & Loss Appropriation Account 


for the year ended 31st December, 1983 


Dr. Cr. 
Particulars Amount Particulars Amount 
Rs. Rs. Rs. 
To Interest on Capital : By Profit & Loss Account 40,000 
Ashok 4,000 —Net profit transferred 
Bimal 3,000 t 
Chandan 2,500 9,500 
„ Partner's Salary : Y 
Ashok (Rs. 500 x 12) 6,000 | 
„ Partner’s Commission : 
Bimal 1,905 
„ General Reserve 4,000 
» Share of Profit : 
Ashok 6,198 
Bimal 6,198 
Chandan 6,199 18,595 
40,000 : 40,000 | 


Capital Account 
Dr. СР. 


Date Particulars |Ashok Bimal Chand Date | Particulars | Ashok Bimal (Chandan 
| 


1983 к. | Ез. | Rs. | 1983 |. Rs. | Rs. | Кє. 


Jan. 1 By Balance b/d | 80,000} 60,000) 50,000 
Dec. 31 | „ P/L Approp.| 
Account: | 

Interest on | 

Capital 4,000] 3,000] 2,500 i 

Partner's 

| Salary 6,000] — — 

| Partner’s 
Commission | — | 1,905 — 

Share of 

Profit 6,198) 6,198) 6,199 


Dec. 31 (то Balance ojd 96,198 71,103) 58,699 


96,198 71,103) 58,699 96,198 71,103 58,699 
Bonn EY d Du rr 

1984 VEER 

Jan. 1 | By Balance b/d |96,198 71,103 58,699 


Working Notes 


(1) Bimar's Commission on net profit=Rs. 4,000 18, or 1,905 
Q) In this case, the fluctuating capital accounts are maintained. 
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(A) Essay-type Answer Questions : 


1. What is Profit & Loss Appropriation Account? Describe the 
utilities of Profit & Loss Appropriation Account. 

[Ans,: Write from ‘Profit & Loss Appropriation Account’ (P. 3.98) ; 

‘Utilities of Profit & Loss Appropriation Account’ (P. 3.98). 

2. Discuss the nature of profit with reference to Sole Proprietorship, 
Partnership and Company forms of business. [W. В Н. S. Examination, 1983] 

[Ans.: Write from ‘Nature of Profit’ (Р. 3.99).] 

3. What is the nature of business income ? How is it created ? 

А [ W B. Н, S. Examination, 1981 ] 

[Апв. : Write from ‘Nature of Profit’ P. 3.99).] 

4. .“The ‘profit? reported in the accounts of a sole trading concern 
generally includes, besides profit in the economic sense of the term, interest on 
proprietory capital, proprietor’s remuneration etc.” Do you agree with this 
view? If so, what is the nature of profit reported in the accounts of 
partnership ? [ Specimen Questions of Н. S. Council—1980 ] 

[Ans.: Write from ‘Nature of Profit : (a) Sole Proprietorship Business 

(Р. 3.101), (b) Partnership Business (Р, 3.102.) 

5. “The ‘profit? reported in the final accounts of-a partnership concern 
generally includes, besides profit in the economic sense of the term, interest on 
capital, partner's remuneration, commission etc,”—Do you agree with this 
view ? If so, what is the nature of profit in a sole proprietorship concern ? 

[ W. В. Н. S. Examination, 1978 ] 

(Ans, : Write from ‘Nature of Profit. (a) Sole Proprietorship Business 

(Р; 3.101), (b) Partnersh p Business (P. 3.102).] 

6. Distinguish between Profit & Loss Account and Profit & Loss 
Appropriation Account. 

[Ans.: Write from ‘Difference between Profit & Loss Account and Pro fit 

& Loss Appropriation Account (Р. 3.98—P. 3.99).] 


(B) Short-type Answer Questions : 
1, Write short notes ол: (a) Economic Profit, (b) Business Profit, 
(c) Super Profit. 
[Ans.: Write from (a) ‘Economic Profit (P.3.100), (b) ‘Business 
Profit’ (P. 3.100) and (с) ‘Super Profit’ (P. 3.100 .) 
2. Write short notes on: (a) Fixed Capital Account, (6) Current 
Account, (с) Fluctuating Capital Account, 
[Ans.: Write from (a ‘Fixed Capital Account’ (P. 3.103), (b) ‘Current 
Account’ (P. 3 103, (c) “Fluctuaiing Capital Account’ (3.104).) 
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(C) Practical Questions : 


1. From the following information prepare a Profit & Loss Appropria- 
tion Account of X and Y for the year ended 31st December, 1984. 


Net profit as per Profit & Loss Account Rs. 44,000, Partners’ Capital : 
X Rs. 60,000 and Y Rs. 50,000. Partners' Drawings : X Rs. 8,000 and Y 
Rs. 6,000. Partners’ Salaries : X Rs. 600 per month and Y Rs. 500 per month. 
Rate of interest on Capital (9 5%; Rate of interest on drawings @ 8%. 
Transfer to General Reserve Rs. 5,000 from net profit. 
Working Notes: (i) Interest on loan is charged @ 6% p.a. (ii) Profit 
is distributed in equal ratio. 
[Ans,: Share of distributable Profit: A Rs. 10,430 ; B Rs. 10,430.] 
2. From the following information prepare a Profit & Loss Appropria- 
tion Account of Chola and Motor for the year ended 31st December, 1984 : 
(i) Profit sharing ratio among Chola and Motor 312 ; 
(ii) Net profit as per Profit & Loss Account Rs, 90,000 ; 
(iii) Partners’ Capital : Chola Rs. 60,000 and Motor Rs. 30,000 ; 
(iv) Partners’ drawings : Chola Rs. 4,000 and Motor Rs. 3,000 ; 
(v) Partners salaries: Chola Rs. 300 per month and Motor Rs. 500 
per month ; - 
(vi) Rate of interest on capital @ 6% p.a. ; 
(vii) Rate of interest on drawing @ 9% p.a. ; 
(viii) Transfer to General Reserve Rs. 10,000. 
You also prepare capital accounts under (а) Fluctuating capital 
method and (b) Fixed capital method, 


[Ans.: Balance of Capital Account: (a) Chola Rs. 1,02,209 ; Motor 
Rs. 60,791 ; (b) Chola’s Capital A/c Rs. 60 000 ; Current Account 
Rs. 42,209; Motors Capital Rs. 30,000; Current Account 
Rs. 30,791.] 

3. X and Y are two partners, sharing Profit & Loss as 3:2 апа 
contributed Rs. 30,000 and Rs. 10,000 respectively. The net profit for the year 
ended 31st March, 1984, before charging interest on capital @ 6% and interest 
on drawings @ 10% р.а, was Rs. 42,000. Partners’ salary was fixed : X Rs. 300 
per month and Y Rs. 100 per month, The drawings during this year were 
Rs, 3,000 and 5,000 respectively. 

Show the journal entries and Capital account recording the above 
transactions. 

[Ans : Balance of Capital Account : X Rs. 53,280, Y Rs. 20,720.) 


4, A, B and C are partners sharing Profit and Losses in the proportion 
0£4:3:2, During 1984 their fixed capitals and drawings (including salaries) 
were as follows : 
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Particulars Capital Fixed Drawings ( Including salaries) 
Rs. Ri. 
A 2,40,000 24,000 
B 1,60,000 18,000 
с 1,00,000 15,000 


i чое c 


Each partner is entitled to a salary of Rs. 1,000 per month and interest 
@ 5% р.а. оп the capital, In the middle of the year, A made an advance of 
Rs, 1,00,000 to the firm bearing interest of 6% p.a. The Net profit for the 
year stood at Rs. 1,09,000 before charging interest on capitals and loans, but 
after charging partners’ salaries. 

Prepare the Profit & Loss Appropriation Account and the Partners? 
Current Account. [ C. U. B. Com.,—adapted ] 

[Ans.: Distributable Profit Rs. 81,000 ; A's Current Account Rs. 39,000 

and B's Current Account Rs. 29,000 and C's Current Account 
Rs. 20,000.) 

5. Ashutosh and Amitosh are partners of a firm. Their capitals were— 
Ashutosh Rs. 1,50,000 and Amitosh Rs. 1,00,000. They share profits & losses 
in the ratio of 4: 1. They earn a net profit of Rs. 1,80,000 during the year 
ended 31st December, 1984. Their drawings were Ashutosh Rs 12,000 and 
Amitosh Rs. 8,000. Prepare a Profit and Loss Appropriation Account after 
taking into consideration the following : 

(i) Partners’ salary : Ashutosh Rs. 600 per month ; 
Amitosh Rs. 500 per month, 
(ii) Create a General Reserve for Rs. 16,000 to meet the future 
contingencies, ч 

(ii) Interest @ 8% p.a is to be allowed on Partners’ Capitals. 

(iv) Interest on Drawings @ 10% p.a. is to be charged. 

[Ans,: Net Divisible Profit : Rs. 1,31,600—Ashutosh's share, Rs. 1,05,280 

and Amitosh’s share, Rs, 26,320] 

Working Notes: Interest on drawings is calculated on mean period. 

6. Sanatan and Narayan are partners in a firm sharing profits and 
losses as Sanatan $th and Narayan ith. On Ist April, 1983” the capital of the 
partners was Sanatan Rs. 50,000 and Narayan Rs, 40,000, The Profit & Loss 
Account of the firm for the year ended 31st March, 1984, showed a net profit- 
of Rs. 1,75,000. 

You are to give the Profit & Loss Appropriation Account of the firm 
after taking into consideration the following adjustments : 

(i) Interest on Capital at 5% p. a. ; 

(ii) Interest on Narayan’s Loan Account of Rs. 50,000 for the whole 

year ; 
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(11) Interest on drawings of partners at 6% p.a. The drawings were 
Sanatan Rs. 15,000 and Narayan Ks. 10,000 ; 

(iv) Transfer 10% of the distributable profit before distribution to the 
Reserve fund of the firm. 

Show also capital accounts under (i) Fixed Capital Method and 
(ii) Fluctuating Capital Method. [ С. U. B. Com., 1967—adapted | 

[Ans : Divisible Rs. 1,51,425 ; Share of Profit: Sanatan Rs, 1,21,140 ; 

Narayan Rs. 30,285.] 

7. Aloke, Bikas and Chandan are partners in a firm sharing profits and 
losses as Aloke 60%, Bikas 30% and Chandan 10% respectively. Their capital 
accounts stood in the books on 31st December, 1983 , as Aloke Rs. 60,000, 
Bikas Rs, 30,000 and Chandan Rs. 10,000, respectively. On 31st December, 
1984, the Profit & Loss Account of the firm disclosed a net profit of Rs, 75,000 
before charging interest on partners’ loan. 

You are required to give Profit & Loss Appropriation Account of the 
firm after taking into consideration the following information : 

(i) Interest on capital at 5% p.a. ; 

(ii) Interest on drawings charged to Aloke Rs, 6,000, Bikas Rs. 3,000 

and Chandan Rs, 2,000 ; 

(iii) Partners are to be allowed salaries as Aloke Rs. 6,000, Bikas 

Rs. 5,000 and Chandan Rs. 3,000 respectively : 

(iv) The firm took a loan from Aloke amounting to Rs. 50,000 on 
Ist January, 1984. 

You are also to prepare capital accounts under, (a) Fixed Capital Method 
and (b) Fluctuating Capital Method, [ C. U. B. Com, 1966—adapted | 

[Ans.: Share of Profit: Aloke Rs. 38,400, Bikash Rs. 19,200 and 

Chandan Rs. 6,400. 

8. Aand B are in partnership contributing Rs, 20,000 and Rs. 10,000 
respectively as capital sharing profits and losses as 3: 1. The agreement 
provides that before division of profits interest on capital should be charged 
at 4% per annum and B should be entitled to a salary of Rs. 4,000 p.a. The 
net profit for the year 1984 before charging interest and salary amounts to 
Rs. 20,200. Their drawings during the year were Rs. 2,400 each, 

Show the capitals and current accounts of A and B recording the above 
transactions. [ С. U. B. Com, 1958 adapted ] 

[Ans.: Share of Profit: А Ёз. 11,250 ; and В Rs. 3,750 ; Balance of 

Current Account : A Rs. 12,050 ; B Rs. 8,150.] 

9. From the following particulars of Siliguri Co. Ltd., prepare a Profit & 

Loss (Appropriation) Account for the year ended 31st December, 1984. 
(i) Net Revenue Profit Rs. 1,05,000 ; 

(i) Create a reserve on net revenue profit after charging such 

reserve @ 5%; : 


-N 
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(iii) Declare dividend @ 20% on divisible profit on issued and 

paid up capital of Rs. 12,00,000 ; 

(iv) Transfer Rs. 12,000 to provision for Taxation Account. 

[Ans.: Divisible Profit Rs. 88,000.] 

10. From the following information prepare the Profit & Loss Account 
of Rao Co. Ltd. for the year ended 31st December, 1984 : 

Salaries Rs. 16,500 ; Wages Rs. 12,900 ; Carriage inwards Rs. 4,000; 
Carriage outwards Rs, 3,600 ; Discount Allowed Rs, 2,000 ; Discount Received 
Rs. 3,000; Rent, Rates and Taxes Rs. 2,900 ; Travelling Expenses Rs. 600; 
Legal Expenses Rs. 450 ; Purchases Rs. 90,000 ; Purchases Return Rs, 2,500 ; 
Sales Rs. 1,80,000 ; Sales Return Rs. 3,500 ; Closing Stock Rs. 12,300 ; Opening 
Stock Rs. 9,500 ; Profit & Loss Account (Last year's Cr. Balance) Rs. 8,200. 

The Subscribed Capital of the Company is as follows: Equity Share 
Capital Rs. 2,00,000 ; 855 Preference Share Capital Rs. 1,00,000 ; Calls in 
Arrear on Equity Shares Rs, 10,000. 

Dividends were declared at 10% оп paid up Equity Shares. A sum of 
Rs. 10,000 was transferred to National Defence Fund. 

[Ans.: Balance of Profit & Loss Account Rs. 23,050 ] 

11. Prepare a Profit & Loss (Appropriation) Account Messrs Markat 
Co. Ltd. for the year ended 3lst March, 1984 after recording the following 
adjustments : 

(1) Net trading profit for the year ended 3lst March, 1984 Rs. 1,20,000 ; 

(ii) Create a reserve fund for the year Rs. 20,000 ; 

(iii) Create a provision for taxation @ 10% on net profit after deducting 
reserve fund ; 

(iv) Issued and subscribed capital of Rs. 10,00,000 divided into 60,000 
Equity Shares of Rs. 10 each fully paid and Rs 4,000 5% Preference Shares 
of Rs. 100 each full paid ; 

v) The rate of dividend (9 10% is approved in the annual general 
meeting of the company. 

[Ans.: Balance of Profit & Loss (Appropriation) Account Rs. 10,000.] 


(D) Objective Questions : 

1. Correct the following statements : 

(a) Interest on drawings is a trading expenses. 

(b) Interest on capitals is to be charged to the Profit & Loss Account. 

(c) A Profit & Loss account is prepared after preparation of a Profit & 
Loss Appropriation account, 

(4) The preparation ofa Profit & Loss appropriation account of a sole 
proprietorship is necessary for distribution of profit or loss. 

(e) There is no difference between the Profit & Loss Account and Profit 
& Loss Appropriation Account. а 


CHAPTER XXIV 
Accounting for a Going Concern (Profit-seeking)—Contd, 


Balance Sheet—Distinction between Profit & Loss Account and Balance Sheet 
= Classification of Assets and Liabilities—Marshalling of Assets and Liabilities— 
Equity. 
—————_ 
Balance Sheet 


Definition : As defined by A. Fildhouse “A balance sheet is a statement 
at a given date showing the position of the business in relation to its proprietor 
and other parties”, 

As defined by R. N. Carter “А balance sheet is a statement prepared 
from the books of a concern showing the debit and credit balances thereof after 
the Trading and Profit and Loss Accounts have been prepared, whether actual 
assets and liabilities or not, and the balances, whether of Capital, Reserve or 
Profit at a given date". 

So, a Balance Sheet is a statement of assets and liabilities to determine the 
financial position of any accounting unit after ascertainment of the financial 
result. It has already been discussed in Chapter No, УШ. 

In the case of a profit-seeking concern, all nominal accounts are to be 
written off after preparation of final accounts (i.e., Manufacturing Account, 
Trading Account and Profit & Loss Account) ; but the balances of personal 
accounts and real accounts are in the books of accounts. The balances of real 
accounts (/e., debit balances) and debit balances of personal accounts 
represent assets and credit balances of personal accounts represent liabilities. 
So, the statement in which the assets and liabilities are shown separately to 


Characteristics of a Balance Sheet: А Balance Sheet is a financial 
Statement. The characteristics of a Balance Sheet are given below E 

(i The financial position of a concern is to be determined of a 
particular date on which it is prepared, 

(ii) Thè net profit or loss (ie. surplus or deficit) is included ina 
Balance Sheet, So, the Balance Sheet is to be prepared after preparation of 
a Trading and Profit & Loss Account / Income & Expenditure Account. 


(v) The assets and liabilities of a particular day are necessary to prepare 
a Balance Sheet. 
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(v) If a Balance Sheet is correctly prepared, the amount column of 
assets side and liabilities side are always equal. 

(vi) It is a statement, not an account, 

Is Balance Sheet an Account? A Balance Sheet is not an account. It 
is a statement which is prepared with the balances of personal accounts and 
real accounts to determine the financial position of a concern on a particular 
date of which the balances of Ledger accounts are used. For the following 
reason, the Balance Sheet cannot be called as an account : 

(a) It is prepared with the balances of Ledger accounts after prepara- 
tion of the Trading and Profit & Loss Account / Income & Expenditure 
Account, But the details of transactions are posted in Ledger accounts from 
Journals, 

(b) The main object of a Balance Sheet is to determine the financial 
position of a concern from the balances of Ledger accounts relating to assets 
and liabilities ; but the Ledger accounts are recorded chronologically in order 
to date. 

(c) The assets and liabilities are marshalled in specific rules ; but the 
debit aspect of a transaction is recorded in the debit side and the credit aspect 
of a transaction is recorded in the credit side of an account, 

(d) The specimen forms of a Balance Sheet and an account are not 
same, The right-hand side of a Balance Sheet is called ‘Assets side’ and the 
left-hand side of a Balance Sheet is called Liabilities Side’ ; but, the right-hand 
side of an account is called credit side and the word ‘Cr.’ is written on it and 
the left-hand side of an account is called debit side and the word ‘Dr’? is 
written on it. 

(e) The words ‘To’ or ‘By’ are used to record the transactions in 
the debit side and credit side ; but the words ‘To’ or “Ву are not necessary in 
preparation of a Balance Sheet, 

(f) The financial position of a concern on a particular date can be 
ascertained from a Balance Sheet ; but the details of transactions relating to a 
particular items are recorded in an account. As for example, the details of 
sales transactions are recorded in the Sales Account, 

(g) If there is no mistake in preparation of a Balance Sheet, the both 
sides of the Balance Sheet will be equal, But, the both sides of an account 
may or may not be equal. i 

(h) The accounts are kept in a Ledger ; but the Balance Sheet is not kept 
in a Ledger. 

Differences between Account and Balance Sheet : The differences between 
Account and Balance Sheet are given the next page : " 
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Account 


1. The details of transactions of 
a concern are recorded in an account, 


2. The information of a particular | 
| nature is not to be obtained from a 


nature is to be obtained from a 
particular account. For example, 
information of rent is available from 
the Rent Account, 

3. The details of all accounts are 
recorded in Ledger accounts. 


4, The left-hand 


hand side of an account is called 
credit side. 


5. The details of transactions are | 


posted from Journal to Ledger 
accounts. 

6. The transactions are posted in 
Ledger accounts chronologically in 
order to date of occurrence. 

7. The both sides of an account 
are not always equal. For this reason, 
the balance of an account is to be 


determined, 
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Balance Sheet 


1. The details of transactions are 
not recorded in a Balance Sheet. The 
details of assets and liabilities of a 
particular date on which the Balance 
Sheet is prepared are recorded ina 
Balance Sheet. 

2. The information of a particular 


Balance Sheet; but the over all 
financial position is to be ascertained 
from the Balance Sheet, 

3. It is prepared in a separate 
sheet of paper. So, it is not recorded 


| in Ledger accounts. 
side of an| 
account is called debit side and right- | 


4. The left-hand side of a Balance 
Sheet is called ‘Liabilities side’ and 
right-hand side of a Balance Sheet is 
called ‘Assets side’. 


5. The balances of Ledger 
accounts are recorded in a Balance 
Sheet. 


6. The various rules of marshall- 
ing of assets and liabilities may be 
followed in a Balance Sheet. 

7. The balances of Ledger 
accounts are recorded in a Balance 
Sheet and the both sides of a Balance 
Sheet are always equal. 


Cre A NL 


Information available from a Balance Sheet: The following information 


is available from a Balance Sheet : 


(1) Details of Assets: The details of all types of assets are known from 


a Balance Sheet of a concern. 


(2) Details of Liabilities; The details of all types of liabilities are 
known from a Balance Sheet of a concern, 

(3) Nature of the Concern: The nature of progress of a concern can 
be ascertained after analyse of a Balance Sheet, 


(4) Financial Position: The financial position of a concern can be 


known from a Balance Sheet. 
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(5) Liquidity Ratio : The liquidity ratio of a concern is to be ascertained 
from a Balance Sheet, 

(6) Sources and Applications of Resources: The sources of assets and 
the applications of resources can be known from a Balance Sheet, 

(7) Details of Provisions and Reserves: The details of provisions for 
future losses and reserves can be known from a Balance Sheet. As, Provision 
for Doubtful Debts, Provision for Discount on Debtors or Creditors, 
Reserve etc. 

Uses of a Balance Sheet: The interested persons (e.g. proprietor / 
proprietors, directors, creditors, public, Government, moneylender etc.’ can 
ascertain various information from a Balance Sheet. The uses of Balance 
Sheet are given below : 

(i) The amount of capital of a business can be ascertained ; 

(ii) The amounts of reserves of a business are to be known ; 

(iii) The progress of a business сап be known after comparison with two 

years’ Balance Sheet ; 

(iv) The various accounting ratios can be ascertained to analyse the 

financial results and financial positions of a concern, 

Is Balance Sheet a Second Trial Balance?: Many writers of 
Accountancy say that a Balance Sheet is nothing but a second Trial Balance. 
Because, there are many similarities between a Trial Balance and a Balance 
Sheet, These are discussed below : 

(a) The Trial Balance and a Balance Sheet are both statements but they 
are not accounts. 

(D) These two are prepared with the balances of Ledger accounts. So, 
the details of transactions are not available in these two statements. 

(c) The totals of debit column and credit column are always equal. 
Similarly, the totals of ‘liabilities side’ and ‘assets side’ are always equal, 

(d) If the totals of ‘Debit column’ and ‘Credit column’ are not agree, 
there must be a arithmetical mistake in recording and posting of transactions, 
Similarly, if the totals of ‘Assets side’ and ‘Liabilities side’ are not agree, there 
must be a mistake in recording and posting of transactions. 

(e) Generally, a Trial Balance and a Balance Sheet are prepared at the 


end of an accounting period, 

(f) Cash in hand and Cash at Bank are recorded in a Trial Balance 
and also in a Balance Sheet, 

A Trial Balance is prepared with the balances of Personal accounts, Real 
accounts апі Nominal accounts before preparation of the final accounts, It is 
a proof of arithmetical accuracy ofrecording and posting of all transactions. 
Again, the Balance Sheet is prepared with the balances of a Profit & Loss 
account/Income & Expenditure account, Real accounts and Personal accounts. 
If the total of amount columns of a Trial Balance and a Balance Sheet are not 
agreed, it is sure that there is a arithmetical mistakes in Book-keeping. — ' 
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But, the Balance Sheet cannot Бе 
Because, the forms of preparation 
are not same, There are also many 
Balance Sheet. 
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correctly called a Second Trial Balance 
of a Trial Balance and a Balance Sheet 
differences between a Trial Balance and a 


Is Balance Sheet a Condensed Trial Balance 7 The great writer of Accoun- 
tancy Prof. H. Chakravorty said that “It (Balance Sheet) is actually a condensed 


Trial Balance presented in a special form". 


The balances of Personal accounts, 


Real accounts and Nominal accounts are shown in a Trial Balance at the end of 
each accounting period. All accounting information are not available from the 


balance of Ledger accounts. 
Trading and Profit & Loss 


prepared. А Balance Sheet is to be prepared 
after preparation of the final accounts and net balance of 


the Ledger accounts 


final accounts, So, the balances of all 
the sum totals of assets side: and liabilities side are 


Balance Sheet. Again, 


always equal, if it is correctly prepared. 


To ascertain the financial results of a concern, the 
Account/Income & Expenditure account is to be 


with the residual balances of 
Ledger accounts are available in a 


If there is a mistake in recording 


or posting ofthe transactions, the sum totals of the both sides are not equal. 
For this reason, the Balance Sheet may be called a condensed Trial Balance. 


Differences between Profit & Loss Account and 
account, by which net profit or loss of a trading concern, 


Balance Sheet: The 
is ascertained for an 


accounting period is called a Profit & Loss Account. 

The statement, by which the financial position of a concern is ascertained 
for an accounting period is called a Balance Sheet. 

The differences between a Profit & Loss Account and a Balance Sheet are 


discussed below : 
Profit & Loss Account 


Balance Sheet 


1. It is an account, but not a 
statement. 

2. It has two sides—debit side 
and credit side. 

3. The journal entries are nece- 
ssary for recording and posting in 
the account. 

4. All nominal accounts 
required to prepare this account, 


are 


5. The account is prepared to 
determine the financial results. 

6. The account is prepared before 
preparation of a Balance Sheet. 

7. The account is prepared at the 
end of an accounting period. 


8. There is no specific rule for 
marshalling the balances of Ledger 
accounts in the Profit & Loss Account, 

9, The heading ofthe account is 
"Profit & Loss Account for the year 
ended... (date)", 


1. Itisa statement, but not an 
account, 

2. It has also two sides—but 
assets side and liabilities side, 

3. The journal entries are not 
necessary for recording and posting 
in the statement. 

4. The personal accounts and 
real accounts are necessary to prepare 
a Balance Sheet. 

5. The statement is prepared to 
ascertain financial position. 

6. The statement is prepared after 
preparation ofa Profit & Loss Account, 

7. The statement may be prepared 
at any day, but after the preparation 
of Profit & Loss Account, 

8. There are specific rules for 
marshalling the balances of Ledger 
accounts in a Balance Sheet, 

9. The heading of the statement 
is “Balance Sheet as at... (date,". 
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Similarities between Trial Balance and Balance Sheet : 
all Ledger accounts is called a Trial Balance. 
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The statement of 
The statement of assets and 


liabilities of a particular accounting period is called a Balance Sheet, The 
similarities between a Trial Balance and a Balance Sheet are discussed below : 


Trial Balance 


Balance Sheet 


1. Itis notan account ; but it is 
prepared with the balances of Ledger 
accounts. 

2. Itis prepared with the balances 
of all Ledger accounts, 


3. The sum totals of the amount 
columns of a Trial Balance are always 
equal. Ifthey do not agree, there are 
arithmetical mistakes in recording and 
posting of transactions. 

4. Generally, a Trial Balance is 
prepared at the end of an accounting 
period. 

5. The debit and credit balances 
ofalltypes of accounts are recorded 
in the debit column and credit column 
of a Trial Balance. 

6. The principles of Double Entry 
system is not followed in the prepara- 
tion of a Trial Balance. 


Differences between Trial Balance and Balance Sheet : 


1. It is a statement of assets and 
liabilities, not an account. 


2. It is also prepared with the 
balances of personalaccounts and real 
accounts. 

3, The sum totals of the amount 
columns of a Balance Sheet are always 
equal. If they do not agree, there must 
be the arithmetical mistakes in recor- 
ding and posting of transactions. 

4. A Balance Sheet is also pre- 
pared at the end of an accounting 
period. 

5. The debit balances and credit 
balances of personal and real accounts 
are recorded in the ‘Assets side’ and 
‘Liabilities side’ respectively. 

6. The principles of Double 
Entry System is not followed in the 


| preparation of a Balance Sheet, 


There are simila- 


rities with a Trial Balance and a Balance Sheet; but there are also many 
differences between them. These are discussed below : 


Trial Balance 


Balance Sheet 


1. The main object of preparation 
of a Trial Balance is to detect the 
arithmetical mistakes in. recording and 


posting of transactions. 


2. The statement is prepared with 
the all Ledger accounts balances of an 


accounting period. 


1. The main object of preparation 
of a Balance Sheet is to determine the 
financial position of a concern, 


2. The statement is prepared 
with the balances of personal and real 
accounts, д 
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Trial Balance 


МД жей ИД ЫШ узди ren EE v | 
3. Itis prepared before prepara- | 


tion of a Trading and Profit & Loss 
Account. 

4, Opening stock is included in a 
Trial Balance, but the closing stock 
will not included in it. 

5. Generally, the adjustment 
entries are recorded after the prepara- 
tion of a Trial Balance, 

6. There is no specific rule of 
marshalling the Ledger accounts’ 
balances in a Trial Balance. 

7. The debit balances and credit 
balances of Ledger accounts are 
recorded in the ‘Debit Balances 


column’ and ‘Credit Balances column’ 


respectively. 
8. There is no utility of a Trial 
Balance after preparation of a Manu- 


facturing, Trading and Profit & Loss | 


Account and a Balance Sheet. 

9. Ifit is confirmed that there is 
no mistake in recording and posting 
of transactions, the preparation of a 
Trial Balance is not necessary before 
determination of the financial results 
and financial position. 

10. The amount of capital 
employed cannot be determined from 
a Trial Balance. 

11. 
by an auditor after completion of the 
audit work. 

12, The items of adjustments are 
not included in a Trial Balance. 

13. A Trial Balance of a company is 
not sent to the Registrar of Companies 
at the end of each accounting period, 


A Trial Balance is not signed | 
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Balance Sheet 


LIMI 
3. It is prepared after preparation 


of a Trading and Profit & Loss 
Account. 

4, Closing stock is included ina 
Balance Sheet, but opening stock will 
not included in it. 

5, The adjustment entries 
recorded before the preparation of a 
Balance Sheet. 

6. There are specific rules of 
marshalling the Ledger accounts 
balances in a Balance Sheet. 

7. The debit balances and credit 
balances of Ledger accounts 
recorded in the ‘Assets side’ and 
‘Liabilities side’ of a Balance Sheet. 


are 


are 


8. The Balance Sheet is an impor- 
tant document of a business and it is 
preserved by the concern. 


9, Ifit is confirmed that there is 
no mistake in recording and posting 
of transactions, but the preparation of 
a Balance Sheet is essential to ascer- 


tain the financial position of a 
concern. 
10. The amount of capital 


employed can be determined from a 
Balance Sheet easily. 

11. A Balance Sheet is signed by 
an auditor after completion of the 
audit work. 

12. The items of adjustments are 
included in a Balance Sheet. 

13, A Balance Sheet of a company 
must be sent to the Registrar of 
Companies at the end of each account- 
ing period. 
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Limitations of a Balance Sheet or Is Balance Sheet a True Picture of the 
Financial Position of a Concern ?: A Balance Sheet is an important document 
of a business. But, it has many limitations, These are discussed below : 


(1) All assets of a Balance Sheet are not valued in a fixed principle, 
The fixed assets are valued after deduction of normal depreciation from cost 
price. The current assets are valued at cost price or market price whichever 
is less. The intangible assets are shown in book value which is not related 
with cost price or market price. 

(2) АП assets are not influenced to ascertain financial results and 
financial position in a Balance Sheet. For example, efficiency, faithfulness, 
allegiance and dutyful of employees, managers etc. 

(3) The provisions on assets and liabilities are made on assumptions, 
But the real conditions and assumptions are not always same, For example, 
provision for depreciation, provision for doubtful debts etc. 

(4) The real financial position is not reflected їп a Balance Sheet on 
the change of price level. In the case of inflation, the value of money is decrea- 
sed, but the assets and liabilities are shown at cost price or market price. 

(5) The closing stock is valued in various prices. For examples, FIFO 
(First in first out!, LIFO (Last in first out), Average prices etc. The comparative 
study on value of stock cannot be made due to valuation in various 
prices. 

(6) The various information are available from a Balance sheet, If these 
are not satisfied by the related persons, the confusion may arise among them- 
selves, For example, the huge amount of profit is the causes of happiness to 
the owners, but this is the causes of grievances to the consumers. 

At last, we can say that it is an important document, eventhough it has 
many limitations, it is to be prepared with honesty, devotion and carefulness, 

Balance Sheet— a Sheet of Balancas: After preparation of the Trading 
and Profit & Loss Account, a Balance Sheet is to be prepared with the balances 
of personal and real accounts. So, it may be said that the Balance Sheet is the 
statement of balances, But the all balances of Ledger accounts are not shown 
in the Balance Sheet, Because, all nominal accounts are closed on preparation 
of the revenue accounts (i.e. Trading and Profit & Loss Account/Income & 
Expenditure Account). But the combined results of the concern (i.e. net profit 
or net loss) are shown in the Balance Sheet. 

The Balance Sheet cannot be called only a sheet of balances. Because, 
the many important information are available after analysis of the assets and 
liabilities. The directors or managers of the concern manage according to 
their qualifications, experiences and ayailable information, For this reason, 
it is called the Treasury of Information. 
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Is Balance Sheet a mere statement of Assets and Liabilities: The assets 
of a concern are shown in a side and the liabilities of a concern are shown in 
the other side of the concern. For this reason, the Balance Sheet is called 

* the statement of assets and liabilities. Many important information are 
available in a Balance Sheet, Every financial information is to be known after 
verification of the assets and liabilities. So, it cannot be called а mere 
statement of assets and liabilities ; but it is an important document. 


Relation between Profit & Loss Account and Balance Sheet: The 
following relations are explained by the accountants and economists : 


Firstly : The relations between the Profit & Loss Account and Balance 
Sheet are shown through the Capital Account. The expenses of the concern 
are matched with revenue at the end of each accounting period and the 
balance of the revenue account is transferred to the Capital Account, For 
these reasons, the effect of all nominal accounts reflects in a Balance Sheet. 


Secondly : The financial results of a business reflect through a Balance 
Sheet. But the financial results can be known from the change of assets and 
liabilities of the concern. 


Thirdly: The amount of capital can be ascertained from the assets 
and liabilities of a Balance Sheet. On the opening date, the amount of 
capital can by determined by deducting external liabilities from the realiseable 
assets, Similarly, the amount of capital can be determined on the closing 
date. The amount of profit can be determined after reconciliation of opening 
capital and closing capital of a going concern. 

Fourthly: The Balance Sheet is not prepared before preparation of a 
Profit & Loss Account, Because, the Balance Sheet is prepared with the 
balance ot a Profit & Loss Account. 

Fithly : The amount of capital is the fund of the business and the 
amount of profit is the continuous flow of the business. So, the Balarice Sheet 
is the fund and the Profit & Loss Account is the continuous flow of thebusiness. 


Sixthly : The Balance Sheet and Profit & Loss Account are the bridges 
of the financial records of two accounting period. Again, the Balance Sheet 
and Profit & Loss Account are used to ascertain the relationship between two 
financial/accounting period. 

So, the relations between the Balance Sheet and the Profit & Loss 
Account is very close. 

Profit—a Liability : The amount of net profit is shown in the Balance 
Sheet as a liability, It is payable to owner or owners. It is determined after 
payment of remuneration to other factors of production. It is payable to 
owner or owners for their capital contributions. In brief, it may be said 
that the profit increases the equities of the concern, So, the internal 
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liabilities are increased for the profit of the concern. For this reason, it is 
shown in the ‘liabilities side’. 

Is preparation of Balance Sheet of a Terminable Venture or Event 
possible ? : There is no fixed accounting period of a venture or an event. То 
ascertain the financial results, necessary accounts are to be prepared at the end 
ofthe venture. An event is not a profit-seeking unit. At the end. of the 
event, Cash Statement and Receipts & Payment Statement are prepared 
after classification and condensation of the transactions. So, the recording 
and posting of transactions of an event are not made through the Ledger 
accounts, For this reason, there are no Ledger accounts’ balances. 

Again, a venture is a profit-seeking unit and the transactions of venture 
are recorded in few Ledger accounts. The balances of these accounts are 
closed at the end of the venture, So, there is no continuity of transactions 
of a terminable venture, So, the balances of Ledger accounts are not in the 
books of accounts after termination of the venture. Asa’ result, the Balance 
Sheet can be prepared in the case of a terminable venture. 


Assets 


Definition: *Asset: Any owned physical object (tangible) or right 
(intangible) having а money value.”—R. T. March. 

“Assets are the property and possessions of a business i.e. its stock, land, 
buildings, book debts etc.”—R, N. Carter. 

So, the assets are the owned tangible and intangible wealth of a concern 
i.e. its stock, land, buildings, book debts, plant & machinery, goodwill, patents 
etc. which help to continue its normal activities chronologically. 

Ifan asset is kept to another person, it cannot be called an asset of 
the latter, Because, the title of the asset is vested to the former, The asset 
shows always debit balance. According to the economists, an asset is the right 
of a person or group of persons on the claims of services. 

Classification of Assets : The assets of a concern may be divided in two 


classes —(1) Real Assets and (2) Fictitious Assets. 
(1) Real Assets : The assets which can be sold or realised is called 


real assets, As for example, Land & Buildings, Plant & Machinery, Debtors, 


Bills Receivable etc. 
(2) Fictitious Assets : The assets which cannot be realised or sold i. e. 


money cannot be collected from these assets is called fictitious assets. As 
Preliminary Expenses, Discount on issue of shares etc. 

Classification of Real Assets: According to the nature of liquidity, the 
assets of a concern may be divided into two classes : (A) Fixed Assets and 


(B) Current Assets. 
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(A). Fixed Assets : The assets which are acquired and held permanently 
to earn profit or to receive service are called fixed assets, Generally, the prices 
of the assets are fixed during their lives. For example, land & buildings, plant 
& machinery, furniture & fixture etc. 

The fixed assets are divided into two classes—í(a) Fixed Tangible Assets 
and (b) Fixed Intangible Assets. 

(a) Fixed Tangible Assets: The fixed assets, physical existence of 
which can be proved by hands, eyes etc are called fixed tangible assets. 
As for example, land & buildings, plant & machinery, furniture & fixture etc. 
The values of those fixed tangible assets gradually decreased to earn profit 
or to render service are called wasting assets, 

(b) Fixed Intangible Assets: The fixed assets, physical existence of 
which cannot be proved by hands, eyes etc. are called fixed intangible assets. 
For examples ; goodwill, trade mark, patent etc, 

(B) Current Assets : The assets which can be used to pay up liabilities 
and changed their conditions frequently, are called current assets, For 
example ; stock in-trade, Bank, cash etc. 

The current assets may be divided into three classes : (a) Liquid Assets 
(b) Circulating Assets and (c) Current Intrangible Assets. ў 


(a) Liquid Assets: Тһе assets, which can be used to рау up liabilities 
of a concern, is called liquid assets. As for example, cash in hand, cash at 
Bank etc. 1 

(b) Floating or Circulating Assets: The assets, which are converted into 

different forms to run to business, are called floating or circulating assets. 
For example, cash is paid creditors for purchase of goods, the stock may he 
converted to debtors for credit sales, the cheques or bill of exchange can be 
received from debtors and on maturity it is converted to cash, Again, the 
cash is used to purchase goods and circulated to earn profit. i Ў 

(c) Current Intangible Assets: The current assets, the physical 
existence of which cannot be proved by hands, eyes etc. are called current 
intangible assets. For example, prepaid expenses, accrued incomes etc. 

The intangible assets, by which losses or expenses of the business are 
shown in the Balance Sheet is called current intangible assets. As for example 
preliminary expenses, debit balance of Profit & Loss Account etc, i 


Тһе above classification of assets can be shown in the following table : 


Assets 
| 
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а Fictitious 
Y Y 
Current Fixed 
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Fixed Tangible Fixed Intangible 


E ud Y 
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Difference between Fixed Assets and Current Assets: The differences 
between fixed assets and current assets are discussed below : 


amne. 


Fixed Assets 
1. The shape of. fixed assets is 
not changed during their life. For 
this reason it is called non-convertable 
assets. 


2. The assets are used to earn 
profit indirectly. 

3. The change of market prices 
is not influenced the assets in a 
Balance Sheet, 

4. The depreciation is to be 
charged on the assets excepts good- 
will, land etc. 

5. The assets are not purchased 
for sales like goods. The assets are 
kept in a business for future services. 

6. The assets are acquired in 
exchange of huge amount of capital. 

7. The assets may not be 
converted easily into cash. 

8. The assets are used in a 
business for a long time. 


Current Assets 


1. The assets are changed after 


their creation. As, the amount of 
debtors is increased on credit sale of 
goods; on payment of cash by 
debtors, the amount of debtors is 
decreased and amount cash is in- 
creased. 

2. The assets are used to earn’ 
profit of the business directly. 

3. The change of market prices 
are influenced the assets in а Balance 
Sheet. 

4. The depreciation is not 
charged on these assets. 


5. The assets are purchased for 
sales. The assets are not kept in the 
business for future services. 

6. Generally, these assets аге 
acquired in exchange of small amount 
of capital. 

7. The assets may be converted 
easily into cash. 

8, The assets are not used ina 
business for a long time. 


е 


Valuation of Assets 


The assets of a concern are to be valued at the reasonable prices. 
Generally, the assets are not to be valued at above the cost prices. The 
valuation of fixed assets and current assets are discussed below : 


(a) Valuation of Fixed Assets : 
y made in the purchase price or cost price and the assets are reduced 


generall. 


The valustion of fixed. assets are 


by normal depreciation at the end ofeach accounting period. The change of 


pri 


ce level does not effect the value of fixed assets; but in the case of 


obsolence, the related assets are shown in the market price. 


(b) Valuation of Current Assets : 


price or market price which ever is less. 


The current assets are valued at cost 
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(c) Valuation of assets other than Fixed and Current Assets : The assets 
other than fixed and current assets are valued in book values. : 


Assets vs. Property 


We are generally used the assets and property in asame meaning. But 
these are not same things, 

The physical items and right which are owned by the concern or person 
are called assets. For example, Land & Building, Plant & Machinery, Patents, 
Goodwilletc. So, the tangible and intangible items are included in assets. 

But, the assets which are tangible and tangible to other parties are 
called properly. As for example, Land & Building, Plant & Machinery, 
Furniture etc. 

Net Assets: The amount which is determined by deducting external 
liabilities from the realisable assets of a concern, is called Net Assets. The 


formula for determination of net assets is, 
Net Assets = Realisable Assets — Баел] Liabilities. 


Liabilities 
Definition : As defined by Prof, G. D. Roy “ «+» liabilities may be said 
to be promises. Such promises are indirectly in favour of specific persons 
for money, goods or specific human services.” 


So, the legal obligations of a person or a concern to another person or 
concern for re-imbursement, payable in cash, cheques, goods or services are 
called liabilities. They are also the rights or claims on assets of a concern or a 
person. For example, creditors, loans, bills payable etc. 

Generally, a liability means a debt payable to others, Again, a liability 
may be defined as a claim on assets and a liability for a concern means an 
amount payable to creditors. 


In Economics, the sources of assets or right or claim on assets are 
called liabilities. So, the liability is the right on assets of creditors or 
proprietors. But, the liability can be simply meant by the right on assets of 
the creditors. 

Classification of Liabilities: The writers of the Accountancy have 
classified the liabilities in the following ways : 

(1) Internal Liabilities: The liabilities which are payable to owner or 
owners of the concern is called internal liabilities. For example, capital, 
reserve, credit balance of Profit & Loss Account etc. The internal liabilities 
may be divided into two groups : 

(а) Contributed Capital: The amount of Cash, Bank and assets intro- 
duced at the starting time and during life of the concern is called contributed 
capital. For example, Share Capital. 
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(b) Accumulated Profits: The part of the profit which are not with- 
drawn during the accounting period of the concern i.e. it kept in the business 
for future development is called accumulated profits. For example, credit 
balance of Profit & Loss Account, Reserves etc, 

(2) External Liabilities: The liabilities which are DEE to the 
persons other than proprietor or proprietors is called . external liabilities. 
For example, Loans, Creditors, Bills Payable, Bank Overdraft etc. rhe 
external liabilities may be divided into two classes : 

(a) Fixed External Liabilities: The external liabilities which are 
re-payable after a long period of time i.e. these are taken on the condition that 
the amount is re-payable after a long period of time, are called Fixed External 
Liabilities. For example, Debentures, Loan on Mortgage etc. 

(b) Current External Liabilities: The external liabilities which are 
taken and repaid within an accounting period are called Current External 
Liabilities. For example, Creditors, Bills Payable, Short-term loan etc. 

The current external liabilities may be sub divided into two groups — 
(i) Deferred External Liabilities and (ii) Liquid External Liabilities. 

(i) Deferred External Liabilities : The current external liabilities 
which are paid during an accounting period, but after one month from the date 
of occurring liabilities, are called deferred external liabilities. 

(ii) Liquid External Liabilities : The current external liabilities, which 
are to be paid within a month from the date of occurring the liabilities are 
called liquid external liabilities. 

The classification of liabilities are shown in the following diagram : 


yea 


j Y 
Internal Liabilities External Liabilities 
| 


Y Y Y Y 
Contributed Capital Accummulated Fixed External Current External 
Profit Liabilities Liabilities 
| 


+ i 
Deferred External Liabilities Liquid External Liabilities 
Capital 


Definition: The amount of cash or assets is introduced by the pro- 
prietor or proprietors to acquire assets of a business is called capital. If any 
part of profit is retained to acquire assets is also called capital The amount 
of capital is represented by the realisable assets of the business. 
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Classification of Capital : The Capital may be divided into two classes : 
(1) Money Capital or Financial Capital and (2) Watered Capital. 

(1) Money Capital: The amount of cash or Bank which is introduced 
by the proprietor or proprietors to start or to maintain the business is called 
financial or money capital. The money is also converted into various types of 
assets. 

eForms of Financial or Money Capital: According to the nature of 
conversion of money, the financial capital may be divided into four classes : 

(a) Fixed Capital: The amount of financial capital which is used to 
purchase the fixed assets like, land & building, plant & machinery, furniture & 
fixture etc. are called fixed capital. 

(b) Floating or Circulating Capital : The amount of financial capital 
which is used to purchase or acquire the circulating assets like, raw materials, 
finished goods, debtors etc. is called floating or-circulating capital. 

(e) Trading Capital: The amount of financial capital which is paid 
for purchase of fixed assets and floating assets, is called trading capital. 

(d) Working. Capital: The amount of capital which is engaged to 
maintain the daily transactions of a business is called working capital. The 
formula for determination of working capital is, 

Working Capital — Current Assets — Current Liabilities 

(2) Watered Capital: The amount of capital which is represented by 
the preliminary expenses, discount on issue of shares or debentures, other 
fictitious assets, prepaid expenses, outstanding incomes etc., is called 
watered capital, The Share Capital which is issued to shareholders without 
any contributions is also called Watered Capital, as, bonus shares. 


Is Capital a Liability ? 


- The capital is called a liability of a business. Under the Entity concept, 
the owner and business аге to be treated separately. Under the concept, every 
accounting unit has separate entity and all transactions can be efficiently 
recorded in the books of accounts under the Double Entry System. When the 
owner contributes cash and/or assets to the business, cash and/or assets are 
received by the business and the owner is the suppliers of the assets. So, the 
owner is to be credited by the business. But the owner is not a creditor like 
other suppliers. For this reason, Capital Account is to be credited for the 
supply of cash and assets. It is the liability of a business to repay the amount 
of capital on liquidation. So, the capital is the liability of a business, 
but itis not an ordinary liability. It is an internal liability or proprietorship 
of a business. 

Balance Sheet Equation 
Definition: The equation, by which the assets and liabilities of a Balance 
Sheet, are shown in different forms, is called Balance Sheet Equation. 


—o_ 
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A=L o .. — (d) where, A— Assets 
L=Liabilities " 
In the case of a profit-seeking concern, 
A-EL-LLorC .. (i) where, A=Assets 
E.L=External Liabilities 
L.L=Internal Liabilities 
C=Capital 
In the case of a non-profit-seeking concern, 
A=L+CF . + (iii) where, A=Assets 
L=Liabilities 
C.F=Capital Fund 
Uses of Balance Sheet Equations : The uses of accounting equations are 
discussed below : 
(a) The analysis of transactions under the Double Entry System can be 
made with the help of the Balance Sheet equations. 
(b) The debit aspect and credit aspect of all transactions can be 
explained by the equations. 
(c) The base of equations is the assets is equal to liabilities. So, the 
correctness of the recording of the transactions can be verified by the equations. 


Equities 


Definition: The rights or claims to assets’ of a concern are called 
equities. 

The modern writers of Accountancy use the word in a broader sense. 
Simply, it may be said that the assets of a concern can be represented by the 
equities. 

Classification of Equities : The equities may be divided into two 
classes: (i) External Equity and (ii) Internal Equity. 

(i) External Equity : The amouut of cash and/or assets which are 
introduced by the persons other than owner or owners, is called External 
Equity. For example, Creditors, Bills payable, Loan etc. 

(ii) Internal Equity : The amount which is payable to owner or owners 
for the contribution of capital and non-distribution of profit. Та the case ofa 
profitseeking concern, it is called capital and in the case of a non-profit- 
seeking concern, it is called capital fund. For example, Capital, Reserve, 
credit balance of Profit & Loss Account ete. : 

Differences between Assets and Liabilities : The differences between 


the assets and liabilities are discussed to the next page : 
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а. 


Assets 


| Liabilities 


1. The assets of a concern help 
to earn profit or to create surplus. 

2. The cheques or cash is recei- 
vable for sale of assets. 

3. The depreciation on fixed 
assets is charged at the end of each 
accounting period, The current assets 
are valued at the end of each account- 
ing period at cost price or market 
price which ever is less. 

4. The claim on assets of pro- 
prietors, or outsiders cannot be 
shown separatély. The excess of 
realisable assets over external liabilities 
is called proprietorship. 

5. АП types of assets are not 
realisable. For example, no cash or 
cheques is realisable from a fictitious 
assets. But, it is shown in the assets 
side of the Balance Sheet. 

6. The assets always show the 
debit balances. 

7. The assets may be described 
as the claims on services. 


8. The assets are shownin the 
right-hand side of a Balance Sheet, 

9. The assets may be created by 
the contract or these may be created 
without any contract. As for example, 
the Debtors Account is created for 
credit sale of goods. Again, the 
a Goodwill Account is created without 
any contract. 


1. The liabilities want to pay 
money to outsiders. 

2. The cheques or cash is payable 
for repayment of liabilities, 

3. The depreciation is not charged 
on the liabilities. The values of 
liabilities are not generally changed 
on valuation at the end of accounting 
period, 


4. The liabilities are to be 
divided into two classes—internal and 
external liabilities. These two types 
of liabilities are shown separately. 


5. All types of liabilities are to 
be re-paid to the outsiders or proprie- 
tors (i.e. all liabilities are to be repaid.) 


6. The liabilities show 
the credit balances. 

7. Theliabilities may be described 
as the promises to pay the parties 
by the accounting unit. 


8. The liabilities are shown in 


always 


| the left-hand side of a Balance ‘Sheet. 


9. The liabilities are created from 
the contracts with other persons. For 
example, the Loan Account is in- 
creased for the contract of a further 
loan and the creditors Account is 
increased for credit purchase of 


goods. 
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Preparation of Balance Sheet 


A Balance Sheet is prepared with the assets and liabilities of the concern 


The assets of the concern are recorded in right-hand side і.е. 


"Assets side of a 
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Balance Sheet and the liabilities are recorded in the left-hand side i.e. ‘Liabilities 
side’ of a Balance Sheet. But in the American System, the assets are recorded 
in the left-hand side and the liabilities are recorded in the right-hand side of 
a Balance Sheet. It is prepared on a particular date after preparation of the 
final accounts, The heading of a Balance Sheet is given below : 
Balance Sheet as at (Date) - 
A specimen of a Balance Sheet of business is given below : 
Balance Sheet as at------(Date) . 


м M —— 


Liabilities . Amount Assets Amount 
Rs. Rs. Rs. 
Capital : Goodwill 3 
Opening balance кет and Copyright 
п 


Add Net Profit 
Building 


Freehold Property 


Less Drawings Plant and Machinery 


Furniture 
Capital Reserve Fixture and Fittings 
General Reserve Loose tools 
Loans Stock-in-trade 
Bank Overdraft Sundry Debtors 
Bills Payable E. Bills Receivable 
Sundry Creditors n Investments 

Cash at Bank 

Cash in hand 

Mau «О УЖ, 


Assets and Liabilities of a Balance Sheet: The assets and liabilities of 
а concern are shown systematically in a Balance Sheet. The details of assets 
of a profit-seeking concern are discussed below : 

(1) Goodwill: It is an intangible assets of a business. After, valuation, 
it is recorded in assets side. 

(2) Land: Иза tangible asset and recorded in the assets side, 

(3) Building : It is a tangible assets and recorded in the assets side, 

(4) Freehold Property: It is a tangible fixed asset and value of it 
is recorded in the assets side. 

(5) Leasehold Property: It is a tangible fixed asset and its value is 
recorded in the assets side. 

(6) Plant & Machinery: These are tangible fixed assets and recorded 
in the assets side, 

(7) Patents & Copyrights: There are intangible fixed assets and 
recorded in the assets side. 
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(8) Furniture : It is a tangible asset and recorded in the assets side. 


(9) Fixture & Fittings: These are tangible fixed assets and recorded 
in the assets side. 


(10) Loose Tools: These are tangible fixed assets and recorded in 
the assets side. 


(11) Stock-in-trade: The value of unsold stock at the end of each 
accounting period are tangible current assets and recorded in the assets side. 


(12) Bills Receivable: These are tangible current assets and recorded 
in the assets side. 


(13) Sundry Debtors: The amount which is receivable from a person 
or persons by a concern is called sundry debtors. The cheque or cash which 
is realised from a debtor, is a tangible current asset and recorded in assets 
side of a Balance Sheet. So, the balance of sundry debtors is an asset. 


(14) Investment: A business can purchase shares, debentures and 
other securities to earn interest and dividend. These shares, debentures and 
other securities are called investment, It is a tangible assets and recorded 
in the assets side, 


(15) Cash at Bank: The balance of a Bank account on the date of 
preparation of a Balance Sheet, is called Cash at Bank, It isa tangible 
current asset and recorded in the assets side. 


(16) Cash in hand : The balance of cash book on the date of prepara- 
tion of a Balance Sheet in a tangible current asset and recorded in the 
assets side. 


(17) Prepaid Expenses: The amount of expenses which is paid for 
next accounting period is called pre-paid expenses. It is an intangible asset 
and recorded in assets side. 

(18) Accrued Incomes: The amount of income which is accrued but 
not received in an accounting period is called accrued incomes. It is an 
intangible current asset and recorded in the assets side. 

The liabilities which are recorded in the liabilities side of a Balance 
Sheet are discussed below : 

1. Capital: Amount of cash, Bank and Assets are introduced bya 
proprietor or proprietors are called Capital. Every business collects capital from 
a proprietor or proprietors. So, jt is a fixed liabilities of a business, In the case 
of a sole proprietorship and partnership business, net profit is included with 
capital and net loss is deducted from capital. The amounts of drawings or loss 
are also deducted from capital in the Balance Sheet. In the case of а company 
the Share Capital is kept intact except in the case of capital reduction. 


2. Captial Reserve: A reserve which is created out of capital profits, 
is called capital reserve. It is an internal liability of a business. 


а. 


| 
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3. General Reserve : А reserve which is created out of net profit to 
strengthen the financial position of a business is called General Reserve. 

4. Loan; An amount which is collected from financial institutions 
and other persons to settle the financial needs is called a loan, 

5. Bank Overdraft: The amount which is withdrawn from a Bank 
more than its deposits is called a Bank Overdraft. It is a current liability. 

6. Bills Payable: A business may promise to pay a certain amount 
after a period of time by the written documents. These are called Bills Payable. 
The balance of Bills Payable Account on the date of preparation of a Balance 
Sheet is a current liability. 

7. Sundry Creditors: The amount, which is payable to other persons 
from a business is called Sundry Creditors. It is a current liability and gene- 
rally this is created for credit purchases of goods. 

8. Outstanding Expenses: The expenses which are due but not paid 
in an accounting period is called Outstanding Expenses. It is an intangible 
current liability. 

9. Incomes received in advance: The incomes, which are received for 
next accounting period, are called incomes received in advance.’ It is an in- 
tangible current liability. 


Marshalling of Assets and Liabilities in a Balance Sheet 


Definition : The assets and liabilities of a concern are recorded in a 
Balance Sheet in a systematic way, which is called, marshalling of assets and 
liabilities in a Balance Sheet, The names of assets and their amounts are 
recorded in right-hand side (i e. assets side) of a Balance Sheet. Similarly, the 
names of liabilities and their amounts are recorded in left-hand side (i.e. 
liabilities side) of a Balance Sheet. The assets and liabilities are recorded in a 
Balance Sheet in such a manner that all related persons of the business 
can collect their necessary information easily. 

Methods of Marshalling of Assets and Liabilities in a Balance Sheet : 
The methods of marshalling assets and liabilities are two types: (1) Rigidity 
Preference Method and (2) Liquidity Preference Method. 

1. Rigidity Preference Method : Under this method, at first, all. fixed 
assets are recorded chronologically according to their liquidity and then 
current assets аге also recorded chronologically according to their liquidity. 
Under this method, goodwill, land, building etc. are recorded chronologically 
at the top and cash in hand is recorded at the bottom of the assets side of the. 
Balance Sheet, Because, cash is the a most liquid asset, ) 

Under this method, the fixed liabilities are recorded at the top and started 
from Capital Account. The current liabilities are recorded below the fixed liabi-- 
lities. The current liability, which is to be paid at first, is to be recorded at- 


10[ Ii 85 J 
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the bottom. Generally, Bank overdraft is recordedat the bottom of the liabilities 
side of a Balance Sheet. 

The marshalling of assets and liabilities under Rigidity Preference 
Method is shown below : 


Balance Sheet as at 19... 


итрина, сс 


Liabilities Amount Assets Amount. 
Rs. Rs. | Rs. 
Capital : Goodwill 
Opening balance pe Patents 
Add Net profit We Land 
ETT Buildings 
: ө Freehold Property 
Less Drawings Y Plant 
[TT Ds Machinery 
Capital Reserve s Furniture 
General Reserve sis Fixture and Fittings | 
Loans zd Loose tools 
Sundry Creditors ds Stores 
Bills Payable = Stock-in-trade 
Bank Overdraft nif Bill Receivable 
Sundry Debtors 
| Investments 
Cash at Bank 
Cash in hand 
[елли Á 


2. Liquidity Preference Method: Under this method, assets are 
recorded according to their priority in quick realisation. The asset which is re- 
alisable in cash at first will be recorded at the top of ‘assets side’, So, cash in 
hand is recorded at the top and other assets are recorded according to their 
priority in realisation. The current assets are recorded at first and fixed 
assets are recorded below the assets. The asset, which is realised at last, is 
recorded at the bottom of all other assets, For example, Goodwill Account 
is recorded below the all other assets. 


Under this method, all current liabilities are recorded at the top and fixed 
liabilities are recorded below the current liabilities. The liability, which can 
be paid at first, is recorded at the top of the liabilities side and other liabilities 
are recorded according to their priority in quick payments. Under this 
method, Bank overdraft is recorded at the top of the liabilities side and 
capital is recorded at bottom of the liabilities side, 
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A specimen form of marshalling assets and liabilities in a Balance 
Sheet is given below : Ч 
Balance Sheet as at--:19--. 


көз. 


Liabilities Amount Assets Amount 
Rs. | Re. Re. 
Bank Overdraft rea Cash in hand 
Bills Payable wo Cash at Bank 
Sundry Creditors reps Bills Receivable 
Loans M Sundry Debtors 
General Reserve a Stock-in-trade 
Capital Reserve Ж Investments 
Capital : Loose tools 
Opening Balance be Stores 
Add Net Profit tn Fixture and Fittings 
LET Furniture 
ay Plant 
Less Drawings T Machinery 
—— uk Freehold property 
Buildings 
Land 
Patents 
Goodwill 
— 
hoe: — а 


In many concerns, the assets and liabilities are recorded in mixed 
method. The assets of the concern are recorded under Liquidity Preference 
Method and liabilities are recorded under Rigidity Preference Method or 
vice versa. 

All types of businesses, except Indian Companies, can record their assets 
and liabilities any one of above mentioned methods. But the Indian companies 
record the assets and liabilities in a Balance Sheet in a proforma specified in 
Schedulde VI and Sec. 211 of the Companies Act 1956. 


The main headings of assets and liabilitis of а company Balance Sheet 
are given below : н 
Balance Sheet of --- Co. Ltd. ·- as at ++ (Date) ++ 


| 
Liabilities | Amount Assets Amount 
| Rs. Rs. . 
1, Share Capital | s 1. Fixed Assets 
2. Reserve and Surplus | ats 2. Investments 
3, Secured Loans e 3. Current Assets and Advances 
4, Unsecured Loans - ә. (A) Current Assets 
5, Current Liabilities and Provisions (B) Loans and Advances 
(A) Current Liabilities B 4. Miscellaneous Expenditure 
(B) Provisions | B 5. Profit & Loss Account 
| 
| x a 
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Advantages of Marshalling of Assets and Liabilities іп а Balance Sheet : 
Tf the assets and liabilities of a Balance Sheet are marshalled properly, many 
important information can be received easily. The advantages of marshalling 
assets and liabilities are given below : 


(а), The amounts of fixed assets and fixed liabilities can be determined 
easily and relation between these can be ascertained. 

(b) The relation between fixed capital and working capital can be 
ascertained. 

(c) The amounts of current assets and current liabilities can be ascer- 
tained easily and also the amount of working capital can be determined easily. 

(4) The amounts of liquid assets and liquid liabilities can be 
ascertained. 

(е) - Net worth of the business can be ascertained easily. 

(7) The amounts of external and internal liabilities can be determined 
easily. i 

Illustration 1: Prepare a Balance Sheet of Prabir Roy as at 3151 
December, 1984 from the following information : 


Sundry Debtors Rs. 12,000; Sundry Creditors Rs. 17,000 ; Provision 
for Doubtfull Debts Rs. 1,000 ; Bank Overdraft Rs. 2,000 ; Cash Rs. 2,000; 
Bank Rs. 10,000 ; Stock Rs. 33,000 ; Bills Receivable Rs. 6,000 ; Bills Payable 
Rs. 2,000 ; Goodwill Rs. 20,000 ; Capital Rs. 90,000 ; Furniture & Fixture 
Rs. 8,000 ; Profit during the year Rs. 12,000 ; Plant & Machinery Rs. 30,000 ; 
Drawing during the year Rs. 3,000. 
Solution : 

In the Books of Mr. Prabir Roy, 


Balance Sheet as at 31st December, 1984 
ee 


Liabilities Amount Assets Amount 
Rs. Rs. І Rs. : Rr. 

Bank Overdraft 2,000 Cash 2,000 

Bills Payable 2,000 Bank 10,000 

Sundry Creditors 17,000 Bills Receivable 6,000 
Capital Debtors 12,000 

Add Net ne for the year 12000 Less Provision for 

—— Doubtful Debts 1,000 

5 2,000 ——] 11,000 

Less Dusud for the year des 3,000 Stock 33,000 

————— 99,000 Furniture and Fixture 8,000 

Plant and Machinery 30,000 

Goodwill 20,000 

1,20,000 | 120,000. 
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Determination of Capital from Assets and External Liabilitics : The 
totals of assets and liabilities are always equal if all transactions are correctly 
recorded in the books of accounts. An asset or a liability may be unknown from 
a Balance Sheet. Then the assets or liability can be determined by differentia- 
ting between the sum total of assets and liabilities. The business liabilities 
may be divided into two classes—(1) External Liabilities ; as, Loan, Sundry 
Debtors, Bank Overdraft etc. (2) Internal Liabilities ; as, Capital, General 
Reserve etc. If there are all types of assets and external liabilities in a problem, 
then the amount of internal liabilities (i.e. Capital, undistributed profit etc.) 
can be determined by differentiating between the sum total of assets and 
external liabilities, The closing capital of a concern can be determined by 
adding the profit and subtracting drawing with opening capital. Similarly, 
the opening capital of concern can be determined by subtracting the profit and 
adding the drawings with the closing capital. So, the following equation is to be 
used to determine the opening capital, closing capital, profit or loss, assets etc; 

Assets — External Liabilities = 

Opening Capital J-Profit or— Loss) — Drawings. 
.  Wiustration 2: From the balances in the books of Sri Pasupati Das, 
prepare a Balance Sheet as at 31st December, 1984 and ascertain the amount 
of capital as on that date; Goodwill Rs. 28,000; Land and Building 
Rs. 80,000; Plant and Machinery Rs. 30,000; Furniture and Fixture 
Rs. 10,000; Investments Rs. 9,000; Stock in trade Rs. 13,000; Sundry 
Debtors Rs. 8,500 ; Bills Receivable Rs. 3,500; Cash at Bank Rs. 3,000; 
Cash in hand Rs, 2,000 ; Sundry Creditors Rs. 12,000 ; Bills Payable Rs. 4,000; 
Loans Rs. 3,800 


Solution : 
\ In the Books of, Pasupati Das 
Balance Sheet as at 31st December, 1984 
Liabilities Amount Assets Amount 
х Ез. Rs. 

Sundry Creditors 12,000 Goodwill 28,000 
Bills Payable 4,000 Land and Building 80,000 
Loans 3,800 Plant and Machinery 30,000 
Capital 1,67,200 Furniture and Fixture 10,000 
(Balancing figure) Investments 9,000 
Stock-in-trade 13,000. 

Sundry Debtors 8,500 

Bills Receivable 3,500 

Cash at Bank 3,000 

Cash in hand 2,000 

1,87,000 Е 1,87,000 
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Solution of Important Problems 


Illustration 3: From the following particulars prepare a Balance Sheet 
as at 31st December, 1984: Land Rs. 50,000; Furniture and Fixture 
Rs. 4,000; Plant and Machinery Rs. 35,000; Building Rs. 40,000 ; Stock 
Rs. 30,000; Sundry Debtors Rs 30,000 ; Bills Receivable Rs. 1,500 ; Bills 
Payable Rs. 8,000 ; Sundry Creditors Rs. 22,000 ; Cash in hand Rs. 6,000 ; 
General Reserve Rs. 9,000 ; Cash at Bank Rs. 20,000 ; Capital Ёз. 1,25,000 ; 
Net Profit for the year Rs, 48,000 ; Drawings for the year Rs. - 5,000, 

Depreciation оп: Furniture and Fixture Rs. 500 ; Plant and Machinery 
Rs, 3,500 ; Buildings Rs. 4,000. Provision for Doubtful Debtors Rs. 1,500. 
Solution : 

Balance Sheet as at 31st December, 1984 


RS A 


Liabilities Amount Assets Amount 
Rs. Rs, Rs. Rs. 
Bills Payable 8,000 Cash in hand 6,000 
Sundry Creditors 22,000 Cash at Bank 20,000 
General Reserve 9,000 Bills Receivable 1,500 
Capital 1,25,000 Sundry Debtors 30,000 
Add Net profit $ Less Provision for 
for the year 48,000 Doubtful Debts 1,500 
1 ——| 28,500 
1,73,000 
Less Drawings Stock 30,000 
during the year 5.000 | 1,68,000 Furniture and Fixture 4,000 
Da Less Depreciation 500 3,500 


Plant and Machinery 35,000 | 
Less Depreciation 3,500 31,500 


Buildin, 40,000 
Less Depreciation 4,000 36,000 
n 


Illustration 4: From the following information prepare a Balance Sheet 
as at 31st December, 1984: Goodwill Rs. 50,000 ; Capital Rs, 2,50,000 ; 
Loans and Advances (Cr) Rs, 32,000; Land and Building Rs, 1,20,000 ; 
Drawings Rs, 12,000 ; Plant and Machinery Rs. 80,000 ; Furniture and Fittings 
Rs. 20,000; Stock in trade Rs, 28,000 ; Investments Rs, 34,000 ; Sundry 
Creditors Rs, 30,000 ; Sundry Debtors Rs, 28,000; Bills Receivable Rs, 12,000 ; 
Bills Payable Rs, 20,000 ; Cash at Bank Rs, 3,000; Cash in hand Rs, 12,000 ; 
Advance Rent paid Rs, 2,000 ; Outstanding Liabilities : Wages Rs, 1,500 
and Salaries Rs, 500, 

Depreciation charged on: Land and Building Rs, 12,000; Plant 
and Machinery Rs, 12,000; Furniture and Fittings Rs, 8,000 ; Provision 
for Doubtful Debts Rs, 3,000 ; Net Profit during the year Rs, 32,000. 


Solution 
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Balance Sheet as at 31st December, 1984 


a manana 


_———— ————— 


Liabilities Amount rg Assets Amount 
Rs. Rs. . Rs. Rs. 

Capital 2,50,000 Goodwill 50,000 
Add Net Profit Land and Building 1,20,000 
during the year 32,000 Less Depreciation 12,000 

1,08,000 
2,82,000 Plant and Machinery 80,000 

Less Drawings Less Depreciation 12,000 4 

during the year 12,000 “ 68,000 
—— — | 2,70,000 Furniture and Fittings 20,000 
Loans and Advances 32,000 Less Depreciation 8,000 

Sundry Creditors 30,000 -—— 12,000 

Bills Payable 20,000 Investments 34,000 

Outstanding Liabilities : Stock in trade 28,000 
Wages 1,500 Sundry Debtors 28,000 

Salaries 500 Less Provision for 

— 2,000 Doubtful Debts 3,000 

25,000 

Bills Receivable 12,000 

Cash at Bank 3,000 

Cash in hand 12,000 

Advance Rent paid 2,000 

3,54,000 3,54,000 


Illustration 5: Correct the following Balance Sheet and show the 


corrected one : 


Balance Sheet for the year ended 
31st December, 1980 


Dr. 
Liabilities & Capital 


Capital 

Bank Overdraft 

Bills Payable 

Sundry Creditors 

Provision for Doubtful 
Debts 


Profit & Loss А/с 


1,72,000 


Rs, 
50,000 
30,000 
10,000 
40,000 


2,000 
40,000 


| 


Cr. 
‘Assets & Property 
Rs, 

Sundry Debtors 40,000 
Goodwill 10,000 
Furniture and Fixture 20,000 
Plant and Machinery 80,000 
Stock 10,000 
Drawings A/c 10,000 
Cash in hand 2,000 

1,72,000 


[ W. В, Н. S. Examination—1982 ] 
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Solution 
Balance Sheet as at 31st December, 1980 


Liabilities Assets Amount 
Rs. Rs. Rs. 

ital 50,000 Goodwill — . 10,000 
Cdi Profit & Loss Account 40,000 Plant and Machinery 80,000 
——| Furniture and Fixture 20,000. 
90,000 ock 10,000 

Less Drawings 10,000 Sundry Debtors 40,000 

Less Provision for 

Bank Overdraft Doubtful Debts 2,000 
‘Sundry Creditors * 38,000 
Bills Payable Cash in hand 2,000 
1,60,000 


порын шыш. ee ee ee NN 
. Illustration 6 : Following is the Balance Sheet of a business as at 31st 
March, 1985 : 


Balance Sheet as at 31st March, 1985 


Liabilities Assets 
Rs. S РЕЖ Re. 
Capital 1,00,000 | Building 80,000 
General Reserve 45,000 Plant and Machinery 30,000 : 
Loan @ 6 | 25,000 Furniture and Fittings 18,000 
Sundry Creditors 15,000] © Stock 19,000 
Bank Overdraft 11,000 Sundry Debtors 17,000 
Bills Receivable 15,000 
Bank 11,000 
Cash 6,000 
1,96,000 1.96,000 


Calculate the amount of (a) total assets, (b) current assets, ‘c) fixed assets, 
5 (d) working capital, (e) owner's equity of the business as at 31st March, 1985, 
Solution : 


(a) Amount of total assets as on 31st March, 1985 Rs. 1,96,000 
(b) Calculation of Current Assets : 


Statement of Total Current Assets as on 31st March, 1985 


Rs. 

Stock 

Sundry Debtors 17000 

. Bills Receivable 15,000 

. Bank 11,000 

... Cash 6,000 

- Total Current Assets 68,000 

25 ~ ——————— 4 
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(a) Calculation of total amount of Fixed Assets : 
Statement of Total Fixed Assets as on 31st March, 1985 


Building 
Plant and Machinery 
Furniture and Fittings 


Total Fixed Assets 


(b' Calculation of total amount of Working Capital : 
Statement of Working Capital as on 31st March, 1985 


Current Assets ї Rs. Rr. 

Stock 19,000 

Sundry Debtors 17,000 

Bills Receivable 15,000 

Bank 11,000 

Cash 6,000 | 68,000 
Less Current Liabilities : 

Sundry Creditors 15,000 

Bank Overdraft 11,000 | 26,000 

Working Capital 42,000 


(c) Calculation of Owner's Equity : 
Statement of Owner's Equity as on 31st March, 1985 


Rs. Rs. 
Total Assets 1,96,000 
Less Outsiders’ Liabilities : 
Loan @ 67; 25,000 
Sundry Creditors 15,000 
Bank Overdraft is 11,000 | 51,000 
Owner's Equity 1,45,000 


—————————————————————— 
Or 
*Statement of Owner's Equity 


Rs. 
Capital 1,00,000 
Add Reserves an 1 Surplus : 
Reserve 45,000 
Owner's Equity 1,45,000 


a 
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Exercises 


(A) Essay-type Answer Questions 
1. What is Balance Sheet ? What are the information available from it ? 
[ Specimen Questions of Н. S. Council, 1976 & 1980 1 
[Ans.: Write from ‘Balance Sheet (P. 3.126) and ‘Information available 
from a Balance’ (P. 3.128)] 


2. What do you mean Balance Sheet? What are the objects of 


preparing it ? [ Tripura, H, S., 1978 ] 


[Ans.: Write from ‘Balance Sheet (Р. 3.126) and ‘Uses of a Balance 
Sheet’ (P 3.129 )] 
3. Distinguish between Trial Balance and Balance Sheet, 
[ W. B. H. S. Examin , 1978, 1979 ; Tripura H. S , 1978 ; 
; Specimen Questions of Н. S. Council, 1980 ] 
[Ans.: Write from ‘Differences between Trial Balance and Balance 
Sheet’ (P. 3.130)] 


4. ‘Balance Sheet is in fact a Second Trial Balance-—Comment on the 


statement. [ W. В. Н S. Examination 1978 ; Tripura, 1978 ] 


Or 
What is Balance Sheet? Can Balance Sheet be called a Second Trial 


Balances ? Answer with reasons, [ W. В. Н. S. Examination, 1982 ] 


[Ans.: Write from *IsBalance Sheet a Second Trial Balance ?' (Р, 3.129 )] 
5. What is marshalling of assets and liabilitis in the Balance Sheet ? 


Describe the various methods of marshalling. -[ Tripura Н. S. 1978 ] 


[Апз.: Write from ‘Marshalling of a Balance Sheet’ (Р. 3.145 )] 


6. Indicate the major points of difference and inter-relations between 


Profit & Loss Account and Balance Sheet. [ Samsad Parichiti Feb.-Mar., 1978] 


[Ans.: Write from ‘Difference between Profit & Loss Account and 
Balance Sheet’ (P. 3,130 ) 


7. Point out the differences between Assets & Properties. 
[ Question Bank New Delhi ] 
[Ans.: Write from ‘Assets Vs Property (P. 3.138 )] 


8. Explain what is a Balance Sheet, Why is it prepared ? 
: [ Question Bank, New Delhi ] 
[Ans.:. Write from ‘Balance Sheet’ (Р. 3.126) and ‘Information of 
available from а Balance Sheet’ (P. 3.128 } 


9. ‘Balance Sheet is a Sheet of Balances’ —Discuss the statement, 
[ Question Bank, New Delhi ] 
[Ans.: Write from ‘Balance Sheet —a Sheet of Balances’ (P. 3 133 )] 
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10. “It is said that the Balance Sheet is a statement and not an account” 
—Do you agree ? Answer with reasons. [ W. B. Н. S. Examination, 1980] 
[Ans,: Write from ‘Is Balance Sheet an Account ? (P. 3 127 )] 

11. Some methods are followed in arranging the left-hand and right-hand 

sides of the Balance Sheet. Name the methods. 

[ W. B. Н. S. Examination, 1980 ] 

[Ans.: Write from *Marshalling of a Balance Sheet" (Р. 3.145 Л 

12. What do you mean by ‘Assets’ and ‘Liabilities’ > How are these 

classified ? Illustrate your answer. 

[ Specimen Questions of Н. S. Council, 1980 ] 

[Ans.: Write from ‘Assets’ ( P. 3.135 ) and ‘Liabilities’ (Р, 3.131 Y) 

13, Distinguish between fixed assets and current assets. Ш 

[ C. U. B. Com., 1977 ; №. В. U. B. Com., 1977 ] 

Ans. : : Write from ‘Differences between Fixed Assets and Current 
Assets’ P. 3.137 Y) 

14. Is Balance Sheet an Account ? Give reasons for your answer. 

[ C. U. B. Com., 1975 ] 
[Ans, : Write from ‘Js Balance Sheet an Account ? (P. 3.127 )) 

15. What do you mean by a Balance Sheet ? Why is it prepared ? 

М [ W. В. Н. S. Examination, 1981 ] 
[Ans,: Writefrom ‘Balance Sheet’ (P. 3.126 ) and ‘Information avail- 
able from a Balance Sheet" ? (P, 3 138 )] 

16. State the inter-relation between Profit & Loss Account and Balance 
Sheet, ^ [ W. В. Н. S. Examination, 1981 ) 

[Ans.: Write from ‘Relation between Profit & Loss Account and Balance 

Sheet’ (P. 3.134 )] Ў 
17, Distinguish between Assets and Liabilities. [ Tripura Н. S. 1982 ] 

Or 
How Assets differ from Liabilities ? 
[ Specimen Questions of Н. S. Council, 1984 ) 
(Ans. :. Writé from ‘Differences between Assets and Liabilities’ (P. 3 141)] 
18. What do you mean ‘Assets’ and ‘Liabilities’? How are these 
classified ? Illustrate your answer. « 

( Г Specimen Questions of Н. S Council, 1984 ] 
[Ans.: Write from ‘Assets’ (P 3.135), ‘Liabilities’ (Р 3.138) 'Classifica- 
tion of Assets’ (3.135) and ‘Classification of Liabilities’ Р, 3.138)] 

19. ‘Balance Sheet is a Sheet of Balances’. — Discuss the statement, 

[ Question Bank, New Delhi ] 
[Ans.: Write from “Balance Sheet —a Sheet of Balances (P, 3.133)] 

20, What are the limitations of a Balance Sheet ? 

[ Maxwell’s Questions Series—New Zealand] 
[Ans: Write from ‘Limitations of a Balance Sheet (P. 3.133 ) 
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21. Write an essay on mae Sheet ( Introduction, its nature and con- 
tents ; its role and importance, éonclusion. ) 
W. В. Н. S. Examination —1980 ] 


- 

Ans.: Write from ‘Balance Sheet’ (P 3.126) 

23 Is preparation of a Balance Sheet of a Terminable Venture or event 
possible ? 

Ans.: Write from ‘Is preparation of a Balance Sheet of a Terminable 
venture or Event possible ? (Р 3.135 ) 

(B) Short-type Answer Questions. 

1. Write a Short note on : 

Limitations of Balance Sheet. 

[Ans : Write from ‘Limitations of a Balance Sheet’ (P. 3.133 )] 

„2. Write a short note: Marshalling of Assets. 
ә [ С. О. В. Com. (Hons.), 1975 | 

[Ans.: Write from ‘Marshalling of Assets and Liabilities’ Р, 3.145 )] 

(C) Practical Questions : 

1. Below are given certain ledger accounts of a firm as on 31st March, 
1985, from which you are required to draw up a Balance Sheet as on that date : 

Credit Balances: Jadu Rs. 100 ; Madhu Rs, 200 ; Radhu Rs, 400, 

Debit Balances : Jatin Rs, 1,500 ; Matin Rs, 2,500 ; Bratin Rs. 3,000. 

Closing Balances: Cash in hand Rs, 150; Cash at Bank Rs, 1,500 and 
Closing Stock Rs. 2,900. [ B.S E. Higher Secondary, 1960-adapted ) 

[Ans: Capital, Rs, 10,850 ; Total of Balance Sheet, Rs. 11,550.) 

2. Draw up the balance Sheet of Calcutta Paper Company as at 31st 
January, 1985 from the following information 1 

Trade Creditors Rs, 22,700 ; Plant and Machinery as on February 
1,1985 Rs. 20,000 and depreciation provided this year Rs, 1,000; Bank 
Overdraft Rs, 15,600 : Cash in hand Rs. 6,647 ; Trade Debtors Rs, 14,380 : 
Furniture and Fixture as on February 1,1984 Rs. 7,000 and depreciation 
provided this year Rs, 700: Closing Stock Rs. 12,700 ; Proprietor's Capital 
Account Rs. 20,000 ; His drawings this year Rs. 7,200; Net Profit for the 
year as per Profit and Loss Account Rs, 7,927. 

[ C. U, Pre-Univ., 1964-adapted ] 

[Ans. : Total of Balance Sheet, Rs. 59,027. ] ) 

3. Prepare the Balance Sheet as at 315% March, 1985 from the follow- 
ing particulars : 

Sundry Debtors Rs. 21,800 ; Reserved for Bad Debts Rs. 1,800; Bank 
Overdraft Rs. 2,000; Bills Payable Rs. 2,000; Land and Building Rs. 
50,000 ; Plant and Machinery at cost less depreciation Rs. 31,550 ; Furniture 
and Fixture at cost Jess depreciation Rs. 3,225 ; Capital Account on 1-4-84 
85,000 ; Bills Receivable Rs. 3,500 ; Profit for the year as per Profit and Loss 
Account Rs. 30,700; Drawings for the year Rs, 23,500; Cash in hand 
Rs. 220 ; Stock Rs, 3,755 ; Sundry Creditors Rs. 15,000. 

~ . [ €. U. 1965 adapted | 
[Ans.: Total of Balance Sheet, Rs. 1,11,250 and Suspense Account 
(Cr.), Rs. 50.) : 

4. Draw up the Balance Sheet of Calcutta Wood Company as at 31st 

January, 1985 from the following information : 
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Trade Creditors Rs. 20,700 ; Plant and Machinery as оп February 1,1984 
Rs, 22,000 and depreciation provided this year Rs. 1,000 ; Bank Overdraft 
Rs. 15,600 ; Cash in hand Rs. 6,947 ; Trade Debtors Rs. 14,080; Furniture 
and Fixture as on February 1,1984 Rs, 7,000 and depreciation provided this 
Rs. 700 ; Closing Stock Rs. 16,700 ; Proprietors’ Capital Account Rs. 20,000 ; 
His drawings this year Rs, 7,200 ; Net profit for the year as per Profit and Loss 
Account Rs. 9,927. 

( Ans.: Total of Balance Sheet, Rs. 65,027. ) 

5. From the following particulars draft the Balance Sheet of Sri К. 
Madhaban as at 315 March, 1985 : 


Rs. Rs 
y Capital 14,500 ` Sundry Debtors 8,550 
, Drawings > 750- Outstanding Wages 150 b 
Stock-in-trade 3,550 Rent Prepaid 350 
Plant and Machinery 7,500 Investments 1,000 
Bills Receivable 1,500 ү Net Profit for the year 3,500 
Bills Payable 500 Commission accrued but 
Furniture 2,300 not received 200 
Bank Overdraft 2,000 Cash in hand 300 
Sundry Creditors 5,000 Bad Debts Reserve 350 


[ H. S. Exam. (Class ХІ), 1965-adapted| 

( Ans. : | Total of Balance Sheet, Rs. 24,900. ) t 

6. From the following ledger balances of Sri Parasuram and other 
information, prepare a Trading Account and a Profit & Loss Account’ for the 
year ended 3151 December, 1985, and a Balance Sheet as at that date. · 

Ledger Balances : Ї 

Capital Rs. 40,000; Debtors Rs. 26,000 ; Cash in hand Rs. 660 ; Bank 
Overdraft Rs. 2,640 ; Rent, Rates and Taxes Rs. 5,600 ; Carriage Outward 
Rs. 7,140 ; ;Creditors Rs. 20/740 ; Office Expenses Rs. 6,000 ; Bad Debts 
Rs. 400; Plant and Machinery Rs 16,000, Opening Stock Rs. 46,200 ; 
Purchases Rs. 1,66,000 ; Sales Rs. 2,16,480 ; Discount Allowed Rs. 6,920 ; 
Commission Received Rs. 2,940 ; Landed Property Rs. 17,320 ; Reserve Fund 
Rs. 12,000 ; Purchases Return Rs. 4,200 ; Sales Return Rs. 760. 

Other information : 

Closing Stock Rs. 38,000 ; Depreciate Plant & Machinery at 75% per 
annum. Of the Debtors write off Rs. 2,000 as bad debts and create a Reserve 
for future bad debts at 5%. [ B. S. E. Higher Secondary, 1968 adapted | 

( Ans.: Total of Trial Balance, Rs. 2,99,000 ; Gross Profit, Rs. 45,720 5> 
Net Profit, Rs. 18,200 ; Total of Balance Sheet, Rs. 93,580, ) 

Hint: The amount of Provision for Doubtful Debts Rs. 1,200 is to be 
debited in the Profit & Loss Account and that amount is to be deducted from 


the Sundry Debtors Account. 


ENG 
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(D) Objective Questions : 
1, Put a tick mark (J) on the following items which are related to 
Balance Sheet : 


Rs. š Rs, 
(a) Gross Profit * ..4,200 (g) Bank Overdraft 1,000 
(b) Furniture 3,000 (h) Net Profit 1,500 
(c) Bank Dr.) . 6,000 (i) Advance Income 600 
(d) Sundry Creditors 3,000 (j) Closing Stock 9,000 
(e) Salaries < 600 (К) Sundry Debtors 3,000 
(f) Opening Stock 4,000 (1) Outstanding Expenses 100 


(Ans : (b), (с), (d) (8), (Р), (0), (0), (©, (I). ) 
2. Correct the following if considered wrong : 
" (a) Building Account is a liability ; (b) Investment Account is an asset; 
(c) Claim against a party represent our liability ; (d) Bank overdraft is an 
asset; (e) Salary is an asset ; (f) Interest is a liability ; (g) Furniture is an 
expense. [ Specimen Questions of Н. S, Council, 1984 ] 
(Ans.: (a) Building Account is ап asset, (b) correct, (c) Claime 
against a party represent an asset; (d) Bank overdraft is an libability, (e) Salary 
is an expenses (If it means salary received, it is an income), (f) Furniture is 
an asset, f 
3. In the following indicate the alternative which you consider to be 
correct; Machinery can be classified as; (a) Fixed Assets; (b) Current 
Assets ; (c) Liquid Assets. i [ Question Bank, New Delhi ] 
[ Ans. : (a) Fixed Assets. } 
4. If you think that the following Balance Sheet has not been correctly 
drawn, you are to redraw the correct Balance Sheet : 
X Y Z & Co. 
Balance Sheet 
for the year ended 315 March, 1985- 


Liabilities | Amount Assets Amount 
Rs. e Rs 

Sundry Debtors | 12,000. Building 22,800 
Bills Receivable 350 Add Depreciation 1,800 

pital 32,580 24,600 

Add Net Loss 4,980 Rent due but not paid 600 

UNESE YERD 37,560 Loan (Cr.) 6,200 

Sundry Creditors 6,050 

Cash in hand 2,400 

Stock-in-trade (closing) 4,700 

s Stock-in-trade (opening) 5,360 

5 49,910 49,910 

` ——— ————- 

"ura NC OMM тт a 


(Ans. : Total of the correct Balance Sheet, Rs, 40,450. ) 
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5. Complete the following table by putting the missing figures : 
een —PÀÀ M — MÀ 


Serial No. Assets Liabilities | Capital Deficiency 
Rs. Rs. | Ез. Rs. 
1 9,300 1,800 | 
2. 20,000 | 13,000 
3. 40,000 48,000 | 
4. | 6,900 | 25,800 
5 | 10,000 | 4,800 


( Ans : (1) Capital; Rs. 7,500 ; (2) Liabilities, Rs. 7,000 ; (3) Deficiency, 
Rs. 8,000 ; (4) Assets, Rs. 32,700 : (5) Liabilities, Rs. 14,800.) 

6. Classify the following items in Fixed Assets, Current Assets, Fixed 
Liabilities, Current Liabilities, Income and Expense : 

(a) Sales, (b) Investment, (c) Sundry Debtors, 'd) Sundry Creditors, 
(е) Reserve, (f) Bills Receivable, (g) Bills Payable, ‘h) Closing Stock, 
(i) Purchases, (j) Motor Car, (k) Land & Building, (1) Cash in hand, 
(m) Dividend, (n) Furniture, (о) Rent. 

[ Ans.: Fixed Assets—(b), (j), (k), (n); Current Assets (c), (f), (h, (D) ; 
Fixed Liabilities—(e) ; Current Liabilities (d), (g) : Income—(a), (m) ; 


Expense (i), (o).] 


Chapter ХХУ ° 
Typical Problems in Final Accountsand Balance Sheet 


Repealation of preparation of Manufacturing Account, Trading Account, Profit & 
Loss Account, Profit & Loss Appropriation Account and Balance Sheet. 


Final Accounts and Balance Sheet 


The information for preparation of Manufacturing Account, Trading 
Account, Profit & Loss Account and Balance Sheet is generally collected from 
two sourees—(1) Trial Balance or List of Ledger Account balances and (2) 
List of Adjustments. 


(1) Trial Balance or List of Ledger Account Balances: The Ledger 
account balances are recorded in a Trial Balance At first, we will decide the 
accounts (i, e. Manufacturing Account, Trading Account, Profit & Loss Account 
and Balance Sheet) where the Ledger Account balances are to be transferred 
to ascertain financial results and financial position, The proforma of the 
Manufacturing Account, Trading Account, Profit & Loss Account and a 
Balanee Sheet are to be drawn. The Ledger Account balances which are 
related to the Manufacturing Account, Trading Account, Profit & Loss Account 
and Balance Sheet are posted in the above related accounts or Balance Sheet, 
Thebalances of Nominal accounts are transferred to the Manufacturing Account, 
Trading Account, Profit & Loss Account, and the balances of Personal and 
Real accounts are recorded in the Balance Sheet. The preparation of Manu- 
facturing Account, Trading Aecount, Profit & Loss account and Balance 
Sheet at a time is called Simultaneous Method of Preparing Final Accounts. 


(2) List of Adjustments: Generally, the various adjustments are 
necessary after recording the Ledger account balances in Final accounts. If the 
necessary adjustments are not properly recorded in the final accounts and 
Balance Sheet, the correct financial results and financial position cannot be 
ascertained, The adjustments relating to (a) Closing stock, (b) Pre-paid 
Expenses, (c) Outstanding Expenses, (d) Accrued Income, (e) Pre-received 
Income, (f) Depreciation, (g) Bad Debts, (h) Provision for Doubtful Debts 
(i) Provision for Discount on Debtors, (j) Interest on Capital, (k) Provision 
for Discount on creditors (1) Interest on Drawings etc are already discussed in 
Chapter XV and XXI. The other important adjustments are discussed below : 


(i) Purchase of goods neither passed through the books of Account nor 
included in closing stock: The following journal entries are necessary for 
the adjustment of purchase of goods neither passed through the books nor 
included in closing stock : 3.160 


LIST OF ADJUSTMENTS 3.161 


Purchases Account Dr. 
To Cash/Sundry Creditors/B/P Account 

Being the adjustment of goods purchased but 

not entered the Books of Account 


Closing Stock Account Dr. 
To Trading Account 

Being the adjustment of goods purchased not 

included in closing stock 


эштен a Ne аатинаа ST a n еен 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of purchase is to be added with gross purchases’ in 
the debit side of a Trading Account and deducted from Cash /Bank balance 
or added with the balance of Sundry Creditors Account or Bills Payable 
Account, The amount of purchase is also to be added with the closing stock 
in the Trading Account and Balance Sheet. 


(ii) Purchase of Goods or Assets for Private use but ‘not passed through the 
Books of Account : The following journal entries are necessary for adjustment 
of purchase of goods or assets for private use, but not passed through the 
books of accounts : à 


Journal 
Dr. Cr. 
ee ——————————————— 
Rs. Rs. 
Drawing Account Dr. 


To Cash/Creditors/B/P Account 
Being goods/assets purchased for private use 


Capital Account Dr. 
To Drawings Account 
Being the balance transferred 


_Ifthe adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of drawings is to be increased and Cash balance is 
io be reduced or the balance of Sundry Ceditors/Bills Payable Account is to 
be increased by that amount. The amount of drawings is to be deducted 
from Capital Account in the Balance Sheet. sii 

(iii! Goods drawn by proprietor at selling price but not included in Books 
of Account.: The following journal entries are necessary for adjustment of 
goods drawn by proprietor at selling price but not —— in ‘book “of 
account : ; 

nip] 
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Journal 
Dr. Gr. 
EE 
Кг. Rs. 
Drawings Account Dr. 


To Sales Account jd 4 : 
Being goods drawn by proprietor at selling price 
not included in books 


Capital Account Dr. 
To Drawings Account 
Being the balance transferred 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the Drawings Account and Sales Account are increased by that 
amount, The amount of drawings is deducted from Capital Account in the 
Balance Sheet. 


Note: Generally, a proprietor does not take goods at selling price. 


(iv) Withdrawal of goods by proprietor from purchase or opening stock but 
not recorded in the Books of Account: The following journal entries are 
necessary for adjustment of drawings of goods by proprietor from purchase or 
opening stock but not recorded in the books : 


Journal 
Dr. Cr. 
г Е ———— 
Rs. Rs. 
Drawings Account Dr. 


_ To Purchase/Opening Stock Account 
Being goods drawn by proprietor 


Capital Account ` Dr. 
‚ To Drawings Account 
Being the balance transferred 


———————————M— 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of drawing is to be deducted from Purchase or 
Opening Stock Account in the debit side of the Trading Account and it is 
also deducted from Capital Account in the Balance Sheet. 


(v). Goods delivered for Donation but not entered in the Books of Account : 


The following journal entries are necessary for adjustment of donation 
of goods but not entered in the books of account : 
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Journal 
Dr. Cr. 
a 
Rs. Rs. 
Donation Account Dr. 


To Opening Stock/Purchases Account 
Being goods taken for donation 


Profit & Loss Account Dr. 
| To Donation Account 
Being the balance transferred 


M — 
If the adjustment is supplied for preparation of Final accounts and 


Balance Sheet, the amount of donation is to be deducted from the Opening 
Stock or Purchase Account in the Trading Account and debited in the Profit & 
Loss Account. 

(vi) Distribution of goods as free sample from Purchase or Opening. stock 
but not included in the Books of Account: The following journal entries are 
necessary for adjustment of distribution of goods as free sample from purchase 
or opening stock but not included in the books : 


Journal 
Dr. Cr. 
MM ———— € ——— M — M 
Rs. Rs. 
Advertisement Account Dr. 


To Purchase/Opening Stock Account 
Being goods distributed as free sample 


Profit & Loss Account Dr. 
To Advertisement Account 
Being the balance transferred 


ж 

If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of distribution of goods as free sample is to be 
deducted from Opening Stock or Purchase Account and included with Advertise- 
ment Expenses Account, The total of advertisement expenses is to be trans- 
ferred to the Profit & Loss Account. 

(vii) Stock in Show-room included in Opening Stock: The following 
journal entry is necessary for the adjustment of stock in a show-room included 


in opening stock : 


Journal 
Dr. Cr. 
nn ———— 
| f Rs. Rs. 
Stock in Show-room Account Dr. 


| To Opening Stock Account 
Being stock in show-room with opening stock 
adjusted i ‘ ON 
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| 
: A | 

If the adjustment is supplied for preparation of Final accounts and | 
Balance Sheet, the amount of stock in show room is to be deducted from | 
Opening Stock Account and separately shown in the Balance Sheet. | 


(viii) Goods in transit: The following journal entry is necessary forthe — * | 
adjustment of goods in transit : | 


Journal 
Dr. Cr 
— MM roere 
; | Ry. Rs. 
Stock-in-transit Account Dr. 


To Trading Account 
Being the adjustment of stock-in-transit 


I 
——————— M ÁM MM à € ÀÀ— MÀ 
If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of Stock in transit is to be recorded in credit side of 
the Trading Account and shown in the assets side of the Balance Sheet, If it is 


not included with the Purchases Account, the amount is to be added with 
the Purchases Account, 


tix) Purchase of assets included in Purchases Account: The following 
journal entry is necessary for adjustment of purchases of as 


Sets which are 
included in Purchases Account : 


Journal 
Dr, Cr. 
Ly eae aE Lea рти е NN 
Rs. Rs. 
Asset Account Dr. 
To Purchase Account 


Being the adjustment of asset purchased included 
in Purchase Account 


——M echo 


If the. adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the value of assets is to 


be deducted from Purchases Account 
and added with related asset account іп the Balance Sheet. It there is a further 


(x) Purchase of Stationery goods included im Purchase Account: The 
following journal entrias are 


necessary for the purchase of Stationery goods y 
included їп Purchase Account : 


— 7 


. 
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Journal 


Stationery Account Dr. 
To Purchases Account 

Being the adjustment of stationery goods purchased 

but included in Purchases Account 


Profit & Loss Account Dr. rr 
To Stationery Account 
Being the balance transferred 


a TEN 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of purchase of stationery goods is deducted from 
Purchases Account in the Trading Account and posted in debit side of the Profit 
& Loss Account. 

(xi) Stock lost by an Accident but included in Closing Stock: The 
following journal entries are necessary for adjustment of stock lost by an 
accident but included in Closing Stock : 


Journal 
Dr. Cr. 
КОНЕН SONS BUUREN тинин кра 
y Rs. Rs. 
Loss by Accident Account Dr. 
To Trading Account 
ke Being loss by accident ad ией 
Profit & Loss Account Dr. “ 
To Loss by Accident Account ы 


Being the balance transferred 
SSAA TO M Re КҮ 
If the goods are insured and insurance claim is receivable, the following 
further adjustment entry is necessary : 


Journal 


Dr. Cr. 


er À— CE 


Insurance Claim Account Dr. 
To Profit & Loss Account 
Being the adjustment of certified insurance claim 


1f the adjustment is supplied for the preparation of Final accounts and 
lien Sheet, the amount of loss of stock is to be deducted from closing stock 
n the Trading Account, if it is included in closing stock, the amount of loss by 
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accident is shown separately in credit side of the Trading Account. The 
amount of loss is to be posted in the debit side of the Profit & Loss account. 


If the amount of compensation of loss is receivable ; the amount of 
compensation is to be posted in the credit side of the Profit & Loss account 
and recorded with current assets in the Balance Sheet. 

(xii) Goods or raw materials purchased and included in closing stock but 
not recorded in the Books of Account: The following journal entries are 
necessary for adjustment of goods or raw materials purchased and included in 
closing stock but not recorded in the books of account : 


Journal 
Dr. Cr. 
——————————————————— 
Rs. Rs. 
Purchases Account Dr. 


To Cash/Creditors/B/P Account 
Being the adjustment of goods purchased but not 
recorded in the books 


Trading / Manufacturing Account Dr. 
To Purchases Account 
Being the balance transferred 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of purchase is added with Purchases Account in the 
debit side of the Trading Account/ Manufacturing Account and deducted 
from the balance of Cash / Bank or added with the Balance of Creditors / Bills 
Payable Account. 


(xiii) Goods purchased and recorded їп the Books of Account but not 
included in closing stock: The journal entry is not necessary for adjustment 
of goods purchased and recorded in the books but not included in Closing 
Stock Account. The amount of purchase is to be added with closing stock in 
the Trading Account and Balance Sheet. 


(xiv) Goods sold but not recorded in the books of Account: The follow- 


ing journal entry is necessary for adjustment of goods sold but not recorded 
in the books of account : 


Journal 


Dr. Cr. 
a  ——— 
Rs. Rs. 
Cash / Debtors Account Dr. 
To Sales Account 
Being the adjustment of goods sold but not 
, tecorded in the books 

л. 


h 


-— 
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Journal 


If the adjustment is given in the case of the preparation of Final accounts 
and Balance Sheet, the amount of goods sold isto beadded with Cash or Sundry 
Debtors Account in the Balance Sheet. Ifthe cost price of the goods sold is 
not adjusted in closing stock, the amount is to be deducted from closing stock 
in the Trading account and Balance Sheet. 


(xv) Purchase of assets but not recorded in the Books of Account: The 
journal entry is necessary for the adjustment of the purchase of assets but not 
recorded in the books of account: ` 


Journal 


| Assets Account г. 
To Cash/Creditors for Purchase of Assets Account 
Being the adjustment of assets purchased not 
recorded in the books of accounts 


П 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of assets is to be added with related assets and it is 
to be deducted from Cash Account or added with creditors for purchase of 
assets Account in the Balance Sheet. 


Note: If there is a provision for depreciation it will be charged on the assets from the 
date of purchase of the assets. 5 


(xvi) Goods sold but iot delivered and included in closing stock: A 
journal entry is not necessary for adjustment of goods sold but included in 
closing stock. The value of goods sold is to be deducted from closing stock 
in the Trading Account and Balance Sheet. 

(xvii) Normal loss of goods included in closing stock: A journal entry 
is not necessary for adjustment of normal loss of goods included in closing 
stock. The normal loss of goods will not to be included in closing stock, The 
value of normal loss will be deducted from closing stock in the Trading Account 
and Balance Sheet 


(xviii) Goods drawn by proprietor but passed through Sales Day Book : 
The following journal entries are necessary for adjustment of goods drawn by 
proprietor but passed through sales day book : 
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Journal 
; Dr. Ст. 
——————— — ——-—————— 
Rs. Rs. 
Sales Account Dr. 


To Debtors Account ү 
Being the adjustment of goods drawn but included 
in Sales Account 


Drawings Account Dr. 
To Opening Stock/Purchase Account 
Being goods drawn by proprietor 


Capital Account Dr. 
To Drawings Account 
Being the balance transferred 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of drawings is to be deducted from Sales Account 
and Purchase Account/Opening Stock Account in the Trading Account, If the 
amount of drawings is included in Sundry Debtors Account, it isto be deduc- 
ted in the Balance Sheet. The amount of drawings is also to deducted from 
the Capital Account in the Balance Sheet, 


(xix) Sales of assets included in sales: The following journal entry is 
necessary for adjustment of sales of assets included in sales : 


Journal 
Dr. Cr. 


Rs. Rs. 


Sales Account Dr. 
To Asset Account 
Being the adjustment of sale of assets included in sales | 


AS RE A RN LR SRE NTR SSAC IE 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of sale of assets is deducted from Sales Account in 
credit side of the Trading Account, and also deducted from related assets 
account in the Balance Sheet. 


Note: If the assets is a fixed asset and there is an information to charge depreciation, 
it will be calculated upto the date of sale. 


(xx) Sales of Waste Papers included in sale of Goods : The following 
journal entries are necessary for adjustment of sale of waste papers included in 
sales of goods : 


LIST OF ADJUSTMENTS 3.169 


Journal 


Sales Account Dr. 
To Sales of Waste Papers Account 

Being the adjustment of sale of waste papers but 

included in Sales Account 


Sales of Waste Papers Account А рг. 
To Profit & Loss Account 
Being the balance transferred 


If the adjustment is supplied for the preparation of Final accounts and 
Balance Sheet, the amount of sale of waste ‘papers is to be deducted from 
sales in the Trading Account and it is to be credited in the Profit & Loss 
Account. 


(xxi). Wages for installation of a machine or construction of a building in 
productive wages: The following journal entry is necessary for adjustment of 
wages for installation of a machine or construction of a building in productive 


wages : 


Journal 
Dr. Cr. 
BE —— eo ———————— 
Rs. Rr. 
Machinery or Building Account Dr. 


To Productive Wages Account 
Being the adjustment of wages for installation of 
machine or construction of building 


ee iti csl 


If the adjustment is supplied for preparation of Final Accounts and 
Balance Sheet, the amount of wages for installation is deducted from gross 
wages in the debit side of the Trading Account/Manufacturing Account and 
also added with Machinery Account/Building Account in the Balance Sheet. 


Notes: If there is an information to charge depreciation on related Machinery/Building 
Account, the depreciation also to be charged on the wages from the date of wages incurred. 


(xxii) Wages for repairing of Assets included in Wages Account: The 
following journalentries are necessary for adjustment of wages for repairing 
of assets included in wages : 


3.170 HIGHER SEOONDARY AOOOUNTANOY , 


Journal 

Dr. Cr. 

—————————— 

| Ёз. Bs, 
Repair Charges Account Dr, 
To Wages Account " 

| Being the adjustment of wages for repairing | 
рг. | 


Profit & Loss Account 
To Repair Charges Account 
Being the balance transferred 


——————————————————— 


If the adjustment is supplied for the preparation of Final Accounts and 
Balance Sheet, the amount of wages is to be deducted from Wages Account 
in the Trading Account/Manufacturing Account and it is to be debited in the 
Profit & Loss Account as repairing charges. 


(xxiii) Interest on loan accrued due but not paid: The following journal 
entries are necessary for adjustment of interest on loan accrued due but not 


paid during an accounting period : 


Journal 
Dr. Cr. 


Rs. Rs. 


Interest on Loan Account Dr. 
To Loan Account 
Being the interest on loan adjusted 


Profit & Loss Account Dr. 
^ To Interest on Loan Account 
Being the balance transferred 


If the adjustment is supplied for the preparation of Final Accounts and 
Balance Sheet, the amount of interest on loan is to be posted in the debit side 
of Profit & Loss Account and Balance Sheet and added with the loan in the | 
liabilities side of the Balance Sheet. | 


(xxiv) Managers Commission due but not;paid : The following journal 
entries are necessary for adjustment of the manager’s commission due but not 
paid during the accounting period : - 
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Journal 


Dr. Cr: 


Manager’s Commission Account Dr. 
To Manager’s Personal or Outstanding 
Manager’s Commission Account 
Being the amount of commission payable to manager 


Profit & Loss Account Dr. 
To Manager’s Commission Account 
Being the balance transferred 


If the information is supplied for preparation of Final Accounts and 
Balance Sheet, the amount of the manager’s commission is to be posted in the 
debit side of the Profit & Loss Account and shown in the liabilities side of 
the Balance Sheet under the heading of ‘Outstanding Liabilities’. 

Generally, the managers are entitled to receive commission on net profit 
of the business, Then manager’s commission is calculated on net profit at an 
agreed rate. But in many cases, it is agreed that the commission is to charged 
on net profit after charging such commission. The commission is determined 
under back calculation method, As for example, the commission on net profit 
amounted to Rs, 42,000 is to be charged @ 5% after charging such commission. 
So, the amount of net profit after charging such commission will be Rs. 100 
when the amount of commission is Rs, 5. The amount of profit before 
charging such commission will be Rs. (100+5) or Rs. 105. So, the amount of 
the manager’s commission will be Rs. 2,000 i.e. Rs. (42,000 x 18s). 

Normally, sale manager is entitled to receive commission on sales ata 
fixed rate of percentage. 

(xxv) Profit on Sale of Fixed Assets : Thefollowing journal entries are 
necessary for adjustment of profit on sale of fixed assets : 


Journal 
Dr. Cr. 
ОЗЫ eee +: 
Re Rs 
Cash/Debtors Account Dr. 
Depreciation Account Dr. 


To Fixed Assets Account 
» Profit on Sale of Fixed Assets Account 
Being the fixed assets sold and profit on sale of 
fixed assets transferred 


Profit on Sale of Fixed Assets Account Dr. 
To Profit & Loss Account 
Being the balance transferred 


Profit & Loss Account Dr. 
To Depreciation Account 
Being the balance transferred 


—— Oe нн ШЫ к а ААА 
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The profit on sale of fixed assets is determined by deducting the book 
value of assets from the total of selling price and depreciation upto the date 
of sale on the asset, The amount of profit on sale of fixed assets is to be posted 
in the credit side of the Profit & Loss Account and the book value of the 
assets is to be deducted from the related assets in the Balance Sheet. The de- 
preciation on sold fixed assets is to be charged in the Profit & Loss Account. 

(xxvi) Loss on sale of Fixed Assets: The following journal entries are 
necessary for adjustment of loss on sale of fixed assets : 


Journal 
Dr. Cr 
Rs. Rs. 
Cash/Debtors Account Dr. 
Depreciation Account Dr. 
Loss on Sale of Fixed Assets Account Dr. 
To Fixed Assets Account 
Being the fixed assets sold and loss on sale transferred 
Profit & Loss Account Dr. 99 
To Loss on Sale of Fixed Assets Account 
» Depreciation Account 
Being the balances transferred 


The loss on sale of fixed assets is determined by deducting total of selling 
price and depreciation up to the date of sale from the book value of assets. The 
loss on sale of fixed assets and depreciation are to be transferred to the debit 
side of the Profit & Loss Account and the book value of sold fixed assets is 
to be deducted from related assets in the Balance Sheet. 


(xxvii) Appreciation of Assets: The following journal entries are 


necessary for adjustment of appreciation of assets : 6 
Journal 
Dr. Cr. 
PL RE MESSI TECH GREEN сыну че img p. 
Rs. Rs. 
Assets Account Dr. 


То Capital Reserve 
Being the value of assets appreciated 


————— 
The amount of appreciation of assets is added with the related assets and 
transferred to the Capital Reserve Account in the Balance Sheet. ` 


(xxviii) Deposited cheque dishonoured but not recorded in the Books : The 
following journal entries are necessary for adjustment of deposited cheque 
dishonoured but not recorded in the books in various Stages : 
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(a) For dishonour of cheque ; 


Journal 
Dr. Grn 
MM 
Ro] Rs. 
Debtors Account Dr. un 


Being the adjustment of cheque dishonoured but 


To Bank Account 
| not recorded in the books | 


ma 


(b) If the amount of dishonoured cheque unrealised : 


Journal 
Dr. Cr. 
a ———————— 
Rs. Rs. 
Bad Debts Account Dr. 


To Debtors Account 
Being the bad debts written off 


M M M 
(c) Ifa part of dishonoured cheque is realised and balance unrealised : 


Journal : 
2 Dr. Cr. 
MM M 
Rs. ~ Rs. 
Bank Account Dr. 
Bad Debts Account Dr. 


To Debtors Account 
| Being the amount realised and balance written off 


е_——ү—ү—ү—ү—ү—ү—үуү—————— 
(d) For transfer of balance of bad debts : 


Journal 
Dr. Cr. 
—.———————————— 
Rs. Rs. 
Profit & Loss Account Dr. 
To Bad Debts Account y 
Being the balance written off 7 


ҥш——— —— tmm man mendi 

If the adjustment is supplied for adjustment of Final Accounts and 
Balance Sheet, the amount dishonoured chaque is to be deducted from Bank 
balance or added with Bank Overdraft barance. The realised amount of dis- 
honoured cheque isto be added with Bank or cash balance and unrealised 
amount of dishonoured cheque is to be transferred to the Bad Debts Account. 
The balance of Bad Debts Account isto be transferred to the Profit & Loss 


Account. 
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Note: If there is a provision for creation of doubtful debts, the necessary provision for 
the dishonoured cheque is to be created if it is not realised or unrealisable. 


(xxix) Income Tax: The adjustment of income tax depends upon the 
hature of business. The treatments of income tax in various business are 
discussed below : 

(a) Sole Proprietorship Business: The income tax is not an expenses 
of the sole proprietorship business ; it is treated as an expense of the 
proprietor himself. So, it will be treated as a drawings from the business. 
The following journal entry is necessary for adjustment of income tax : 


Journal 
Dr. Cr. 
————— 
Rs. Rs. 
Drawings Account Dr. 


To Income Tax 
Being the adjustment of income tax 


The amount of income tax is to be deducted from the Capital Account 
in the Balanee Sheet as a drawing. 

(b) Partnership Business: The income tax is not an item of the Profit & 
Loss Account in the case of a registered firm ; but it is an item of the Profit 
& Loss Appropriation Account and it is adjusted by the following journal 
entry : 


Journal 


ы Profit & Loss Appropriation Account Dr. 
To Income Tax 
Being the balance transferred 


If the adjustment is supplied for the preparation of Final Accounts and 
Balance Sheet, the amount of income tax is to bc transferred to Profit & Loss 
Appropriation Account. If the partner's personal income tax is paid out of 
business fund, it is to be treated as a drawing and deducted from Capital 
Account їй the Balance Sheet. 

2 (c) Company: The Income Tax is chargeable expenses of a company. 
It is also to be recorded in the Profit & Loss (Appropriation) Account ofa 
company like a registered partnership. 


Ў (xxx) Stock of Packing Materials: The stock of packing materials may 
be in two types (a) opening stock of packing materials and (b) closing stock 
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of packing materials. The above two types of stock of packing materials are 
treated separately in the books of account in the following manner : 


(а) If the openiug stock of packing materials is in a Trial Balance : 


Journal 


| Rs. Rs. 
Packing Expenses Account Dr. Na 
To Opening Stock of Packing Materials Account m 
Being stock of packing materials transferred 


————M—MMM—— 


(b) If the closing stock of packing materials is in the Trial Balance : 


Journal 
Dr. Cr. 
——————— 
| | Rs. | Rs. 
! Closing Stock of Packing Materials Account Dr. ase 


Being the adjustment of closing stock of packing 
materials 


ern ss 


If the.amount of opening stock of packing materials, purchase of packing 
materials and closing stock of packing materials are supplied for the prepara- 
tion of Final accounts and Balance Sheet, the opening stock of packing materials, 
purchase of raw materials are to be added and closing stock of packing 

| materials is to be deducted, The amount of closing stock of packing materials 
| is to be recorded in ‘assets side’ of the Balance Sheet. 


To Packing Expenses Account | 


| Notes: If the amount of closing stock of packing materials is given in the Trial Balance, 
the amount will not to be deducted from the total of opening stock of packing materials and 
purchase of packing materials, A 
(xxxi) Set off Debtors and Creditors: If the name of a person is 
included in debtors and creditors, set off debtors and creditors is made by 


the following journal entry : 


Journal 
s ) Dr. Cr. 
aaaea 
Rs. Rs. 
Creditors Account Dr. 


To Debtors Account 
Being the amount set off 


Heese 
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If the adjustment is supplied for preparation of Final Accounts and 
Balance Sheet, the lowest amount of debtors and creditors which is included in 
debtors and creditors in the name of a -person, is to Бе dedu.ted from sundry 
debtors and creditors in the Balance Sheet. As for example, a person is inclu- 
ded in debtors Rs. 500 and in creditors Rs. 300. So, Rs, 300 is to be deducted 
from sundry debtors and creditors. 

(xxxii; Deferred Revenue Expenses : The expenses which is paid in an 
accounting period but its effects is covered for few accounting period is called 
deferred revenue expenses. The following journal entry is necessary for 
adjustment of it. 


Journal 
, Dr. Cr 
€ € M M MM MÀ € MM 
з | Rs. Rs. 
Deferred Revenue Expenses Account Dr. | 


To Expenses Account 
Being the unexpired revenue expenses adjusted | 


э›„———є————— 
Solutions of Important Problems 
Illustration 1: From the following Trial Balance and notes prepare the 
Trading Account and Profit & Loss Account for the year ended 31st December, 
1984 and Balance Sheet as at that date : 
Trial Balance as at 31st December, 1984 


Debit Balances | Amount Credit Balance Amount 
Rs. Rs. 

Drawings 5,800 | Capital 80,000 

Sales Return 4,200 | Purchases Return 3,200 

Purchases 68,400 | Interest Received 1,300 

Carriage А 3,800 | Discount Received 925 

Lighting and Heating 1,800 | Sales 1,46,200 
Wages 9,800 
Salaries 10,920 
Coal, Coke etc. 890 
Postages and Stationery 650 
Printing Charges 340 
Legal Charges 900 
Interest paid 300 
Discount allowed 600 
Cash in hand 1,325 
Bank 2,400 
Furniture 3,500 
Machinery 30,000 
Buildings 66,000 
Stock on 1-1-84 20,000 

2,31,625 2,31,625 

- 
1 


N.fes: (a) Closing Stock amounted to Rs. 15,800, (4) Outstanding Expenses : Wages 


Rs. 1,200, (с) Advance income received: Interest Rs. 200, (d) Commission earned but not 
received Rs. 800, (e) Prepaid expenses ; Salaries Rs. 350, (f) Depreciation machinery @ 3% 
and Furniture @ 10%, 


А. 
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Solution : 


Trading and Profit & Loss Account 
for the year ended 31st December, 1985 


Dr. 
Lo oc =т= 
Particulars 
OC Rs. 
To Opening Stock 
, Purchases 68,400 
Less Purchases Return 3,200 
» Wages 9,800 
Add Outstanding Wages 1,200 
„ Coal, Coke, etc. n 
„ Carriage 
» Profit & Loss Account 
(Gross Profit transferred) 
To Salaries 10,920 


Less Advance Salaries 350 


» Lighting and Heating 

» Postage and Stationery 

» Printing Charges 

» Legal Charges 

„ Interest paid 

» Discount allowed 

» Depreciation оп: 
Machinery @ 5% 
Furniture @ 10% 

» Capital Account — 

(Net Profit transferred) 


1,500 
350 


Cr. 
Amount Particulars Amount 
Rs. Rs. Rs. 
By Sales 1,46,200 
20,000 Less Sales Return 4200 | 1,42,000 
65,200 |... Closing Stock 15,800 
11,000 
890 
3,800 
56,910 
1,57,800 1,57,800 
———— ares 
By Trading Account— 56,910 
10,570 Gross Profit transferred 
t ,, Interest received 1,300 
1.800 Less Advance 
"650 Interest received 200 1,100 
240 | » Discount Received 925 
300} » Commission earned 
600 but not received 800 
1,850 
42,725 


Balance Sheet as at 31st December, 1985 


Liabilities Assets Amount 
Rs. Rs. Rs. 

Capital 80,000 Building 66,000 
Add Net Profit Machinery — |. 30,000 

during thesyear 42,725 Less Depreciation 1,500 28,500 
1,22,725 Furniture — 3,500 

Less Drawings 5,800 | 1,16,925 Less Depreciation 350 3,150 

Advance Interest Received 200 | Stock 15,800 

Outstanding Expenses : Bank. 2,400 

Wages 1,200 | Cash in hand 1,325 

Commission earned 

but not received 800 

Pre-paid Salaries 350 

11835 | — — 1,18,325 

| ee 


та [31/85] 
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Illustration 2: From the following Ledger balances of Basu & Co. and 
other information prepare a Trading Account and a Profit & Loss Account 
for the year ended 31st December, 1985 and a Balance Sheet as at that date : 

Ledger balances : Capital Rs. 40,000 ; Debtors Rs. 26,000 ; Cash in hand 
Rs. 660 ; Bank Overdraft Rs, 2,640 ; Rent, Rates and Taxes Rs. 5,600 ; Carriage 
outwards Rs. 7,140: Creditors Rs. 20,740 ; Office Expenses Rs. 6,000 ; ‘Bad 
Debts Rs. 400 ; Plant and Machinery Rs. 16,000 ; Opening Stock Rs. 46,200 ; 
Purchases Rs. 1,66,000 ; Sales Rs. 2,16,480 ; Discount Allowed Rs. 6,920; 
Commission Received Rs. 2,940 ; Landed Property Rs. 17,320 ; Reserve Fund 
Rs, 12,000 ; Purchases Return Rs, 4,200 ; Sales Return Rs. 760. 


Other Information: Closing Stock Rs. 38,000; Depreciate Plant and 
Machinery at 73% per annum ; Of the debtors write off Rs. 2,000 as bad debts 
and create a provision for future bad debts at 5%. 


Solution : 
In the Books of Basu & Co, 
Trading and Profit & Loss Account 
for the year ended 31st December, 1985 


Dr. Cr. 


a 


Particulars Amount Particulars 


| Amount 
Rs. Re. Rs. Rs. 
To Opening Stock 46,200 | By Sales 2,16,480 
» Purchases 1,66,000 Less Returns 760 | 2,15,720 
Less Returns 4,200 | 1,61,800 ——— 


» Closing Stock 38,000 
» Profit & Loss Account 45,720 


(Gross Profit transferred) 


2,53,720 


To Rent, Rates and Taxes 5,600 | By Trading Account 
» Carriage Outwards 7,140 (Gross Profit transferred) 
» Office Expenses 6, » Commission Received 
„ Bad Debts 
Add Further Bad Debts 
written off 2,000 2,400 

» Discounts Allowed 6,920 
» Provision for ешн 

Debts yv 

Sundry Don 1,200 
», Depreciation on Plant and 
Machin 


. 
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Basu & Co. 


Balance Sheet as at 31st December, 1985 
re ee == 


Liabilities | Amount Assets Amount 
Re.| Rs. Rs.| Rs. 
Capital 40,000 Landed Property 17,320 
Add Net Profit Plant and Machinery 6,000 
during the year 18,200 | 58,200 Less Depreciation @ 70 1,200 14,800 
Bank Overdraft | 2,640 | Debtors 26,000 
Reserve Fund 12,000 | Less Further Bad 
Creditors 20,740 Debts written off 2,000 
24,000 
Less Provision for 
Doubtful Debts 1,200 22,800 
Stock in Trade А 38,000 
Cash in hand 660 
93,580 93,580 


AoC A CAO EN ET OE EE ACC б 


—_— —————————— 


Working Notes 


(a) Depreciation on Plant & Machinery=Rs. 16,000 @ 737, —Rs. 1,200 
(b) Provision for Doubtful Debts (26,000—2,000) @ 57 — Rs. 1,200 


nn ————— 
—— 


Illustration 3: The undermentioned balances were extracted from the 
books of Sen & Co. as on 31st March, 1962 ; youare required to prepare the 
Trading and Profit & Loss Account for the year ended 31st March, 1962 and а 
Balance Sheet as at that date : 


Goodwill Rs. 5,000 ; Freehold Premises Rs. 20,000 ; Salaries Rs. 7,200 ; 
Sundry Debtors Rs, 30,000 ; Stock (Opening) Rs. 15,000 ; Sen's Capital Account 
Rs..45,000 ; Purchases Rs. 75,000 ; Plant and Machinery Rs. 25,000 ; Fixtures 
Rs. 5,000 Discount Allowed Rs. 750; Bills Receivable Rs. 3,500 ; Wages 
Rs. 16,000 ; Bills Payable Rs. 5,600 ; Reserve for Bad and Doubtful Debts 
(1st April, 1961) Rs. 750 ; Repairs Rs. 350 ; Trade Charges Rs. 350 ; Carriage 
Inwards Rs. 500; Carriage Outwards Rs. 1,150; Sundry Creditors 
Rs. 25,000 ; Cash in hand Rs. 9,100 and Bank Balance Rs, 20,000 ; Sales 
Rs. 1 56,000; Commission Received Rs, 1,550. 


rele 
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The following adjustments аге to be made—(1) 
Doubtful Debts is to be raised to 5% on Sundry Debtors. (b) 
amounted to Rs. 20,000. (c) Interest on Capital is to be allowed at 5% per 
annum, (d) Depreciation on Plant and Machinery is to be calculated @ 6% 
per annum and on Fixtures and on Freehold Premises @ 21% per annum. 

[ W. В. Н. S. (Class XI) 1966 ] 


Solution T 
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In the Books of Sen & Co. 
Trading and Profit & Loss Account 
for the year ended 31st March, 1962 


Particulars 


To Opening Stock 
», Purchases 
» Wages 
» Carriage Inwards 
» Profit & Loss Account 
(Gross Profit transferred) 


To Salaries 
» Discount Allowed 
» Repairs 
» Trade Charges 
» Carriage Outwards 
» Reserve for Bad and 
Doubtful Debts : 
New Reserve Rs. 1,500 
Less Old Reserve 750 


» Interest on Capital @ 
5% p.a. 
» Depreciation оп: 
Plant and Machinery 
@ 6% р.а. 
Fixture @ 257; p.a. 
чак Premises 
@ 24% pa. 
» Capital d s 
(Net Profit transferred) 


Particulars 


By Sales 
» Closing Steck 


By Trading Account 
(Gross Profit transferred) 
» Commission Received 


Reserve for Bad & 
Closing Stock 


71,050 


| 
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Balance Sheet as at 31st March, 1962 


| 


1,33,975 
peel 


| 
Liabilities Details Amount 
KS. Rs. д 
Sen's Capital 45,000 | Fixed Assets 
Add Net Profit Goodwill 5,000 
rins the year 56,125 dre Premises 20,000 
Add Interest on Less Depreciation 
Capital @ 5% p.a 2,250 | 1,03,375 @ 237; pa. 500 19,500 
Sundry Creditors 25,000 | Plant ene Machinery d 
Bills Payable 5,600 | ten Oren | 1800| 23,500 
Fixtures Ave 5,000 
oe ES 125| 4,875 
Current Assets : 
Bills Receivable 30.000 3,500 
Sundry Debtors * 
Less Hd for Bad 1,500 28,500 
Stock in Trade 20,000 
Bank Balance 20,000 
Cash in hand 9,100 
1,33,975 


—Ó—B COT EIU PRG eS UE TIN ИЕТ t 
Illustration 4: From the following Trial Balance as on 31st December, 

1979 prepare the Trading Account and the Profit & Loss Account for the year 

ending 31st December, 1979 and the Balance Sheet as on that date : 


Trial Balance as at 31-12-79 


Dr. Cr. 
Rs, Rs, 
Stock Opening 20,000 а 
Debtors 40,000 
Furniture and Fixture 10,000 
Plant and Machinery 40,000 
Land and Building 60,000 ~ 
Wages 24,000 ~ 
Salaries 12,000 
Rent and Taxes 5,000 
i Bad Debt 1,000 
Travelling Expenses 2,000 
Purchases 1,50,000 
Electric Charges 1,500 
Telephone Charges 2,500 
General Expenses 100 
Postage and Telegram 2,900 
Sales 2,75,000 
Purchases Return 1,000 
Creditors 40,000 
Capital 1,00,000 
Sales Return 1,000 
Insurance Premium 1,500 
Cash in hand 500 
Cash at Bank 42,000 
4,16,000 4,16,000 
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The following matters are to be taken into account: (i) Closing Stock 
valued at Rs, 5,000 ; (ii) Outstanding Liabilities for : (a) Wages Rs, 1,000, 
(b) Salaries Rs. 2,000. (iii) Depreciation (2 10% per annum is to be provided 
on all the fixed assets except Land and Buildings. (iv) Provision for Doubtful 
Debts is to be made @ 5% on Debtors, [W. B. Н. S, Examination, 1980] 


Solution : 
Trading and Profit & Loss Account 
for the year ered 31st December, 1979 


Dr. Cr. 
iuc 
Particulars | Details |- Amount Particulars Details | Amount 
Rs. | Rs. 
To Opening Stock By Sales 2,75,000 
» Purchases Less Return 1,000 | 2,74,000 
Less Returns o 5,000 


Ww. » Closing Stock 
s 

? Add Outstanding 

| 

» Profit & Loss Account | 


(Gross Profit transferred) 
2,79,000 
To Salaries By Trading Account 85,000 
Add Outstanding (Gross Profit 
transferred) 


» Rent and Taxes 

» Electric Charges 

» Telephone Charges 

s» Postage and Telegram 

» Insurance Premium 

» General Expenses 

» Travelling Expenses 

» Bad Debt 

» Provision for 

Doubtful Debts 

» Depreciation on 
Furniture and Fixture 
Plant and Machinery 


» Capital Account 
(Net Profit transferred) 


85,000 
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Balance Sheet as at 31st December, 1979 


usum LLL РАНЕНИ E ES TUN 


Liabilities Details | Amount Assets Details | Amount 
Rs. Rs. Rs. Rs. 
Capital 1,00,000 Land and Building 60,000 
Add Net Profit 47,500 | 1,47,500 | Plant and Machinery 40,000 
mE Less Depreciation 4,000 36,000 
Creditors 40,000 
Outstanding Liabilities : Furniture and Fixture 10,000 
Wages 1,000 Less Depreciation 1,000 9,000 
Salaries 2,000 3,000 = 
Closing Stock 5,000 
Debtors 40,000 
Less Provision for 
Doubtful Debts 2,000 38,000 
Cash at Bank 42,000 
Cash in hand 500 
1,90,500 1,90,500 


Working Note 


(1) Other fixed assets except Land & Building means Plant & Machinery 


and Furniture & Fixture. 


Illustration 5: From the following Trial Balance as on 31-12-1979 draw 


up a Trading 


Account and a Profit & Loss Account for the year ended 


31-12-1979 and a Balance Sheet as at that date : 


Opening Stock 
Fitting & Fixture 
Purchases 
Machinery 
Sundry Debtors 
Furniture 
Carriage Inwards 
Carriage Outward 
Returns 

Salaries 

Wages 
Advertising 
Repairs to Machinery 
Bad Debts 
Insurance 

Cash at Bank 
Cash in hand 


T Dr. 
Rs. 

25,000 

95,000 


5,78,740 


—— 


Cr. 

Rs. 
Capital 80,000 
Sales 4,06,750 
Returns 790 
Sundry Creditors 21,200 
Reserve Fund 70,000 


5,78,740 
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Following adjustments аге necessary : 

(i) Closing stock amounts to Rs, 51,300. (ii) Depreciate Machinery at 
5% and Furniture at 73%. (iii) Outstanding Liabilities are to be provided 
for—Salaries Rs. 2,750 and Wages Rs. 3,930. (iv) Insurance premium paid 
in advance amount to Rs. 300. (v) 5% of the divisible profit is to be trans- 
ferred to Reserve Fund, [ Tripura Н, S. Examination, 1980 ] 


Solution : 
Trading and Profit & Loss Account 
for the year ended 31st December, 1979 


Dr. Cr. 
——— ————— M Mr—— 
Particulars Details | Amount Particulars Details | Amount 
Rs. Rs. Rs. Rs. 
To Opening Stock 25,000 | By Sales 4,06,750 | 
» Purchases 2,05,000 | Less Returns 1,200 | 4,05,550 
Less Returns 790 | 2,04,210 
| » Closing Stock EER, i $: 
„ Carriage Inward | 1,300 aoo 
» Wages 16,100 | 
Add Outstanding 3,930! 20,030 | 
| 
„_Ргоб& & Loss Account | | 
(Gross Profit transferred) 2,06,310 ; | 
4,56,850 | | 4,56,850 
To Salaries 20,400 | By Trading Account 206,310 
Add Outstanding 2,150 23,150 |. (Gross Profit transferred) 
» Insurance 1,520 | 
Less Pre-paid 300 | 1,220 
» Carriage Outward 2,500 
a даага à; 1000 
E ‘irs to Machinery 2 
» Bad Debts 2,300 
» Depreciation : | 
Machinery 4,250 | 
Furniture 3,000 7,250 
» Profit & Loss 
Appropriation Account 
(Net Profit transferred) | 1,66,170 | 
| ht AS 
206310 | 2,06,310 
To Reserve Fund 8,309 
» Capital Account By Profit & Loss Account 
(Net Profit transferred) 1,57,861 (Net Profit transferred) 1,66,170 
1,66,170 1,66,170 


Teee e ÉL 
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Balance Sheet as at 31st December, 1979 


SR ES EE RE REET nans A a T t rn 


Liabilities | Details | Amount Assets Details | Amount 
Rs. Rs. В. | Е. 

Capital 80,000 Machine 85,000 
Add Net Profit 1,57,861| 2,37,861 Less Depreciation 4,250 | 80,750 

Reserve Fund : Furniture 40,000 
Balance 70,000 Li iati 3,000 | 37,000 

WERTE а ао ss Depreciation 3| 7, 
t | Fittings and Fixture 95,000 
Sundry Creditors 21,200 | Stock in trade 51,300 
Outstanding Liabilities : | Sundry Debtors 65,000 
Salaries 2,750 Cash at Bank 11,600 
Wages | 3,930 6,680 | Cash in hand 3,100 
Prepaid Insurance 300 
3,44,050 3,44,050 
| ушке 

—————————— 


— 


Working Note : 
(1) Amount of Reserve Fund=@ 57 on Rs. 1,66,170= Rs. 8,309 (Approx) 


Illustration 6 : From the following particulars you are required to 
draft Trading and Profit & Loss Account for the year ended 31st December, 
1955 and a Balance Sheet as at that date, after providing for depreciation on 
premises @ 24% and making a provision for Bad Debts @ 10%. Н 

Sri К, Bose goes into business on 1st January, 1955 with a capital com- 
posed of cash at Bank Rs. 13,500; Stock Rs. 9,000 ; Premises Rs. 25,000, 
His transactions for the first year were classified as follows : 

Purchases Rs. 20,000; Sales Rs. 32,000; Returns Inward Rs. 450 ; 
Returns Outward Rs. 550; Wages Rs, 1,000; Carriage Inwards Rs, 450 ; 
Salaries Rs. 700 ; General Expenses Rs. 500 ; Discount allowed to customers 
Rs. 400 ; Drawings Rs. 800 ; Sundry Debtors Rs, 5,150 ; Bank Rs. 16,690; 
Insurance Rs, 360; Sundry Creditors Rs. 450; Stock in hand at 31st 
December, 1955 Rs. 6,500. [ C. U. Inter., 1956 ] 


3.186 


HIGHER SEOONDARY AOCOUNTANOY 


Solution 1 
Sri K. Bose 
Trading and Profit & Loss Account 
for the year ended 31st December, 1955 
Dr. * Cr. 
——————Є—<— 
Particulars Amount Particulars Amount 
Rs. Rs. Rs. Rs. 
To Opening Stock 9,000 | By Sales 32,000 
» Purchases 20,000 Less Returns Inward 450 31,550 
Less Returns Outward 550 19,450 
» Closing Stock 6,500 
» Wages 1,000 
» Carriage Inwards 450 
» Profit & Loss Account 8,150 
(Gross Profit transferred) 
38,050 38,050 
————— 
To Salaries 700 | By Trading Account 8,150 
» General Expenses 500 (Gross Profit transferred) 
» Discount Allowed to Customers 400 
» Insurance 360 
» Depreciation on Premises 
@ 23% 625 
» Provision for Bad Debts @ 10% 515 
» Capital Account А 
(Net Profit transferred) 5,050 
8,150 8,150 


Balance Sheet as at 31st December, 1955 


——— B — —Q————— 


Liabilities Details [Amount 
Rs. Rs. 
Cash at Bank 13,500 
Stock 9,000 
Premises 25,000 | 47,500 
Add Net Profit 
during the year 
Less Drawings 
51,750 
Sundry Creditors 150 
52,200 


Assets Details | Amount 
Rs. Rs. 
Fixed Assets : 
Premises 25,000 
Less Depreciation @ 22% 625 | 24,375 
Current Assets : 
Sundry Debtors 
Less Provision for 
Bad Debts @ 10% 4,635 
Stock in trade 6,500 
Cash at Bank 16,690 
52,200 
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Illustration 7: ‘From the undermentioned Trial Balance of a Trader as 
on 31st December, 1951 prepare a Trading and Profit & Loss Account for the 


year ended 31st December, 1951 and a Balance Sheet as on that date : 


Cash in hand 
Purchases 

Stock (Opening) 
Sundry Debtors 
Plant and Machinery 
Furniture & Fixture 
Bills Receivable 
Rent & Taxes 
Wages 

Salaries 


Dr. 


Capital 

Bills Payable 
Sundry Creditors 
Sales 

Bad Debts Reserve 


3,47,200 


——_ 


Additional information supplied : 
(a) Closing Stock Rs. 40,000. (b) Provide Outstanding Liabilities : Rent 
and Taxes Rs. 2,000 ; Wages Rs. 3,000 ; Salaries Rs. 4,000. (c) Depreciation ; 


Plant and Machinery 5%, Furniture and Fixture 10%, 
24%, on Sundry Debtors. 


3,47,200 


(d) Bad Debts Reserve 


[ C. U. В. Com., 1952 ] 


Solution б 
Trading and Profit & Loss Account 
Dr. for the year ended 31st December, 1951 
Particulars Amount Particulars 
АКА Э к. | в. ИД, 
To Opening Stock 35,000 | By Sales 
» Purchases 1,20,000 | ,, Closing Stock 
„ Wages ‚000 
Add Outstanding „000 19,000 
» Profit & Loss Account 
(Gross Profit transferred) 66,000 
2,40,000 


То Salaries 
Add Outstanding 


» Rent and Taxes 
Add Outstanding 


» Depreciation: _ 
Plant and Machinery 
Furniture and Fixture 


» Reserve for Bad Debt : 
New Reserve 
Less Old Reserve 


» Capital Account 
(Net Profit transferred) 


By Trading Account 
(Gross Profit transferred) 


66,000 
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Balance Sheet as at 31st December, 1951 


Liabilities 1 Amount Amount 
Rs. Rs. Re. 
Capital Accounts : Fixed Assets : 
Opening Balance 1,00,000 Plant and Machinery 60,000 
Add Net Profit during'year 25 25. 450 1,25,450 Less Depreciation @ 5% 3, 000 57,000 
Eu ауа 22,000 | Furniture and Fixture 15,000 
Sundry Creditors 24,000 Less Depreciation @ 10% 1, *500 13,500 
Outstanding Liabilities : The) 
Salaries 4,000 Current Assets ; 
Rent and Taxes 2,000 
Wages 3,000 9,000 | Stock in Trade ' 40,000 
Bills Receivable 20,000 
Sundry Debtors 50,000 
Leas Reserve for Bad Debts 1,250 48,750 
Cash in hand 1,200 
1,80,450 | 1,80,450 


Tilustration 8: А and B are partners in M/s. A & B Co. sharing profits 
and losses in the ratio of 3:2. The trial balance of the firm, as on 31st 
December, 1977 is given below : 


Rs. Rs, 
Freehold Premises 90,900 Sundry Creditors 50,000 
Stock (Opening) 60,000 Bills Payable 22,000 
Furniture 30,000 Returns 2,500 
Sundry Debtors 80,000 ~ Capitals 
Plant f 75,000 А — 50,000 
Purchases 2,60,000 B — 40,000 
Bills Receivable 50,000 Sales 4,50,000 
Freight 2,500 Commission 35,000 
Carriage Inwards 1,800 Reserve 50,500 
Carriage Outwards 1,500 
Discount 1,200 
Returns 1,600 
Salaries 15,000 
Wages 20,000 
Cash at Bank 10,500 
7,00,000 7,00,000 


—— 
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Prepare a Trading and Profit & Loss Account for the year ended 31st 
December, 1977 and a Balance Sheet as on that date after taking into account 
the following adjustments : 


(i) The closing stock—Rs. 90,000; (ii) Outstanding liabilities for 
salaries—Rs, 5,000 and Wages Rs. 4,000 ; (iii) Depreciate Plant at 20% and 
Furniture at 10% ; (iv) Sundry Debtors include Rs. 5,000 as bad and it is to be 
written off. [ W. B, Н, S, Examination, 1978 ] 


Solution : 
In the Books of M/s A & B Co. 


Trading and Profit & Loss Account 
for the year ended 31st December, 1977 


Dr. Cr. 
Particulars Details | Amount Particulars Details | Amount 
Rs. Rs. Rs. Rs. 
To Opening Stock 60,000 | By Sales 4,50,000 
» Purchases ,60,000 Less Return Inwards 1,600 | 4,48,400 
Less Return Outward 2,500 | 2,57,500 
» Closing Stock 90,000 
» Freight 2,500 
» Carriage 1,800 
» Wages 20,000 
Add Outstanding 4,000 24,000 
» Profit & Loss Account 
(Gross Profit transferred) 1,92, 600 
5,38,400 5,38,400 
To Salaries 15,000 By Trading Account 
Add Outstanding 5,000 | 20,000 | (Gross Profit transferred) 1,92,600 
» Commission 35,000 
» Carriage Outward 1,500 
» Discount 1,200 
» Bad Debts 5,000 
» Depreciation : 
Plant @ 20% 15,000 
Furniture @ 10% 3,000 18,000 
» Profit and Loss 
Appropriation A/c 
(Net Profit transferred) 1,81,900 
ibid 2,27,600 
То ара доош 1,09,140 By Profit & L 
(Share of Profit, 309, y Profit oss Account 
B( » ) 72,760 | 1,81,900 (Net Profit transferred) 1,81,900 
1,81,900 1,81,900 
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Balance Sheet as at 31st December, 1977 
Liabilities Details | Amount Assets Details 
nmi ede мышын Oe ne 
Rs. Rs. Rs. 
Capital Account: Freehold Premises 
: Balance 50,000 Plant 75,000 
Add Share of Profit 1,09,140 1,59,140 Less Depreciation 15,000 | 
B: Balance Y Furniture 30,000 
Add Share of Profit 72,160 Less Depreciation 3,000 
——— | 1,12,760 cise 
Reserve 50,500 | Closing Stock 
Sundry Creditors ‚000 Sundry Debtors 80,000 
Bills Payable 22,000 Less Bad Debts 5,000 
Outstanding Liabilities : 
Salaries 5,000 Bill Receivable 
Wages 4,000 9,000 | Cash at Bank 
m a 
4,03,400 


i ИН 


Illustration 9 : 
concern as at 31-12-1978 : 


Capital 

Machinery 

Additions to Machinery 
( on 1-7-78 ) 

Furniture & Fittings 

Opening Stock 

Purchases & Sales 

Returns 

Carriage Inwards 

Carriage Outwards 

Bad Debts 

Wages 

Salary 

Discounts 

Bank Overdrafts 

Advances 

Drawings 

Rent (paid) 

Advertisement 

Debtors & Creditors 

Cash in hand 

Trade Expenses 

Insurance 


Cr. 
Rs. 
50,000 


64,000 
3,000 


1,33,000 


— 


The following Trial Balance relates to а proprietory 
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Prepare a Trading and Profit & Loss Account for the year ended 


31-12-78 and a Balance Sheet as on that date after taking into account the 
following adjustments : 

(i) Closing stock on 31-12-78 Rs. 15,000; (i) Rent outstanding 
Rs, 500 ; (iii) Depreciate machinery at 15% р.а. and Furniture at 10% ра.; 


(iv) Provide for Bad and Doubtful Debts at 5%. 
[W. B. H.S. Examination, 1979] 


Solution : 
Trading and Profit & Loss Account 
for the year ended 31st December, 1978 


Dr. 


Particulars Details | Amount Particulars Details | Amount 


gue ÉD 


10,500 | By Sales 64,000 
Less Returns д 62,000 


, Closing Stock 15,000 


To Opening Stock 
, Purchases 28,500 
Less Returns 3,000 25,500 


, Carriage Inwards 500 


ages 
, Profit & Loss Account 
(Gross Profit transferred) 34,500 


py Trading Account П 
(Gross Profit transferred) 34,500 
„ Discount 1,000 


To Salary 
„ Rent Paid 6,500 
Add Outstanding 5 


, Insurance 

‘Trade Expenses 

Carriage Outwards 

Advertisement 

, Discount 

*, Bad Debts 

Provision for Bad and 

Doubtful Debts 
preciation : 

Machinery 5,475 
Furniture 


Capital Account 
(Net Profit transferred) 


» 
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HIGHER SECONDARY ACCOUNTANCY 


Balance Sheet as at 31st December, 1978 


Illustration 10: The Trial Balance 


1983 is given below : 


Liabilities Assets Details | Amount 
Rs. 2 Rs. m 

Capital Machinery 35,000 

"ida Net Profit Add Additions 1-7-78 3,000 

38,000 
Less Drawings Less Depreciation 5,475 32,525 

Bank Overdraft Furniture and Fittings 5,000 
Advances Less Depreciation 500 4,500 

Creditors » 

Outstanding Rent 500 | Closing Stock 15,000 

Sundry Debtors 19,000 

Less Provision for Bad 
and Doubtful Debts 950 18,050 
Cash in hand 1,900 
71,975 
Working Notes 
(1) Amount of Depreciation : 
@ 157; on Rs. 35,000 for 12 months=Rs. 5,250 
9 du 225 
@ 15% on Rs. 3,000 for 6 months=Rs. 5475 


ofa business as on 31st December, 


Rs. Rs. 
Freehold Premises 30,000 Reserve 16,000 
Salaries 5,000 Sundry Creditors 20,500 
Cash at Bank 6,900 Sales 1,40,000 
Wages 6,700 Capital 30,000 
Stock (Opening) 20,300 Returns (Purchases) 1,000 
Purchases 86,600 Discount Received 4,000 
Bills Receivable 16,800 Bills Payable 7,500 
Furniture 10,000 Commission 21,000 
Plant 25,000 
Discount 400 
Returns (Sales) 700 
Carriage Outwards 560 
Sundry Debtors 29,340 
Freight 670 
Cash in hand 400 
Carriage Inwards 630 
2,40,000 2,40,000 
pium 
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Prepare (a) a Trading Account, (b) a Profit & Loss. Account for the year 
ended 31st December, 1983 and (c) a Balance Sheet as on that date after taking 
into account the following adjustments. 

(i) Closing Stock Rs, 30,000; (ii. Outstanding Liabilities for Salaries 
Rs. 1,500 and Wages Rs. 1,000; (iii) Depreciate Plant @ 205 p.a. and 
Furniture @ 10% p.a. (iv) Sundry Debtors include Rs. 1.340 as bad ; v) Create 
a provision for Bad debts @ 5% on the balance amount of Sundry Debtors. 

[W. B. Н. S. Examination, 1984) 


Solution : 


In the Books ої... = 
(a) Trading Account 
for the year ended 31st December, 1983 
Dr. Cr. 
e t e a € — 
Particulars Amount Particulars Amount 
Rs. Rs. Rs. Rs 
To Stock (Opening) 20,300 | By Sales 1,40,000 
, Purchases 86,600 Less Returns (Sales) 700 | 1,39,300 
Less Returns (Purchases) 1,000 85,600 
, Closing Stock 30,000 
», Wages 6,700 
Add Outstanding 1,000 7,700 
„ Carriage Inwards 630 
„ Freight 670 
, Profit & Loss Account 54,400 
(Gross Profit transferred) 
1,69,300 | 1,69,300 
ii s de нш ый РАШ ал b clic I 
(b) Profit & Loss Account 
for the year ended 31st December, 1983 
Dr. Cr. 
Particulars Amount Particulars Amount 
Rs. : Rs. Rs. 
To Salaries 5,000 By Trading Account 54,400 
Add Outstanding 1,500 6,500 (Gross Profit transferred) 
rE » Discount Received 4,000 
, Discount 400 | ,, Commission 21,000 
, Carriage Outwards 560 
» Depreciation : 
Plant (2) 207; 5,000 
Furniture @ 10% 1,000 6,000 
» Bad Debts 1,340 
, Provision for Doubtful Debts 1,400 
7. Capital Account 63,200 
(Net Profit transferred) C 
79,400 79,400 


13 [ II] 85] 
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(с) 


Liabilities 


Capital 
Add Net Profit 


Reserves 
Sundry Creditors 
Bills Payable 
Outstanding Liabilities : 
Salaries 
Wages 


HIGHER SECONDARY AOCOUNTANOY 


Balance Sheet as at 31st December, 1983 


аи а а а 


Amount Assets Amount 
Rs. Rs. Rs. Rs. 
,000 Freehold Premises 30,000 
63,200 93,200 | Plant t 25,000 | 
Less Depreciation 5,000 20,000 
16,000 
20,500 | Furniture 10,000 
7,500 Less Depreciation 1,000 | 9,000 
1,500 Closing Stock 30,000 
1,000 2,500 | Sundry Debtors 29,340 
Less Bad Debts 1,340 
28,000 | 
Less Provision for 
Doubtful Debts 1,400 26,600 
Bills Receivable 16,800 
Cash at Bank 6,900 
Cash in hand 400 
1,39,700 1,39,700 


(1) Amount of 


Working Notes 


Provision of Doubtful Debts : 


Rs. (29,340—1,340) @ 57; = Rs. 1,400 


(2) Depreciation on Plant : (2 20% on Rs. 25,000 — Rs. 5,000 


(3) Depreciation on Furniture— @ 10% on Rs. 10,000 — Rs. 1,000 
клы... 
Illustration 11: From the following balances extracted from the Books 
of a trader on 31st December, 1960 prepare a Trading and Profit & Loss 
Account for the year ended on that date and also a Balance Sheet as on the 


same date : 
Dr. 
Rs, 
Capital Account 
Drawings Account 7,100 
Plant & Machinery 9,500 
Stock on 1-1-1960 14,600 
Purchases and Sales 1,03,620 
Sales and Purchases Return 2,100 
General Expenses 2,000 
Wages 2,400 
Rent and Rates 3,200 
Bank Overdraft 
Bad Debts 1,720 
Debtors and Creditors 30,000 
Cash in hand 480 
Bad Debts Reserve 
16,720 
= 


1,19,060 
2,910 


1,200 
10,000 
1,050 
1,76,720 


— — 
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Notes: (i) Provide 10% depreciation on Plant and Machinery. (ii) Bad 
Debts Reserve is to be increased to 5% of Debtors. (iii) A Credit Sale of 
Rs. 2,000 has not been recorded in the books. (iv) Plant and Machinery 
worth Rs. 1,000 purchased during the year (on September 30, 1960) has been 
included in Purchases. (v) Rent accrued due on 31-12-60 was Rs. 400 and 
Rent paid in advance Rs, 800. (vi) Stock on 31-12-60 was valued at Rs. 17,300. 
(These do not include the value of the machinery bought on 30-9-60'. 
(vii) Wages include Rs. 200 for installation of Plant. [ B. U. B. Com., 1961 ] 


Solution : 
Trading and Profit & Loss Account 
for the year ended 31st December, 1960 


Dr. - Cr. 
M — M — —— 
Particulars Amount Particulars Amount 
Rs. Rs. À Rs. Rs. 
To Opening Stock 14,600 | By Sales 1,19,060 
, Purchases 1,03,620 Less Returns 2,100 
Less Returns 2,910 
1,16,960 
1,00,710 Add Credit Sales not 
Less Plant & Machinery 1,000| 99,710 recorded in the books 2,000 | 1,18,960 
» Wages 2,400 „ Closing Stock 17,300 
Less for Installation 
of Plant 200 2,200 
, Profit & Loss Account 19,750 
(Gross Profit transferred) 
1,36,260 1,36,260 
By Trading Account ETNE 
To GeneralExpenses 2,000 (Gross Profit transferred) 19,750 
„ Rent and Taxes 3,200 
Add Due 400 
3,600 
Less Pre-paid 800 2,800 
„ Bad Debts 1,720 
„ Reserve for Bad Debts: |^ 
New Reserve 1 
Less Old Reserve 1,050 550 
„ Depreciation @ 10% on 
Plant and Machinery 980 
„ Capital Account 11,700 
(Net Profit transferred) 
19,750 19,750 
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Balance Sheet as at 31st December,1960 


= - — 583. 
Liabilities Details | Amount | Assets Details | Amount 
Re, Rs. Rs. Rs. 
Capital : Fixed Assets : 
Opening Balance Plant and Machinery 9,500 
Add Net Profit Ada Additions during 
the year 1,000 
Add Wages for 
Less Drawings installation 200 
Bank Overdraft 10,700 
Creditors Less Depreciation 
Outstanding Expenses : @ 10% 980 9,720 
Rent — 
Current Assets : 
Stock in Trade [ 30,000 
Debtors 17,300 
Add Credit Sales not 
recorded in the books | 2,000 | 
32,000 
Less Reserve for 
Bad Debts 1,600 30,400 
Cash in hand i 480 
Pre-paid Rent 800 


Working Note : 
Depreciation on Plant & Machinery @ 10% on Rs. 9,500 for 12 months-- Rs. 950 


@ 10% on (1,000--200) for 3 months= „ 30 


980 
————M 


. Mlustration 12: The following is the Trial Balance of Provat Kumar, a 
stationery merchant, as at 31st December, 1958 : 


Trial Balance 
Rs, Rs. 
Provat Kumar’s Capital 1,50,000 
Provat Kumar’s Drawings 18,000 
Cash in hand 1,800 
Cash at Bank 21,900 
Plant and Machinery 90,000 
Furniture and Fixtures 9,000 
Insurance Charges 1,200 
Miscellaneous Expenses 600 


Trade Marks Rights (10 years from 1-1-1958) 30,000 
Stock on Ist January, 1958 40,500 
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Loan from Harigopal (taken on 1st July, 


1958, @ 6 per cent per annum) 15,000 
Interest on Loan from Harigopal 300 
Salaries and Wages 27,300 
Sundry Debtors and Creditors 34,200 25,200 
Rent, Rates and Taxes 9,300 
Trade Expenses 900 
Purchases and Sales 1,42,800 2,40,000 
Postage and Telegrams 1,200 
Bad Debts 800 
Charities and Donations 400 
4,30,200 4,30,200 


You are required to prepare a Trading and Profit & Loss Account for 
the year ended 31st December, 1958 and a Balance Sheet as on that date after 
making the following adjustments ; (1) Stock on 31st December, 1958, 
Rs, 38,200 ; (2) Depreciate Plant and Machinery at 10% and Furniture and 
Fixtures at 5% per annum ; (3) Invoices of the value of Rs. 3,600 were recorded 
in the Sales Book on 27th December, 1958, but goods were not despatched 
until 5th January, 1959 and were included in the Closing Stock, (4) Of the 
Sundry Debtors Rs. 1,200 are bad and should be written off; (5) Create a 
Reserve of 5% on Sundry Debtors for Bad & Doubtful debts, 

ІС. U. В, Com., 1962 ] 


Solution : In the Books of Provat Kumar 
Trading and Profit & Loss Account 
Dr. for the year ended 31st December, 1958 Cr. 
Particulars Amount Particulars Amount 
Rs. Rs. NS R. Rs. 
To Stock 1st January, 1958 40,500 | By Sales 2,40,000 
, Purchases 1,42,800 | ,, Closing Stoeks 38,200 
„ Profit & Loss Account 91,300 Less Stocks sold but 
(Gross Profit transferred) undelivered — 3,600 34,600 
274,600 í 2,74,600 
= 
To Insurance Charges By Trading Account 91,300 


„ Salaries and Wages (Gross Profit transferred) 


„ Rent, Rates and Taxes 

» Trade Expenses 

„ Postage and Telegrams 

„ Bad Debts 

„ Bad Debt written off 

„ Reserve for Bad Debts 

» Miscellaneous Expenses 

» Charities and Donations 

» Depreciation on : 
Plant and Machinery 9,000 
Furniture and Fixtures 45 
Trade Mark Rights 2 


, Interest on Loan 300 
„аа Outstanding 150 


„ Capital Account 
(Net Profit transferred) 


91,300 


3.198 


HIGHER SECONDARY AOCOUNTANOY 


Balance Sheet as at 31st December,1958 


Liabilities Details | Amount Assets Details | Amount 
Rs. Rs. Rs. 
Capital : Fixed Assets : 
Opening Balance 1,50,000 Plant and Machinery 90.000 
Add Profit 33/850 Less Depreciation @ 10% | 9,000 | 81,000 
1,83,850 Furniture and Fixtures 9.000 
Less Drawings 000 1,65,850 | Less Depreciation @ 5% 450 8,550 
Loan from Harigopal 15,000 Trade Mark Rights 30,000 
Add Outstanding Interest | "150 15,150 Less Depreciation @ 10% _3 „000 27,000 
Sundry Creditors 25,200 Current Assets : 
Sundry Debtors 34,200 
Less Bad Debt Written off | 1,200 
33,000 
Less Bad Debts Reserve 1,650 31,350 
Stock in Trade 38,200 
Less Goods sold 
but not delivered 3,600 34,600 
Cash at Bank 21,900 
Cash in hand 1,800 
2,06,200 2,06,200 
= — 


Illustration 13 : Prepare a Trial Balance, Trading and Profit & Loss Account 
and Balance Sheet from the following balances taken out from the Books of Sri 
7. К. Munshi at 31st December, 1951, covering full year's working : 


Cash at Bank 

Cash in hand 

Sales 

Stock as at 1-1-1951 

Returns (Sales) 

Discount allowed to 
Customers 

Bills Receivable 

Sundry Debtors 

Purchases 

Discount allowed on 
Purchases 

‘Wages 


Rs, 
26,400 
30 
2,61,230 
27,410 
3,300 


9.380 
1,820 
52,720 
1,84,030 


3,900 
14,040 


Stock аз at 31-12-1951 


Depreciation on 
Building Rs, 
Plant Rs. 


230 


1,550 


Royalty on Patent (Cr.) 


Trade dnd General 
Expenses 
Reserve on Patent 
Interest on Loan 

Repairs 
Sundry Creditors 
Building 


Rs. 
32,250 


1,780 
400 


5,020 
5,000 
1,240 
840 
20,780 
95,820 
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Reserve for Bad & Doubtful Patent Rights 50,000 
Debts 5,400 Loan on Mortgage 45,000 
Reserve for Discount on Agent’s Salaries 4,500 
Book Debts 1,970 Bad Debts written off 3,900 
Advertising 1,000 Plant and Machinery 30,000 
Carriage Inwards 450 Capital 2,00,000 
Drawings 30,000 


Before preparing the above, you are required to effect adjustments in 
respect of the following : 
(i) Stock as at 31-12-1951 include materials worth Rs. 2,250 for which 
Bill had not been received and accounted for in the Books, 
(ii) A sum of Rs. 3,000 paid during the year as ground lease rent of the 
year 1951 and 1952, has been debited to Building Account. 
[ С. A. Мау, 1952— Adapted ] 


Solution t 
. In the Books of J. К, Munshi 
Trial Balance as at 31st December, 1951 
rem __———ө——————— 
Debit Balances Amount Credit Balances Amount 
Rs. Rs. 

Cash at Bank 26,400 | Sales 2,61,230 
Cash in hand 30 | Discount on Purchases 3,900 
Stock as at 1-1-1951 27,410 | Reserve for Bad & Doubtful debts 5,400 
Sales Return 3,300 | Reserve for Discount on Debtors 1,970 
Discount Allowed 9,380 | Royalty 400 
Bills Receivable 1,820 | Reserve for Patent 5,000 
Sundry Debtors 52,720 | Sundry Creditors 20,780 
Purchases 1,84,030 | Loan on Mortgage 45,000 
Wages 14,040 | Capital 2,00,000 
Advertising 1,000 
Carriage Inwards 450 
Drawings 30,000 
Depreciation 1,780 
Trade & General Expenses 5.020 
Interest on Loan 1,240 
Repairs 840 
Building 95,820 
Patent Rights 50,000 
Agent’s Salary 4,500 
Bad debts written off 3,900 
Plant & Machinery 30,000 

5,43,680 . 5,43,680 

= = 
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Trading Account 
for the year ended 31st December, 1951 
Dr. Cr. 
ы... 
Particulars Amount Particulars Amount 
Rs, Rs. Rs. 
To Opening Stock 27,410 | By Sales 2,61,230 
» Purchases 1,84,030 Less Sales Return 3,300 | 2,57,930 
Add Materials for which 87:3 ast 
bill had not been Stock at 31. 12. 1951 | 32,250 
received and not 
accounted for in 
the books 2,250 
1,86,280 
Less Discount allowed 
on purchases 3.900 | 1,82,380 
» Wages 14,040, 
» Carriage Inwards 450, 
» Profit & Loss Account 65,900; 
(Gross Profit transferred) 
90,180 2,90,180 
———————M M e 
Profit & Loss Account 
for the year ended 31st December, 195] 
Dr. Се 
ллы... 
Particulars Amount Particulars Amount 
Rs. Rs. Rs. Rs, 
To Discount Allowed 9,380 | By Trading Account 
» Advertising 1,000 (Gross Profit transferred) 65,900 
» Depreciation : » Royalty on Patent 400 
Building 230 
Plant & Machinery 1,550 1,780 
» Trade & General Expenses | 5,020 
» Interest on Loan | 1,240 
» Repairs 840 
» Agents’ Salaries 4,500 
» Bad Debts written off 3,900 
» Ground Lease Rent 
(for 1951) 1,500 
» Capital Account 37,140 
(Net Profit transferred) 
66,300 66,300 
ceca ae да ce аннын Mc e RN ИИИНИН 
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Balance Sheet as at 31st December, 1951 
„————є——————— 


Liabilities Amount Assets 
Rs. Re. Rs. 
Capital Account : Fixed Assets : 
Opening Balance 2,00,000 Buildings Les: Depreciation 95,820 
Add Net Profit Less Ground Lease Rent 3,000 
during the year 37,140 
Patent Rights 
, 2,37,140 Plant and Machinery 
Less Drawings 30,000 | 2,07.140 Less Depreciation 
Sundry Creditors 20,780 Current Asset’: 
Add Material purchased Stock in Trade 
but not included 2,250 23,030 | Sundry Debtors 52,720 
= Lese Reserve for Bad Debts 5,400 
Loan on Mortgage 45,000 ae 
Reserve on Patents 5,000 47,320 
Less Reserve for Discount 
on Debts 1,970 
Bill Receivable 
Pre-paid Ground Lease Rent 
Cash at Bank 
Cash in hand 
2,80,170 
~ 


3.201 


Amount 


Rs. 


92,820 
50,000 
30,000 


32,250 


45,350 


2,80,170 


gee EE RD Ce A eT 


Working Note 


Reserve on patent is to be shown as a Reserve on Fixed Assets and recorded 
in the Liabilities side of the Balance Sheet. 


Illustration 14: From the following list of balances prepare Manufac- 
turing Account, Trading Account and Profit & Loss Account for the year ended 
31st December, 1959 and a Balance Sheet as at that date : 


Rs. 
Stock on 1-1-59 : 
Raw Materials 30,000 
Work in Progress 20,000 
Finished Goods 1,50,000 
Purchases of Materials 3,00,000 
Carriage Inwards 11,000 
Wages 2,00,000 
Works Manager’s Salary 56,000 
Factory Expenses 59,000 
Royalties 12,000 
Sales 7,34,000 
Discount Received 11,000 
Office Salaries and Expenses 70,000 
Office Rent and Insurance 42,000 


Advertisement 
Printing and Stationeries 
Carriage Outwards 
Discount Allowed 
Cash in hand and at 
Bank 
Sundry Debtors 
Plant and Machinery 
Land and Building 
Sundry Creditors 
Loan @ 5% (Cr.) 
Drawings 
Reserve for Bad Debts 
Capital Account 


Rs. 
21,500 
10,000 

6,000 
10,000 


52,500 
2,50,000 
2,00,000 
1,15,000 
4,71,000 

40,000 

61,000 

10,000 
4,10,000 


3.202 HIGHER SECONDARY ACCOUNTANCY 

The following additional particulars are to be taken into consideration : 
(a) Stock on 31-12-59: Raw Materials, Rs. 40,000 ; Work in Progress, 
Rs. 45,000 ; Finished Goods, Rs, 2,80,000. (b) Outstanding Expenses ; Wages, 
Rs. 6,000 ; Factory Expenses, Rs. 2,500 : Office Salaries, Rs. 3,000 ; Interest 
on Loan, Rs. 2,000. (c) Depreciate Land and Building @ 2% and Plant and 
Machinery @ 74%. (d) Write of Rs, 5,000 as Bad Debts and provide a Reserve 
of 5% for Bad and Doubtful Debts, [ С. U. В. Com. 1961— Adapted ] 


» 


Solution 
Manufacturing Account 
for the year ended 31st December, 1959 
Dr. Cr. 
Particulars Details | Amount Particulars Details | Amount 
Rs. Rs. Rs. Rs: 
To Opening Stock : By Work in Progress 45,000 
Raw Materials » Trading Account 6,26,500 
s, Purchase of (Cost of production | 
Raw Materials transferred) | 
Less Closing Stock of | 
Raw Materials 
„ Work in Progress | 
» Carriage Inwards 
» Wages 
Add. Outstanding 
» Royalties 
» Works Manager's 
Salary 
» Factory Expenses 
Add Outstanding 
,, Depreciation on 
Plant & Machinery 
6,71,500 
Trading Account 
for the year ended 31st December, 1959 
Dr. Cr. 
Particulars Details | Amount Particulars Details | Amount 
Rs. Rs. ` Rs. Rs. 
То Opening Stock 1,50,000 | By Sales 7,34,000 
, Manufacturing A/c » Closing Stock 2,80,000 
(Cost of Production) 6,26,500 
»» Profit & Loss Account 2,37,500 
(Gross Profit transferred) 
10,14,000 10,14,000 
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Profit & Loss Account 


ls for the year ended 31st December, 1959 
Dr. Cr. 
EAD PNIS EM ЕЛ е ү алыр UE ROS UR 
Particulars Amount Particulars Amount 
Rs. Rs. Rs. 
To Office Salaries and By Profit & Loss Account 2,37,500 
Expenses 70,000 (Gross Profit transferred) 
Add Outstanding 3,000 73,000 | „ Discount Received 11,000 
, interest on Loan 2,000 
» Office Rent and Insurance 42,000 
» Advertisements 21,500 
, Printing and Stationeries 10,000 
, Carriage Outwards 6,000 
„ Discount Allowed 10,000 
, Reserve for Bad Debts : 
New Reserve 12,250 
Less Old Reserve 10,000 2,250 
„ Bad Debts written off 5,000 
„ Depreciation : 
Land and Building 2,300 
„ Capital Account 74450 
(Net Profit transferred) 
2,48,500 2,48,500 
— ———— 
——————————————— 
Balance Sheet as at 31st December, 1959 
Liabilities Amount Assets Amount 
| Rs. Rs. Rs. Rs. 
Capital : Fixed Assets : 
Opening Balance 4,10,000 
Add Net Profit 74,450 Land and Building 1,15,000 
Less Depreciation @ 2% 2,300 | 1,12,700 
4,84,450 
Less Drawings 61,000 | 4,23,450 | Plant and Machinery 2,00,000 
Less Depreciation @ 757, 15,000 1,85,000 
Sundry Creditors 4,71,000 
Loan (à 57; 40,000 Current Assets : 
Outstanding Liabilities : 
Wages Stock in Trade : 
Factory Expenses Raw Materials 40,000 
Office Salaries Work in Progress 45,000 
Interest on Loan Finished Goods 2,80,000 | 3,65,000 
Sundry Debtors 2,50,000 
Less Bad Debts written off 5,000 
2,45,000 
fi Less Reserve for 
Г Bad Debts @ 5% 12,250 | 2,32,750 
| 
| Cash in hand and at Bank 52,500 


9,47,950 


—= 


3.204 HIGHER SECONDARY ACCOUNTANCY 


Illustration 15: Below is given the Trial Balance of Kar, Dhar & Co, as 
on 31st December, 1961. The partners share profits & losses as to Kar 80% 
and Dhar 80%. 


t 


Rs. Rs. 

Opening Stock 40,000 Sales 4,12,850 
Freehold Factory 80,000 Returns 750 
Purchases 1,95,000 Discount 1200 
Plant 90,000 Sundry Creditors 25,000 
Furniture 45,000 Capital ; 
Sundry Debtors 60,000 Kar 50,000 
Carriage in 1,500 Dhar _ 20, 00 70,000 
Carriage out 2,300 
Returns 1,200 Reserve Fund 70,000 
Discount 760 
Salaries 16,000 
Wages 20,000 
Advertising 3,500 
Repairs to Plant 740 
Bad Debts 2,300 
Insurance 1,500 
Cash at Bank 20,000 

5,79,80 5,79,800 


The following additional information is supplied : 


(а) Closing Stock amounts to Rs. 55,000 ; 5) Depreciate Plant at 6% 
and Furniture at 10% ; (c) Outstanding Liabilities to be provided for : Salary 
Rs. 3,000 and Wages Rs. 4,000; (d) Insurance Premium paid in advance 
amounted to Rs. 500; (e) Bad Debts Reserve to be raised to 24% on Sundry 
Debtors ; (f) 10% of the divisible profit is to be carried to the Reserve Fund. 


You are required to prepare the Trading and Profit & Loss Account for 
the year ended 31st December, 1961 and a Balance Sheet as at that date. 
[C. U. Three-Year Degree Course, B. Com., 1963] 


= шыш —— A _ 
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Solution 


Dr. 


Particulars 
———— 


To Stock (Opening) 
, Purchases 
Less Returns 
„ Wages 
Add Outstanding 
, Cerriage in 
„ Profit & Loss Account 
(Gross Profit transferred) 


To Discount 
» Salaries 
Add Outstanding 
, Insurance 
Less Pre-paid 
» Advertising 
» Repairs to Plant 
, Bad Debts 
, Reserve to Bad Debts 
, Carriage Out 
„ Depreciation : 
Plant @ 6% 
Furniture @ 10% 
Profit & Loss Appr. Aji 


‘(Net trading Profit trans.)| 


To Reserve Fund (10% of 
Divisible Profit i.e. 
10% of Rs. 1,67,200) 

» Capital Account : 
Share to Profit : 
Kar 80% 
Dhar 20% 


In the Books of Kar, Dhar & Со, 
Trading and Profit & Loss Account 


for the year ended 31st December, 1961 


Details | Amount Particulars Details 
Rs. Rs. Rs. 
40,000 | By Sales 14,12,850 
1,95,000 Less Returns ‚200 
750 | 1,94,250} , Stock (Closing) 
20,000 
24,000 | 24000 
1,500 
2,06,900. 
466,650 
16,000 е By Trading Account 
3000 | 19000 | (Gross Profit transferred) 
x 2 , Discount ` 
1,500 
500 1,000 
3,500 
740 
2,300 
1,400 
2,300 
5400 | 
4,500 9.900 
| 167200 
2,08,100 
=| By Profit & Loss Account 
(Net Trading Profit 
16,720 


transferred) 


1,67,200 
—— 


Kar, Dhar & Со. 


Balance Sheet as at 31st December, 1961 


Liabilities Details | Amount Assets Details | Amount 
xp Rs. Re VAR Rs. Rs. 
Capital: Kar Fixed Assets : 
Balance 1st Jan. 1961 50,000 Freehold Factory 80,000 
Add Net Profit Plant 90,000 
during the year 1,220,384 | 1,70,384 Less Depreciation 5,400. 84,600 
Capital: Dhar Furniture 45,000 | 
Balance G n 1961 20,000 Less Depreciation 4,500 | 40,500 
Add Profit during Current Assets : | 
the year 30096 | 50,096 | Stock in Trade 55,000 
Reserve Fund 70,000 Sundry Debtors 60,000 
Add New Reserve 16,720 86,720 Lets Reserve for 
Current Liabilities Bad Debts 1,400 58,600 
Sundry Creditors 25,000 Pre-paid Expenses 500 
Outstanding Liabilities : Cash in hand 20,000 
Salary Wes 2:900. } 
Wages М A —339 200 
— 


= RÀ 


3.206 HIGHER SECONDARY AOCOUNTANOY 


Working Note 


(1) Profit & Loss Appropriation A/c is shown, to “distribute profit and create 
reserve ; because it is a partnership concern. 


Illustration 16 : S. K. Shaha started a business on Ist April, 1983, with 
Rs. 20,000 in cash, Rs, 10,000 in goods and Rs. 10,000 in machines. He closed 
the books of accounts on 31st March, 1984 and prepare a Trial Balance which 
is given below : 


Trial Balance as at 31st March, 1984 


Debit Balances Amount Credit Balances Amount 
Rs. Rs. 

il, 1983 10,000 | Capital 50,000 

е с 45,000 | Returns Outward 4,600 

Drawings 5,000 | Sales 1,40,000 

Bad Debts 6,000 | Loans @ 8% (taken on Ist 

Wages 18,200 , July, 1983) 30,000 

Purchases 95,000 | Creditors 18,000 

Returns Inward 2,800 | Provision for Doubtful Debts 420 
Advertisement 9,900 
Cash 9,400 
Debtors 26,200 
Interest on loan 200 
Trade Expenses 820 
Salaries 5,000 
Insurance Premium | 480 
Bank Charges 320 
Furniture 8,700 

243020 243000 


Other informations : 


(a) Depreciate Furniture (2 10% and Machinery @ 5%. 

(b) Wages included Wages of Rs. 1,200 paid to the workers for repairing 
Machinery and Wages outstanding Rs. 900. 

(c) Goods valued at Rs. 18,000 were destroyed by fire, against the loss 
on Insurance claim of Rs. 15,000 was certified. 

(d) During the year S. K. Shaha had taken goods of Rs. 4,500 for 
personal consumption. 

(e) The value of Closing Stock was Rs. 22,500. 

(f) K. Shaha, a Debtor for Rs, 5,000 was declared insolvent, only 25 
paise in a rupee was receivable against his estate, 

(g) Create a Provision for Doubtful Debts at 5% and Provision for 
Discount at 24% on Debtors as well as on Creditors. 

(h) Charge interest at 5% on capital and 2% on drawings. On Ist July 
1983, he introduced further Capital. 
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From the above information, prepare a Trading Account, Profit & Loss 
Account for the year ended 31st March, 1984 and a Balance Sheet as on 


that date. 


Solution : 


S. К, Shaha 
Trading and Profit & Loss Account 
for the year ended 31st March, 1984 


Dr. Cr. 
ee eee 
Particulars Amount Particulars Amount 
a А | 
E Opening Stock 10,000 | By Sales 1,40,000 | 
, Purchases 95,000 Less Returns Inward 2,800 1,37,200 
” Less Returns Outward 4,600 а Б oe 
» Closing Stock 22,500 
В 90,400 » Loss by бге 18,000 
Less Goods drawings 4,500 | 85,900 | 
„ Wage 18,200 
Less Pages for Machines 
repairing 1,200 
17,000 
Add Outstanding Wages 900 
, Profit and Loss Account 
" (Gross Profit transferred) 
1,77,700 
ey 
To Salaries By Trading Account 
„ Bad Debts (Gross Profit transferred) 63,900 
» Advertisement » Insurance Claim 15,000 
„ Interest on Loan 200 » Provision for Discount 
AddOutstanding Interest 1,600 оп Creditors @ 23% 450 
T » Interest on Drawings @ 27, 50 


Insurance Premium 
, Bank Charges 

» Trade Expenses 
Depreciation : 


Machinery 1,375 
Furniture 435 
„ Repairing Wages 
„ Loss by fire 
, Loss on inso of 
Shaha 
„ Provision for Bonbin 
Debis @ 5% 
New Provision ‚060 
Less Old Provision 420 


Provision for Discount 
on Debtors @ 24% 
» Interest on Capital 
„ Capital Account 
" CNet Profit transferred) 


» 
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Balance Sheet as at 31st March, 1984 
Liabilities Amount К Assets Amount 
pig ЕГ НН т ы 
Rs. Rs. Rs. Rs. Rs. 
Capital 50,000 Machinery | 45,000 
Add Net Profit Less Depreciation 1,375 43,625 
during the year 26,801 3 
————]| Furniture 8,700 
76,801 Less Depreciation 435 8,265 
Less Drawings 5,000 д —_ 
Goods Doe 4,500 Stock in trade 22,500 
Interest on Drawings 50 9,550 Sundry Debtors 26,200 
— Less Debt from 
67,251 В. К. Shaha 5,000 
Add Interest on Capital 2,375; 69926 
000 Less Provision fc 200 
Loans @ 8% 30, ss Provision for 
Я Due 1,600.} 31600 Doubtful Debt 1,060 | 
Creditors 18,000 ён 20,140 
Less Provision for Less Provision for 
Discount on Creditors 450] 17,550 Discount on Debtors 504 19,636 
Outstanding Liabilities : Claim on estate of 
Wages 900 В. K. Shaha 1,250 
Insurance Claim 15000 
Cash 9. 400 
1,19,676 1,19,676 
е — 
Working Notes = 
1. Depreciation : Rs. 
(a) On Machinery: @ 5% on Rs. 10,000 for 12 months = 500 
@ 57, on Rs. 35,000 for 6 months—875 
1,375 
(b) On Furniture : @ 107 on Rs, 8,700 for 6 months= Rs. 435 
2. Interest on Capital : Rs. 


On Opening Capital Rs (20,000 + 10,000 + 10,000) @ 5%=2,000 
for 12 months 
On Further Capital Rs. (50,000—40,000) @ 57, for9 months 375 


2,375 
3. Provision for Doubtful Debts : A Rs. 
Sundry Debtors 26,200 
Less: Debt of В. К. Shaha 5,000 
721200 

On Rs 21,200 @ 5% Rs, 1,060 
4. Provision for Discount on Debtors : Rs. 
Sundry Debtors 21,200 
Less Provision for Doubtful Debts 1,060 
20,140 


OnRs. 20,140 @ 5% Rs, 504 (Approx.) 


3. Interest on Drawings : - 
On Rs. 5,000 @ 2% for 6 months=Rs. 50 


6. Provision for Discount on Creditors : 
@ 217, on Rs. 18,000 =Rs. 450 


7. Interest on drawing is charged on cash drawings; but interest on goods 


drawings is not taken. 


———— 
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Illustration 17: In a partnership business Jyoti and Bikas share profits 
and losses in the ratio of 3: 2» From the following Trial Balance of the firm 
аз оп 315 December, 1984 prepare (a) the Trading Account and the Profit & 
Loss Account for the year ended 31st December, 1984 and (b) the Balance 
Sheet as on that date : 


Dr. Gh 
Rs Rs. 

Wages 10,000 Capital 80,000 
Furniture 15,000 Purchase Return 3,000 
Discount 600 Sundry Creditors 30,000 
Carriage outward 300 Reserve Fund 60,000 
Freight and Insurance 1,500 Bills Payable 12,000 
Purchases 1,532,000 Commission 8,000 
Stock ( 1-1-84 ) 35,000 Sales 2,58,000 
Bills Receivable 40,000 
Freehold Premises 60,000 - 
Sales Returns 1,500 
Sundry Debtors 50,000 
Salaries , 12,000 
Bad Debts 4,400 
Wages 18,000 
Plant & Machinery 45,000 
Advertising 5,000 
Repairs to Machinery 700 

4,51,000 4,51,000 

n 


The following adjustments 'are to betaken into account: (i) Closing 
stock valued at Rs. 62,000 ; (ii) Outstanding liabilities for :— (a) Wages 
Rs. 2,500, (b) Salaries Rs. 3,000 (iii) Depreciation @ 1076 per annum on Plant 
and Machinery and @ 5% per annum on Furniture is to be provided (iv): 
Provision for Doubtful Debts is to be made @ 5% on Sundry Debtors, 

[W. В. Н. S. Examination, 1985] 


` 


Solution : 
(a) In the Books of Jyoti and Bikash 
Trading Account 
for the year ended 31st December, 1984 


Dr. Cr 
Particulars Amount Particulars Amount 
rre te eae: Ro Se ELAES 
Rs: Rs. Rs. Rs. 
To Stock on 1. 1. 84 35,000 | By Sales 2,58,000 
„ Purchases 1,52,0C9 Less Returns 1,500 
Less Returns 3,000 — | 2,56,500 
—— 149,000 | „ Closing Stock 62,000 
„ Wages 10,000 
Add Outstanding 2,500 
12,500 
, Freight and Insurance 1,500 
, Profit & Loss Account 1,20,500 
—Gross Profit transferred 
3,18,500° . 3,18,500 


——— repetiit li it T TNT 
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3.210 HIGHER SECONDARY АООООМТАМОҮ 
(b) Profit & Loss Account 
for the year ended 31st December, 1984 
Dr Cr. 
nc a maaar шш va r a aee aa a ae et 
Particulars Amount Particulars Amount 
ҮЕ КЫА 1 a 
i By Trading Account ‚20, 
T Саве Опра 12,000 Б me Profit transferred Жо 
" Аад Outstanding 3,000 » Commission А 
—— 15000 
„ Bad Debts йо) oe 
» Wages (Non-productive 18, 
» Discount 600 
» Advertising 5,000 
» Repairs to Machinery 700 
» Depreciation оп: 
Plant & Machinery 4,500 
Furniture 750 
» Provision for Doubtful Debts 2,500 
» Jyoti's Capital Y 
„ Bikash Capital 30,700 
76,750 
(Share of Profit transferred) 
| 128,00 128,500 
л. 


(c) Balance Sheet аз at 31st December, 1984 


————————— 


_ Liabilities Amount Assets Amount 
Rs. Rs. Rs. Rs. 

Capital (combined) Freehold Premisses 60,000 
Opening Balance 80,000 Plant & Machinery 45,000 
Add Net Profit 76,750 Less Depreciation 4,500 

1,56,750 40,500 
Reserve Fund 60,000 | Furniture 15,000 
Creditors 30,000 Less Depreciation 750 

Bills Payable 12,000 - 14250 

Outstanding Liabilities Stock 62,000 
Wages 2,500 Sundry Debtors 50,000 

Salaries 3, Less Provision for 

== 5,500 Doubtful Debts 2,500 

= 47,500 

Bills Receivable 40,000 

2,64,250 2,64,250 


———„—————— 


Account cannot be shown. 


Working Notes : 


(1) In this problem the Balances of Wages Account are given for two times, 


It is assumed that the balance of wages for Ёз. 10,000 is treated as productive wages and 


the balance of wages for Rs. 18,000 is for non-productive wages, 
(2) It is assumed that the wages are outstanding for productive purposes. 


(3) It isa partnership firm and the profit is to be distributed at 3 : 2. But th 
balance of combined Capital Account is given їп {һе problem. So the separate Capital 


e — 
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Illustration 18: From the following Trial Balance as on 31st December, 
1980 of a Sole Trader prepare the Trading and Profit & Loss Account for the 
year ended 31st December, 1980 and the Balance Sheet as on that date. 


Trial Balance as on 31-12-1980 


Dr. Cr. 
Rs. Rs. 
Rent 20,000 
Drawings 10,000 
Advertisement 4,000 
Debtors 60,000 
General Expenses 6,000 
Sales Return 2,500 
Insurance Premium 3,000 
Capital 1,20,000 
Machinery 80,000 
Wages 25,000 
Creditors 45,000 
Purchases 1,10,000 
Salaries 19,000 
Loan 80,000 
Purchases Return 2,000 
Cash in hand 300 
Sales 2,50,000 
Land and Buildings 80,000 
Reserves 33,500 
Electric Charges 2,400 
Furniture 16,000 
Stock on 1-1-1980 x 28,000 
Telephone Charges 2,400 
Cash at Bank 59,800 
Discount 900 
Bad Debts 1,200 
5,30,500 5,30,500 


The following matters are to be taken into account : 
(i) Closing Stock valued at Rs. 30,000 ; (ii) Outstanding liabilities for : 
(a) Wages Rs. 5,000 ; (b) Rent Rs. 3,000 ; (iii) Depreciation @ 10% per annum 
on Machinery, @ 5% per annum on Land and Buildings and @ 20% on 
Furniture is to be provided ; (iv) Bad debts to be written off—Rs. 1,000 
Provision for Doubtful debts are to be maintained @ 5% on Debtors. 
[W. B. Н. S, Examination, 1981] 


3.912 HIGHER SEOONDARY AOCOUNTANOY 
Solution : 
Trading А Profit & Loss Accouni 
for the year ended 31st December, 1980 
Dr i Cr. 
кы шн E ТЫЫНЫ e o аан 
- Particulars ( Amount Particulars Amount 
Rs. — Rs. 
^ Rs. Rs. 
N By Sales 2,50,000 
8 ETA S 1,10,000 28,000 | ВУ [loss Sales Return - 2,500 | 2,47,500 
” Less Purchases Return . 2,000 1,08,000 | ,, Closing Stock 30,000 
„ Wages 725,000 
Add Outstanding  $,000 30,000 
, Profit & Loss Account 
" (Gross Profit transferred) $1 277,500" 
== By Trading Account E 
Too attending e 23,000 (Gross Profit transferred) s 
» Advertisement 4,000 25 
» General Charges 6,000 
» Insurance Premium 3,000 
» Salaries 19,000 
» Electric Charges 2,400 
» Telephone Charges 2,400 
» Discount 900 
» Bad Debts 1,200 
Add New Bad Debts 1,000} 2,200 
» Provision for Doubtful NH 
Debts 2,950 
5 Depresion? 
M Building 4,000 
Machi 8,000 
Pocos 3,200 
» Capital Account 
(Net Profit transferred) 
yn ri Balance Sheet as at 31st December, 1980 
Liabilities Amount Assets Amount 
ital 0.00 a d Build AOE КОЙ 
i 1,20,000. Eand and Buildings K 
Add Net Profit 30,450 Less Depreciation 4,000 | 76,000 
150,450 Machinery Е 80.000 
Less Drawings 10,000 | 140,450 Less Depreciation 8000 |. 72,000 
Reserves 33,500 | Furniture 16,000 
i 80,000 Less Depreciation 3,200 12,800 
Creditos . — 45,000 | Closing Stock 30,000 
Outstanding Liabilities : Debtors 60,000 
ые 5,000 Less Bad Debts __ 1,000. 
Wiz or 3900... в,000 59,000 
Less Provision for Bad Debts 2,950 56,050 
Cash at Bank 59,800 
Cash in hand 300 
3,06,950 ..3,06,950 


ЕЕЕ 


00 ; TW 5d oj - Working Notes 
а) Amount of Provision for Doubtful Debts + 

Rs. (60,000— 1,000) @ 5%=Rs. 2,950. 
1 (2) Depreciation’: Land & Building=Rs. 80,000 @ 5%=Rs. 4,000 


Machinery=Rs. 80,000 @ 1077 — Rs. 8,000 
Furniture=Rs. 16,000 @ 207; — Rs. 3,200. 


-= — 


Р 
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Illustration 19: From the following particulars prepare the Trading 
and Profit & Loss Account for the year ended 31st December, 1980 and the 
f Balance Sheet as on that date : 


Trial Balance as on 31. 12. 1980 


Dr. Cr. 
Rs. Rs, 
Capital Account 50,000 
Sales Account 1,75,000 
Creditors Account 25,000 
Bills Payable Account 20,000 
Returns Outward Account 5,200 
Interest Account 500 
( Provision for Doubtful Debts Account 2,200 
Purchases Account 75,000 
i Returns Inward Account 1,000 
Carriage Inward Account 500 
Carriage Outward Account 700 
Rent Account 2,500 
` Stock Account 15,000 
Debtors Account 40,000 
Salary Account 11,500 
Wages Account 10,000 
Printing and Stationery Account 300 
Bills Receivable Account 11,000 
Plant and Machinery Account 50,000 
Furniture & Fixture Account 10,000 
Advertisement Account 500. 
р" Bad Debts Account 500 
lio Investment Account 20,000 
" Cash at Bank 29,300 
Cash in hand 100 


2,771,900 2,77,900 
99; 


(i) Closing Stock valued at Rs. 15,000 is to be taken into account. 

(ii) Plant and Machinery is to be depreciated at 10% and Furniture 
& Fixture at 15%. 

(iii) A further Bad Debt of Rs, 500 is to be written off. 

(iy) Provision for Doubtful Debts is to be maintained at 4% on 
Sundry Debtors. 

(v) Interest due but not received within the accounting Year Rs. 500. 
This has to be taken into account. [W.B.H.S. Examination, 1982] 
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Solution : 
Trading and Profit & Loss Account 
for the year ended 31st December, 1980 
Dr. 
Particulars Particulars 
Rs. Rs. 
To Stock (opening) By Sales 1,75,000 
, Purchases 75,000 Less Returns Inward 1,000 
Less Returns Outward _ 5,200 „ Stock (closing) Inn. 
» Carriage Inward 
» Wages 
, Profit & Loss Account 
(Gross Profit transferred) 
By pos ing. Bout i 
i ross Profit transferred) 
To САБ Outward Кусы. 
B Salary Add Accrued . , 500 
» Printing & Stationery „ Provision for Doubtful 
» Advertisements ebts 
, Bad Debts 500 Old 2,200 
Add Bad Debts written off 500 Less New 1,580 


, Depreciation : 


Plant & Machinery 5,000 

Furniture & Fixture 1,500 6,500 
, Capital Account 
i (Net Profit transferred) 72,320 


95,320 


620 


95,320 


Balance Sheet as at 31st December, 1980 


Liabilities Amount Particulars Amount 
Rs. Rs. Rs. Rz. 
Capital 50,000 Plant & Machinery 50,000 
Add Net Profit 72,320 | 122320 Less Depreciation 5,000 45,000 
Furniture & Fixture 10000 | © 
Less Depreciation 1,500 8,500 
Investments 20,000 
Debtors 40,000 
Less Bad Debt 500 
39, 
Creditors 25,000 Less Provision for 900 
Bills Payable 20,000 Doubtful Debts 1,580 37,920 
Bills Receivable ШШ! 13,000 
Stock (closing) 15,000 
h at 29,300 
Cash in hand 100 
Interest Accrued 500 
1,67,320 | 167320 
Se ————— 


n m ES PRESSE ERS лес с TSR SER 


Working Notes 


(a) Depreciation on Plant & Machinery=Rs. 50,000 @ 107; — Rs. 5,000 

Depreciation on Furniture & Fixture=Rs. 10,000 @ 15%=Rs. 1,500 

(b) Provision for Doubtful Debts=Rs. (40,000—500) @ 4%=Rs. 1,580. 
prar RE Se UP ONT NE 
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Illustration 20 : The Trial Balance of a firm as on 31.12.81 is given below : 


Trial Balance as on 31-12-1981 


Dr. Сг, 
Rs Rs 
Capital 50,000 
Stock (opening) 20,600 
Carriage Inward 1,000 
Bills Payable 6,000 
Furniture 15,000 
Plant & Machinery 37,500 
Sundry Debtors 40,000 
Purchases 1,29,000 
Freight 2,000 
Bills Receivable 20,000 
Carriage Outward 850 
Discount Allowed 500 
Returns 1,050 1,500 
Discounts received 8,000 
Commission 15.500 
Sales 9,25.000 
Sundry Creditors 30,000 
Reserve 20,000 
Salaries 7,500 
Wages 20,000 
Cashinhand . 600 
_Cash at Bank 10,400 
Freehold Premises 50,000 
3,56,000 3,56,000 


Prepare a Trading and Profit & Loss Account for the year ended 31st 
December, 1981 anda Balance Sheet as at that date after taking account the 
following adjustments : 

(a) The closing stock Rs. 45,000 ; (b) Outsanding Liabilities for Salaries 
Rs, 2,000 and Wages Rs, 6,500 ; (c) Depreciate Furniture by 10% and Plant and 
Machinery by 20% ; (d) Sundry Debtors include Rs. 1,000 as bad which is to be 
written off ; (е) Create a provision for Bad Debts @ 5% on Sundry Debtors. 


[ W. В, Н. S. Examination ( External ), 1982 ] 
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Solution : epa fadi ^ Р 
Trading and Profit & Loss Account 
for the year ended 31st December, 1981 
Dr. M 2 ай f Cr, 
Amount 
Ri 
225000 | 
39% 
ka 45000 
| 
„2999 
Te | 91,3% 
LI Boo 
- { E 15,500 
| 9300 | 
- „ 599 | ии TTE 
, LR sw — adita 
» xm r | 
p П | 
+ | 
м ило | „11439 


а 
G) Diii; 
а Re 
domm Wine 0-а “he 1300 
ГЕТ] 
= йз 1950 


—— Debt - Ra. (40000100) а 
= ——— 
DEn 


i А 
У... | 
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L Exercises > MIL à 
(А) Kasay type Answer Questions `. "Cw 


1, What do Simultaneous Method preparing 
Account ? у унс тта a a 


(Aes! reser ere ыу тыктуу гер on 
(В) Shorttype Answer Questions : 

1, Write short notes on : (a) Deferred Revenue Expenses ; (b) Manager's 
Commission , 'c) Appreciation of Assets, 

Ame: Write from (a) ‘Deferred Revenue Expenditure (Р. 3. 
ib) Mes Caniad (P. 3.99 te) 7-р d dame PANAT. 
(С) Practical Questions : i 

1. From the Trial Balance prepare the Trading and Profit 4 


Loss Accounts of M/s. 5, & 1960 and the Balance 
а мнн Ran m 
Dr. Cr. 
Rs. Rs, 
Capital 60,009 
Plant and Machinery 20,000 
Furniture and Fixture 16,000 
Salary 8,760 
Purchases 62,750 
Stock on 1 1. 1960 26,990 
Sales 1,02,500 
Wages 3,200 M 
Purchases Return 1,308 
Investments E 15,700 
Interest 942 
Advertisement 1,560 
Commission 2,170 
Sundry Debtors and Creditors 32,240 48,400 
Carriage Inward 510 
Rent and Taxes 2,600 
Printing and Stationery 1,100 
Bills Receivable and Payable 1,500 12,000 
Cash Balance 4,130 
225210 325210 


Fade ias dou a MR н “a 
Provide for depreciation on | Machinery at cent and on 
Furniture and Fixture at 6 per cent. [ Higher Secondary XI) 1960 ] 


(Amst Grom Profit, RÉ. 425672: Net Profit, Re — 
Sheet. Ёз. 131,524.) 
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2. The following balance are extracted from the books of a trader on 
31st December, 1961. Prepare a Trading Account and a Profit & Loss Account 
for the year ended 31st December,1961 and Balance Sheet as at that date : 

Capital Rs: 50,000 ; Plant & Machinery Rs. 35,000 ; Furniture & Fittings 
Rs. 5,000 ; Stock at Ist January, 1961 Rs. 10,500 ; Purchases Rs. 28,500 ; Sales 
Rs. 64,000 ; Carriage Inward Rs. 500 ; Wages Rs. 6,000 ; Salaries Rs. 8,000 ; 
Discount allowed Rs. 200; Rent paid Rs. 6,500; Advertisement Rs. 400 ; 
Sundry Debtors Rs. 12,000; Sundry Creditors Rs. 10,000 ; Bills Receivable 
Rs. 7,000; Bills Payable Rs. 6,000; Cash in hand Rs. 1,100 ; Cash at Bank 
Rs. 6,800 ; Trade Expenses Rs, 2,180 ; Insurance Rs. 320. 

The following adjustments are required : Closing Stock is Rs. 15,000 and 
Reserve for Doubtful Debts is to be created at 575. 

[ B. S. E. Higher Secondary (Class XI), 1963 ] 

[Ans.: Gross Profit, Rs. 33,500 ; Net Profit, Rs. 15,300 ; Total Balance 
Sheet, Rs. 81,300.) : 

3. From the following balance extracted from Ledger A/c’s prepare a 
Trading and Profit & Loss Account and a Balance Sheet as at 31st December, 


1984 : 

Purchases Rs, 16,000 ; Discount on Purchases Rs. 1,000 ; Wages Rs. 6,500 
Sales Rs, 30,000 ; Sales Return Rs, 200 ; Purchases Return Rs. 300 ; Salaries 
Rs. 2,000 ; Travelling Expenses Rs. 500 ; Carriage Rs. 300 ; Insurance Rs.100; 
Commission Rs. 300 ; Rent and Taxes Rs. 500 ; Cash in hand Rs. 100; Cash at 
Bank Rs. 2,700 ; Bad Debts Rs, 300; Building Rs. 4,000 ; Machine Stock 
Rs, 2,000 ; Opening Stock Rs. 5,800 ; Capital Rs. 12,000 ; Debtors Rs, 4,000 ; 
Creditors Rs. 2,000. 

Make a provision for Rent and Taxes unexpired Rs, 30'00; Deprecia- 
tion on Building and Machinery (9 10% ; Outstanding Insurance Rs. 20°00. 
Reserve for Discount on Debtors (à 2}% and for Doubtful Debts @ 5%. 
Closing Stock on 31st December, 1984 was valued at Rs. 6,000:00, 

" [ U. P. Board, 1949—adapted ] 

[Ans.: Gross Profit, Rs. 8,500 ; Net Profit, Rs. 3,915 ; Total of Balance. 
Sheet, Rs, 17,935.] 

4. The balances are extracted from the Ledger Accounts of M/s. Roy & 
Co. Bombay as at 31st December, 1985. Prepare Trading Account, Profit & 
Loss Account and a Balance Sheet as on that date : 

Opening Stock Rs. 11,000; Bills Receivable Rs. 4,550 ; Purchases 
Rs, 39,000; Salaries and Wages 2,500; Insurance Rs 700; Debtors 
Rs. 30,000 ; Carriage Rs. 800 ; Commission (Cr.) Rs, 800 ; Interest on Capital 
Rs. 700; Stationery Rs. 1,400; Sales Return Rs. 1,300 ; Purchases Return 
Rs. 500 ; Office Expenses Rs. 800 ; Fixture Rs. 1,000 ; Case in hand Rs. 500 ; 
Cash at Bank Rs, 4,700; Rent and Taxes Rs. 1,100; Cartage on Sales 
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Rs. 1,450 ; Sales Rs. 60,000 ; Bills Payable Rs. 3,700 ; Creditors Rs. 18,600 ; 
Capital Rs, 17,900. 

Stock at the end of the year was valued at Rs, 25,000 ; Depreciate Fixture 
at 5% Rs. 150 were due for Rent and Rs. 150 for Salaries. Makea provision 
of 5% on Sundry Debtors for Bad and Doubtful Debts. 

[Ans.: Gross Profit, Rs. 33,400 ; Net Profit, Rs. 23,700 ; Total of Balance 
Sheet Rs, 64,200.) 

5. From the following Trial Balance extracted from the books of 
Indrajit Kumar, you are asked to prepare a Trading Account and a Profit & 
Loss Account for the year ended 31st December, 1963 and a Balance Sheet as 
on that date : 


Dr. Cr. 
Rs. Rs, 

Capital 25,000 
Plant and Machinery 17,500 
Additions to Plant and Machinery 

on 1.9.1963 1,500 
Furniture and Fittings 2,500 
Opening Stock 5,250 
Purchases and Sales 14,250 32,000 
Returns 1,000 1,500 
Carriage Inward 250 
Carriage Outward 350 
Bad Debts 150 
Wages 3,000 
Salary 4,000 
Discounts 100 500 
Bank Overdraft 2,000 
Advances 500 
Drawings 1,500 
Rent paid 3,250 
Advertisement 200 
Sundry Debtors and Creditors 9,500 5,000 
Cash in hand 950 
Trade Expenses 1,000 
Insurance $ 250 b 

66,500 66,500 
——— 


The following adjustments, аге to be made : 
(a) Closing Stock on 31st December, 1963 was valued at Rs. 7,500. 
(b) Depreciate Plant and Machinery at 10 per cent per annum (including 
additions) and Furniture and Fittings at 15 per cent per annum. 
[ B, U. B. Com., 1964 ] 


[Ans.: Gross Profit, Rs. 17,250; Net Profit Rs. 6,275; Total of 
Balance Sheet, Ёз. 37,275.] 
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6, Sri А. К. Chattopadhyaya commences his business on Ist January, 
1954 with a Capital of Rs, 25,000, At the end of the year a Trial Balances is 
drawn up from his ‘books as follows : 


Dr. Cr. 
Rs. Rs, 

A. К. Chattopadhyaya : ` У 

Capital Account 30,000 
A. К, Chattopadhyaya : 

Drawings Account 2,600 
Plant and Fixture 3,000 
Ригсһазез 1,04,000 
Carriage Inward 1,000 
Returns Inward 3,200 
Returns Outward 2,400 
Wages 7,000 
Sales 1,32,000 
Salaries 6,000 
Printing and Stationery 500 
Advertisement 700 
Trade Charges 400 
Rent and Taxes 900 
Sundry Debtors 16,400 
Sundry Creditors 6,800 
Bills Receivable 2,200 . 
Bills Payable j 4,600 
Investments 14,000 
Discount (Balance) 500 
Cash at Bank 13,000 
Cash in hand 400 

1,75,800 1,75,800 


The value of stóck as at 31st December, 1954*was Rs. 12,200. 

You are required to prepare his Trading Account and Profit & Loss 
Account for the year ended 31st December, 1954 and a Balance Sheet as on that 
date after taking into consideration the following facts and adjustments : 


A (a) Interest on Capital @ 6% per annum ; (b) Mr. Chattopadhyaya had 
introduced Rs, 5,000 by way of further capital on “Ist July, 1954; (c) Plant 
and Fixture to be depreciated @ 10%; (d). Outstanding Salary on 31st 
December, 1954 amounts to Rs. 300 ; (e) Accrued Interest on investments on 
31st December, 1954 Rs. 250 ; (f! Of the debtors Rs. 400 is bad. A Reserve 
for Doubtful Debts is to be created at 5% of the balance. (C. U. Inter., 1955] 


"s даз. 1 Gross Profit, Rs. 31,400 5 Net. Profit, Ёз. 19,200; Total of 
Balance Sheet, Rs. 59,950. | э 


RN 
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QUIC From the following ledger balances and other information of Sri 
Uttamkumar, prepare a Trading Account and a Profit & Loss Account) for the 
year ended.31st December, 1967 and a Balance Sheet as at that date : 


Ledger balances: Cash in hand Rs. 120 ; Purchases Rs, 12,000; 
Capital Rs. 10,000 ; Opening Stock Rs, 3,500 ; Debtors Rs. 5,000; Creditors 
Rs. 2,200 ; Bills Payable Rs. 2,400 : Plant and Machinery Rs. 6,000 ; Furniture 
Rs 1,500 ; Bills Receivable Rs. 2,000 ; Insurance and Rates Rs. 1,400 ; Sales 
Rs. 20,020 ; Wages Rs. 1600 ; Salary Rs. 2,000; Sundry Incomes Rs. 400 
and Bad Debts Reserve Rs. 100, 

Other Information : Ай) Closing Stock Rs. 4,000 ; (oy Outstanding 
Expenses: Salary Rs 400 and Wages Rs. 300 ; МЕЙ Pre-paid Expenses : 
Insurance Charges Rs. 200 7%): Depreciate Plant and Machinery at 5% and 
Furniture at 10%; (e) It is required to create a future Bad Debts Reserve 
at 2395; [ B. S. E. Higher Secondary (Clays, ХІ), 1969] 


[Ans.: Gross Profit, Rs. 6,620 ; Net Profit, Rs. 2,945 ; Total of Balance 
Sheet, Rs. 18,245. ^ 

c8, From the undermentioned Trial Balance of Ghosh Bros. as on 31st 
December, 1985, prepare a Trading Account and a Profit & Loss Account for 
the year ended 31st December, 1985 and a Balance Sheet as on that date : 


Trial Balance 
Rs, - Rs. 
Cash in hand 2,400 Capital Account 2,00,000 
Purchases 2,40,000 Bills Payable 44,000 
Stock (opening) 70,000 Sundry Creditors 48,000 
Sundry Debtors 1,00,000 Sales 4,00,400 
Plant and Machinery 1,20,000 Bad Debts Reserve 2,000 
Furniture and Fixture 30,000 
Bills Receivable 40,000 
Rent and Taxes 20,000 
Wages 32,000 
Salaries 40,000 
6,94,400 “© 6,94,40 


C А e 


Additional information supplied : 

(a). Closing Stock Rs, 40,000; (b) Provide Outstanding Liabilities : 
Rent and Taxes Rs. 2,000 ; Wages Rs. 3,000 ; Salaries Rs. 4,000 ; (с) Depre- 
ciation.: Plant and Machinery at 5% ; Furniture and Fixture at 10%, (d) Bad 
Debts Reserve 24% on Sundry Debtors, (e) Sale of Furniture and Fixture 
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Rs. 3,000 was included in Sales Account, (f) Credit sales of Rs. 5,000 not 
entered in the Books of Account, 

[ Ans.: Gross Profit, Rs. 97,400 ; Net Profit, Rs. 21,925 ; Total of 
Balance Sheet, Rs. 3,22,925. ] 


eee теридан 
Working Notes : 
It is assumed that Furniture and Fixture are sold at the end of six months 
TS P e—a 


9. The Trial Balance of a business, as on 31st December, 1985 is given 


below : 
Rs. Rs. 

Stock (opening) 60,900 Віз Payable 22,000 
Furniture 30,000 ^ Returns 3,000 
Sundry Debtors 80,000 Capitals 90,000 
Plant 75000 Discount Received 12,000 
Purchases 2,60,000 Sales 4,50,000 
Bills Receivable 50,000 | Commission 35,000 
Freight 2,000 Reserve 50,000 
Carriage Inwards 2,300 Sundry Creditors 50,000 
Carriage Outwards 1,700 
Discount 1,000 
Returns 2,100 
Salaries 15,000 
Wages 20,000 
Cash at Bank 20,800 
Cash in hand 1,200 
Freehold Premises 90,000 

7,12,000 7,12,000 


Prepare a Trading and Profit & Loss Account for the year ended 31st 
December, 1985 and a Balance Sheet as on that date after taking into account 
the following adjustments. 

(i) The Closing Stock—Rs. 80,000; (ii) Outstanding Liabilities for 
salaries—Rs. 4,000 and Wages Rs. 3,000 ; (iii) Depreciate Plant at 20% and 
Furniture at 10% ; (iv) Sundry Debtors include Rs. 2,000 as bad and it is to 
be written off; (v) Create a Provision for Bad Debts @ 5% on Sundry 
Debtors ; (vi) Transfer 50% of the net profit to National Defence Fund. 

[ Ans.: Gross Profit, Rs, 1,82,700 ; Net Profit before transfarred 10 
National Defence Fund Rs. 1,84,100 ; Total of Balance Sheet, Rs. 4,03,100. ] 

10. From the following Trial Balance and other information for the 
year ended 31st December, 1983 prepare a Trading and Profit & Loss Account 
and a Balance Sheet as on that date : 
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Trial Balance as at 31st December, 1985 
—— 


Debit Balances Amount Credit Balances Amount 
Rs. Rs. 

Land and Building 1,00,000 Capital ‘ 80,000 
Machineries 20,000 General Reserve 20,000 
Furniture 30,000 Loan @ 8% _ 15,000 
Loose tools | 8,000 Sundry Creditors — 8,000 
Stock as on Ist January, 1985 12,000 Sales 2,30,000 
Sundry Debtors 6,000 Returns Outward 4,000 
Bills Receivable 8,000 Discount Received 6,000 
Cash at Bank 24,000 Commission Received 8,000 
Cash in hand 700 Provision for Doubtful Debts 3,200 
Purchases 1,30,000 

Returns Inward 2,000 

Wages 15, 

Salaries 8,000 

Carriage Inwards 1,500 

Carriage Outwards 800 

Rent and Taxes 1,800 

Advertisement 3,400 

Bad Debts 1,700 

Discount Allowed 400 

Miscellaneous Expenses 900 

3,74,200 3,74,200 
————— jum 


Other Information supplied : (1) Value of Closing Stock Rs. 12,000. 
(2) Depreciate Machineries @ 10% ; Furniture @ 121%, Loose tools @ 20% 
and Land and Bulding (9 5%; (3) Commission accrued but not received 
Rs. 500, (4) Advertisement expenses is allocated equally among two years 
from 1985, (5) Outstanding Wages Rs. 300 and Rent and Taxes Rs. 200. (6) 
Raise a provision for Doubtful Debts @ 5% and a provision for Discount on 
Sundry Debtors (à 2%, (7) Loans are taken on 1st July, 1985, 

[Ans.: Gross Profit, Rs. 85,200 ; Net Profit, Rs. 74,036 ; Total of 
Balance Sheet, Rs. 1,98,136. ] 

11. Followings are the Ledger balances of M/s. K. M. Khan & Co, for 
the year ended 31st December, 1985 : 

Sundry Creditors Rs. 10,000 ; Loan @ 5% Rs. 6,000 ; General Reserve 
Rs, 4000; Plant and Machinery Rs. 40,000 ; Purchases Rs. 62,000 ; Sales 
Rs. 1,25,000 ; Wages Rs. 9,000 ; Salaries Rs. 6,000 ; Returns Inward Rs. 1,000 ; 
Returns Outward Rs. 2,000 ; Carriage Inwards Rs. 3,500 ; Carraige Outwards 
Rs. 2,300 ; Land and Building Rs. 50,000 ; Furniture and Fixture Rs. 6,500 ; 
Stock as on Ist January 1985 Rs. 5,600; Sundry Debtors Rs. 8,000 ; Bank 
Overdraft Rs. 6,000; Bills Receivable Rs, 2,000 ; Bills Payable Rs. 1,500 ; 
Rent and Taxes Rs, 2,100; Advertisement Rs. 3,000 ; Interest on Loan 
Rs. 200. 

Additional Information : (a) Value of stock as on 31st December, 1985 
Rs. 7,300 ; (b) Depreciate Plant and Machinery @ 10% ; Building @ 5% and 
Furniture and Fixture @ 15%. (c) Cost of land Rs. 10,000 was included in the 
Land and Building Account. (4) Create a provision for doubtful debts @ 5%. 
(e) Rent paid in advance Rs. 100 and Outstanding wages Rs. 500. 
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Calculate the amount of capital and prepare a Trading and Profit & Loss 
Account for the year ended 31st December, 1985 and Balance Sheet as on that 
date. 


[ Ans.: Capital, Rs. 46,700; Gross Profit, Rs. 52,700; Net Profit, 
Rs. 31,725 ; Balance Sheet, Rs. 1,06,525. ] 


| Working Note : It is assumed that loans are taken at the beginning of the year. | 
iS 


12. From the following information prepare Trading and Profit & Loss 
Account for the year ended 31st December, 1985 and Balance Sheet as on that 
date : 


Trial Balance as at 31st December, 1985 


Debit Balances Amount Credit Balances Amount 
28 Rau 
Rs. Rs. 

Goodwill 60,000 Capital | 2,50,000 

Land and Building | 2,00,000 Reserve 60,000. 

Plant and Machinery 1,00,000 Creditors 50,000 

Furniture and Fixture ‚000 Sales 4,380,000 

as on Ist January, 1985 60,000 Returns Outward 8,000 

Debtors _ 20,000 Discount Received 12,000 

Bills Receivable 12,000 Miscellaneous Receipts 2,500 

Bank 8, Secured Loan @ 5% 30,000 
Cash 2,500 
Purchases 3,00,000 
Wages 60,000 
У Carriage 8,000 
Salaries 20,000 
Advertisement 6,000 
Rent and Taxes 2,000 
Bad Debts 4,000 

Discount Allowed 1,500 | 
Returns Inward 3,500 | 
8,92,500 | 8,92,500 
а = 


emer ONE ot 


Other Information supplied: (1) Closing Stock valued Rs, 70,000. 
(2) ‘Goods costing Rs 2,500 was included in opening stock which was dressed 
in the show-room, (3) `$, Karmakar was included in the Debtors Rs. 2,000 
ane also included in the Creditors Rs, 2,500. (4) Outstanding liabilities : Rent 
and Taxes Rs. 200; Wages Rs. 1,500. (5) Salaries paid in advance Rs, 500. 
(6) Create a provision for Doubtful Debts on Sunday Debtors @ 5%. 


рор [Ans. : Gross Profit, Rs. 1,27,500; Net Profit Rs, 1,06,400 ; Total of 
Balance Sheet Rs. 4,97 ,600.} 


Working Note : Interest on loan is charged for 12 months. 1 | 
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13. From the following Trial Balance and other information prepare 
a Trading and Profit & Loss Account for the year ended 31st December, 1985 
and a Balance Sheet as on that date : 


- Trial Balance as at 31st December, 1985 


— — € ÓÓ 2! coc pe n sei MCI ep 


Debit Balances | Amount Credit Balances Amount 


| 

|” в, Rs. 
Goodwill | 20,000 Capital 80,000 
Land and Building | 130,000 General Reserve 16,000 
Furniture and Fittings 12,000 Loan @ 6% (Loan taken on 
Plant and Machinery 60,000 1st January, 1985) 10,000. 
Stock as on Ist January, 1985 | 8,000 Sales 1,66,000 
Debtors 15,000 Discount Received 2 2,000 
Loose tools | 1,000 Commission Received 1 1,800 
Purchases /езз Returns | 98,000 Rent Received 1,200 
Wages | 9,000 { 
Cash in hand | 1,000 | 
Salaries - 5,000 | 
Rent and Taxes 3,000 
Advertisement 4,000 
Discount Allowed 2,000 
Commission paid 1,500 
Carriage Inward 2,500 
Carriage Outward 3,800 
Returns Inward | 1,200 

2,77,000 2,71,000 
— = 


—9 


Other Informations : (а) Closing Stock valued Rs. 9,200 ; (b) Depre- | 
ciate Plant and Machinery @ 10%; Land and Building (9 5%; Furniture and 
Fittings @ 6% and Loose tools @ 20%. Outstanding liabilities : Wages 
Rs. 600 and Salaries Rs. 500. (d) Advance Income received : Commission 
Rs. 300. (e) Rent accrued but not received Rs. 100. (f) Advance expenses 
paid : Advertisement Rs, 300. (g) Goods costing Rs. 2,000 was used by the 
proprietor which was included in the Purchases Account. i 


(Ans.: Gross Profit, Rs. 57,900; Net Profit, Rs. 34,180; Total of 
Balance Sheet, R$. 1,40,180. | 
14, From the following Trial Balance and other information prepare a 
Trading ànd Profit & Loss Account for the year ended 31st December, 1985 
and a Balance Sheet as on that date : у 
15 (III °85) 


3.226 


HIGHER SECONDARY AOCOUNTANOY 


Trial Balance as at 31st December, 1985 


а 


Debit Balances Amount Credit Balances Amount 
Rs. Rs. 
5 Land and Building 1,00,000 Capital 1 97,000 
@js Plant and Machinery 30,000 Sundry Creditors 9,000 
5 Furniture and Fixture 6,000 Loan (secured) @ 6% 20,000 
Stock as on 1st January, 1985 4,000 Capital Reserve 5,000 
> Sundry Debtors 15,000 General Reserve 10,000 
oft Bills Receivable 2,000 Sales 2,00,000 
fs Cash at Bank 8,000 Purchases Return 2,000 
Cash in hand 3,000 Discount Received 1,500 
^ Purchases (adjusted) 1,22,000 Rent Received 2,700 
« Wages 12,000 Provision for Doubtful Debts 1,800 
< Sales Return 3,000 Provision for Discount on 
Ф Salaries 9,000 Sundry Debtors 1,000 
7 Carriage Inwards 1.300 
Ф Carriage Outwards 800 
0, Advertisement 1,400 
Ваа Debts 700 
gil Rent 1,400 
pjt Repairs 1,000 
| Interest on Loan 500 
1 Discount Allowed 900 
alt Miscellaneous Expenses 8,000 
* Closing Stock 20,000 
3,50,000 3,50,000 
—, 


Other Informations; 41) Purchase of a machinery costing Rs. 3,000 
included in Purchases Account. The purchase was made on Ist October, 1985. 
(2) The Wages Account included К: 500 for installation charges of a machine 
which was purchased and installed on Ist October, 1985. (3) Outstanding 
expenses ; Wages Rs, 400 and Salaries Rs. 1,000. (4) Advance expenses paid : 
Advertisement Rs. 300 and Rent Rs. 300. (5) Out of the debtors Rs, 1,000 is 
bad and to be written off. (6) Raise a provision for doubtful debts @ 5% and 
provision for discount on Sunday Debtors @ 2%. (7) Charge depreciation 
@ 5% on Land and Building, 10% on Plant and Machinery and 72% on Fur- 
niture and Fixture. 


[ Ans. : Gross Profit, Rs. 62,800 ; 
Balance Sheet, Rs. 1,77,596. | 


Net Profit, Rs. 34,496 ; Total of 


Working Note ; Assume that loans are taken at the beginning of the year. | 
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15, The Trial Balance of Ramesh as at 30th June, 1985 is shown 
below. Prepare a Trading and Profit & Loss Account and a Balance Sheet as 


at that date : 


Dr. Cry 
ae t 
Rs. Rs. 

Ramesh Chandra’s Capital 1,00,090 
Stock (1st July, 1984) 46,800 
Sales and Sales Return 8,600 2,89,600 
Purchases and Purchases Return 2,43,100 5,800 
Freight, Carriage, Cartage, etc. 1— 18,600 
Rent and Taxes 5,700 
Salaries and Wages 9,300 
Sundry Debtors and Creditors 24,000 14,800 
Bank Loan @ 6% 30,000 
Bank Interest 900 | 
Printing and Advertisement 14,600 
Income from Investment 250 
Cash at Bank 8,200 
Discount Received 1,690 
Investment 5,000 
Furniture and Fittings 1,800 
Discount Allowed 7,340 
General Expenses 3,610 
Audit Fees 500 
Insurance 800 
Travelling Expenses 2,130 
Postage and Telegram 870 
Cash in hand 380 
Deposited with К. Hua (67) 30,000 
Drawings 10,000 

4,42,230 4,42,230 

ані EE 


Notes: The Stock on 30th June, 1985, amounted to Rs, 78,000 ; 50% 
of Printing and Advertising is to be carried forward as a charge in the 
following year. Depreciate Furniture and Fittings by 1095; Create 596 provi- 
sion for Doubtful Debts on Debtors ; Make a provision of 2% for Discount 
on Debtors and Creditors, Insurance prepaid amounted to Rs. 200 ; Salaries 
Outstanding Rs. 500 and Cartage outstanding Rs. 100. Bring into account 
full year’s interest on deposit with K. Hua. 


[ Ans: Gross Profit, Rs. 56,200 ; Net Profit, Rs, 18,750 ; Total of Balance 
Sheet Rs. 1,54,844.) x 


emer eet LA prepaettit p modii Se 
———À 
Working Note: Interest on loan is calculated for 12 months. 


————— 


16. M/s, Poddar Bros. started a business on 1st January, 1985 with 
Rs, 80,000 as capital. From the following Trial Balance of M/s. Poddar Bros. 
as on 31st December, 1985 draw up a Trading Account and Profit & Loss 
Account and a Balance Sheet as on that date : 


3.228 HIGHER SECONDARY ACCOUNTANCY 


Dr. Cr. 
a eee 
Rs. Rs; 

i 1,00,000 
Ca 4 5 T 
De "c and Creditors i 2 6 no 17,400 
Purchases and Sales nes 1,20,000 
Drawin; j » 
М оза Receipts 400 1,000 
Cash in hand any 
Bad Debts К. 
Discounts 900 700 
Rent Received (pre 900 
Commission r 
Interest Received " 1,000 
‘Loans to Khanna 10,000 
Bank Overdraft 6,000. 
Wages 7.000 
Freights, Duties etc. 6,200 
Plant and Machinery 30,000 
General Expenses 2,800 
Salaries 24,000 
Other Fixed Assets 17,900 

2,47,000 2,47,000 
AE NS Ae а iÀ— À с ee NI 


Notes ; (a) Closing stock was valued at Rs. 45,000. (Б) An additional 
capital of Rs, 20,000 was introduced on Ist July, 1985. (c) Rent received 
Rs. 200 in advance. (d) Wages include Rs. 1,000 paid to the labourers for 
installing a machine, (e) Depreciate Plant and Machinery % 10% and other 
fixed assets Rs. 1,000. (f) Interest on capital and drawings to be charged 
at 5% and 8% respectively, (g) Outstanding liabilities : Salaries Rs, 1,200 
and Wages Rs. 230. (h) A provision for Doubtful Debts and provision for 
Discount on Debtors and Creditors to be created at 5 Жапа 1% respectively, 


[Ans: Gross Profit, Rs, 38,570 ; Net Profit Rs. 419 ; Total of Balance 
ит. Sheet, Rs. 1,21,455.] 
LL T — = 
à Working Note; Assume that the Plant & Machinery is installed on the 
beginning of the accounting period. 
pou ne. —- 


17. From the following information prepare Trading and Profit & 
Loss Account for the year ended 30th June, 1985 and a Balance Shect as on 
that date ; 

Bills Receivable Rs, 500 ; Machinery Rs. 3,400 ; Cash Rs; 550 ; Freight 
on Sales Rs, 1,150 ; Salaries and Wages Rs. 2,000 ; Sales Rs. 42,900 ; Purchases 
Вз. 20,000; Sundry Debtors Rs. 5,000; Opening Stock Rs, 10 000 ; Returns 
(Dr.)Rs. 900; Discount on Purchases Rs. 1,2200; Discount on Sales Rs. 300 ; 
Provision. for Doubtful Debts. Rs. 950; Capital Rs. 16,950; Drawings 
Rs. 1,600 ; Bills Payable Rs. 1,850 ; Creditors Rs. 3,750 ; Bank Balance (Cr-) 
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Rs. 4,500 ; Advances (Dr. Rs. 1,750 ; Income Tax Rs. 250 ; Trade Expenses 
Rs. 650; Repairs to Machines Rs. 350 ; Audit Fees Rs. 1,300 ; House Rent 
Rs. 1,800 ; Interest paid Rs. 600 and Building Rs. 20,000. ^ оа 
Necessary adjustments: (i) Closing Stock Rs. 3,450; (ii) Rent is 
payable at Rs. 200 per month; (iii) Write off Rs. 250 for Bad Debts and 
maintain provision for Doubtful Debts @ 5% p.a.; (iv) Charge interest on 
Capital @ 5% p.a. ; 'v) Commission earned, but not received Rs. 250 ; (уй Ап 
additional capital of Rs. 2,000 was introduced on 1st January, 1985. I 


[Ans. : Gross Profit, Rs 16,350. ; Net Profit, Rs. 7,815 ; Total of Balance 
Sheet, Rs. 34,412 50.] ad 

18. A, B and C are partners in a firm sharing profit and loss as A— 
60%, В—30% and C —10x. The Ledger balances of the firm as on 31st March, 
1986 are given below : 

Opening Stock Rs. 45,000 ; Sales Rs. 4,91,000 ; Purchases Rs, 2,65,000 ; 
Plant Rs. 1,50,000 ; Bills Receivable Rs. 30,000 ; Sundry Debtors Rs. 60,000 ; 
Freehold Premises Rs. 4,00,000; Wages Rs, 50,000 ; Salaries Rs. 30,000. ; 
Carriage Inwards Rs. 3,000; Carriage Outwards Rs. 2,500; Cash in hand 
Rs. 750; Cash at Bank Rs. 30,000; Sundry Creditors Rs. 40,000; Bills 
Payable Rs. 15,000; Commission Received Rs, 90,000; Partners Capital : 
А85. 50,000; B—Rs. 40,000; C—Rs. 10,000: Furniture Rs. 25,000 ; 
Returns Outward Rs. 2,250 ; Discount Received Rs. 3,000 ; General Reserve 
Rs, 50,000. 

You are required to prepare a Trading and Profit & Loss Account for 
the year ended 31st March, ;986 and a Balance Sheet as at that date after 
considering the following adjustments : 


(e Closing Stock valued at Rs. 60,000 ; (b) Depreciate Plant at 10% 
and furniture at 20% ; (e) Create a Reserve for Bad and Doubtful Debts at 23% 
on Sundry Debtors; (# 50% of the commission received is to be transferred 
to firm's General Reserve Account ; le) Interest on Capital is to be allowed at 
5% p.a. ; 47) Salaries to be allowed to partners : A —Rs. 6,000 ; B—Rs. 5,000 ; 
C— Rs, 4,000 ; (g) The manager of the business is entitled to a commission of 
5% on the Net Profits before transfer to the Appropriation’ A/c after charging 
his commission. [ N. B. U. B. Com.—Adapted ] 


[Ans. : Gross Profit, Rs. 1,90,250*00 ; Manager's Commission, Rs. 8,774°00 
( Approx. ) ; Net Profit before Appropriation, Rs. 1,75,476:00 ; Share of Profit = 
A—Rs. 93,285'60 ; B—Rs. 46,642'80 ; C—Rs. 15,54T'60 ; Total of Balance 
Sheet, Rs. 4,34,250:00. ] 

19. Nikhil and Jadav are partners in a firm sharing profits and losses 
as $th and 2th respectively, On 31st December, 1°85, the Trial Balance of the 
firm was shown below : 


3.228 HIGHER SECONDARY ACCOUNTANCY 


Dr. Cr. 
Rs. Rs, 
Capial 22,600 E ДО 
Debtors and Creditors Д ; 
Purchases and Sales 1,14,000 1,20,000 
Drawings ! 8,000 
Miscellaneous Receipts 1,000 
h in hand 400 
Bad Debts 1,800 
Discounts 900 700 
Rent Received 900 
Commission 1,400 
Interest Received 1,000 
Loans to Khanna 10,000 
Bank Overdraft 6,000 
Wages 7,000 
Freights, Duties etc. 6,200 
Plant and Machinery 30,000 
General Expenses 2.800 
Salaries 24.000 
Other Fixed Assets 17,900 
2,47,000 2,47,000 


Loc 


————À eres 


Notes ; (a) Closing stock was valued at Rs. 45,000. (b) An additional 
capital of Rs, 20,000 was introduced on Ist July, 1985. (c) Rent received 
Rs. 200 in advance. (d) Wages include Rs. 1,000 paid to the labourers for 
installing a machine. (e) Depreciate Plant and Machinery 2 10% and other 
fixed assets Rs. 1,000. (f) Interest on capital and drawings to be charged 
at 5% and 8% respectively. (g) Outstanding liabilities : Salaries Rs, 1,200 
and Wages Rs. 230. (h) A provision for Doubtful Debts and provision for 
Discount on Debtors and Creditors to be created at 5% and 1% respectively, 


[Ans: Gross Profit, Rs. 38,570 ; Net Profit Rs. 419; Total of Balance 
Sheet, Rs. 1,21,455.] 


A Working Note; Assume that the Plant & Machinery is installed on the 
beginning of the accounting period. 


17. From the following information prepare Trading and Profit & 
Loss Account for the year ended 30th June, 1985 and a Balance Sheet as on 
that date : 

Bills Receivable Rs, 500 ; Machinery Rs. 3,400 ;: Cash Rs; 550 ; Freight 
on Sales Rs, 1,150 ; Salaries and Wages Rs. 2,000 ; Sales Rs. 42,900 ; Purchases 
Rs; 20,000 ; Sundry Debtors Rs. 5,000 ; Opening Stock Rs, 10 000 ; Returns 
(Dr.)Rs. 900; Discount on Purchases Rs, 1,200 ; Discount on Sales Rs. 300 ; 
Provision. for Doubtful Debts Rs, 950; Capital Rs. 16,950; Drawings 
Rs. 1,600 ; Bills Payable Rs. 1,850 ; Creditors Rs. 3,750 ; Bank Balance (Cr.) 
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Rs. 4,500 ; Advances (Dr) Rs, 1,750 ; Income Tax Rs. 250 ; Trade Expenses 
Ез. 650; Repairs to Machines Rs. 350 ; Audit Fees Rs. 1,300 ; House Rent 
Rs. 1,800 ; Interest paid Rs. 600 and Building Rs. 20,000. д 7 


Necessary adjustments: (i) Closing Stock Rs. 3,450; (ii) Rent is 
payable at Rs. 200 per month; (iii) Write off Rs. 250 for Bad Debts and 
maintain provision for Doubtful Debts @ 5% р.а. ; (iv) Charge interest’ on 
Capital @ 5% р.а. ; ‘v) Commission earned, but not received Rs. 250; (vi). An 
additional capital of Rs. 2,000 was introduced on Ist January, 1985. 


[Ans. : Gross Profit, Rs 16,350. ; Net Profit, Rs. 7,815 ; Total of Balance 
Sheet, Rs. 34,412 50.] i 

18. A, B and C are partners in a firm sharing profit and loss as A— 
60%, B—30% and C —10%. The Ledger balances of the firm as on 31st March, 
1986 are given below : 


Opening Stock Rs. 45,000 ; Sales Rs. 4,91,000 ; Purchases Rs, 2,65,000 ; 
Plant Rs. 1,50,000 ; Bills Receivable Rs. 30,000 ; Sundry Debtors Rs. 60,000 ; 
Freehold Premises Rs. 1,00,000; Wages Rs, 50,000; Salaries Rs. 30,000. ; 
Carriage Inwards Rs. 3,000; Carriage Outwards Rs. 2,500; Cash in hand 
Rs. 750; Cash at Bank Rs. 30,000; Sundry Creditors Rs. 40,000; Bills 
Payable Rs. 15,000; Commission Received Rs, 90,000; Partners Capital : 
A—Rs. 50,000; B—Rs. 40,000; C—Rs. 10,000: Furniture Rs. 25,000 ; 
Returns Outward Rs. 2,250 ; Discount Received Rs. 3,000 ; General Reserve 
Rs, 50,000. 

You are required to prepare a Trading and Profit & Loss Account for 
the year ended 31st March, 1986 and a Balance Sheet as at that date after 
considering the following adjustments : 


(ey Closing Stock valued at Rs. 60,000 ; (5) Depreciate Plant at 10% 
and furniture at 20%; (e) Create a Reserve for Bad and Doubtful Debts at 22% 
on Sundry Debtors; (4j 50% of the commission received is to be transferred 
to firm's General Reserve Account ; le) Interest on Capital is to be allowed at 
5% p.a. ; 7) Salaries to be allowed to partners : A—Rs. 6,000 ; B—Rs. 5,000 ; 
C—Rs, 4,000 ; (g) The manager of the business is entitled to a commission of 
5% on the Net Profits before transfer to the Appropriation A/c after charging 
his commission. [ М. B. U. B. Com.—Adapted ] 


[Ans. : Gross Profit, Rs. 1,90,250*00 ; Manager's Commission, Rs. 8,774°00 
( Approx.) ; Net Profit before Appropriation, Rs. 1,75,476`00 ; Share of Profit : 
A—Rs. 93,285°60 ; В—Ёз. 46,642:80 ; C—Rs. 15,54T'60 ; Total of Balance 
Sheet, Rs. 4,34,250*00. ] 

19. Nikhil and Jadav are partners in а firm sharing profits and losses 
as $th and 2th respectively, On 31st December, 1685, the Trial Balance of the 
firm was shown below : 


3.230 HIGHER SECONDARY ACCOUNTANCY 


» Rs. i Rs. 

Freehold Premises 90,900 Sundry Creditors 50,000 
Stock 60,000 Bills Payable 22,000 
Furniture 30.000 Returns 2,500 
Sundry Debtors 80,000 Capital Accounts : 
Plant 75,000 Rs. 
Purchases 2,60,000 Nikhil 50,000 
Bills Receivable 50,000 Jadav _40,000 90,000 
Freight 2,500 Sales 4,50,000 
Carriage Inward 1,800 Commission 35,000 
Carriage Outward 1,500 Reserve Account 50,500 
Discount 1,200 
Returns 1,600 
Salaries 15,000 
Wages 20,000 
Cash at Bank . 10,500 

Д -7,00,000 77,00 000 


You are required to prepare the Trading and Profit & Loss Accouuc ivi 
the year ended 31st December, 1985 and the Balance Sheet as at that date after 
taking into consideration the under-mentioned adjustments : 


(i) The Closing Stock Rs. 90,000; (i) Outstanding Liabilities to be 
provided for—Salaries Rs. 5,000 ; Wages Rs. 4,000 ; (iii) Depreciate Plant at 
10% and Furniture at 20%; (iv) A scrutiny of Sundry Debtors reveals that 
Rs. 10,000 were bad and unrealisable and a reserve was to be raised at 24% on 
the balance of debtors. (v) Interest on Capital was to be allowed at 596 p. a. 
(vi) The partners were entitled to a monthly salary of Rs. 750 to Nikhil and 
Rs.500 to Jadav. (vii) 50% ofthe balance of profit was to be transferred to 
the reserve before the Profit & Loss Appropriation Account was closed to the 
partners. [ C. U. В. Com.—Adapted ] 


[ Ans. : Gross Profit, Rs. 1,92,600 ; Net Profit before Appropriation, Rs. 
1,60,150 ; Share of Profit; Nikhil Rs. 48,045 ; Jadav Rs. 32,030 ; Total of 
Balance Sheet, Rs. 4,01,150. ] 


20. From the following ledger balances and other information on 
31, 12, 85 of a firm, prepare Trading and Profit & Loss Account and Profit & 
Loss Appropriation Account for the year ended 31st December, 1985 anda 
Balance Sheet as at that date : i 


Rinku's Capital Account Rs. 10,000 ; Tinku's Capital Account Rs. 7,500 ; 
Returns Outward Rs, 500 ; Sales Rs. 65,000 ; Reserve for Bad Debts Rs. 1,000; 
Stock (11-85) Rs, 4,000; Rinku's Drawing А/с (1-1-85) Rs. 2,000 ; Tinku's 


> ча 


FINAL ACCOUNTS AND BALANCE SHEET ОР PROFIT-SEEKING CONCERNS 3.231 


Drawings A/c (1-4-85) Rs. 1,000, Returns Inward Rs. 1,500 ; Rent and Taxes 
Rs. 1,500 ; Purchases Rs. 26,000 ; Wages Rs. 1,500 ; Salaries Rs. 2,000 ; Cash 
in hand Rs. 500; Bills Receivable Rs. 4,000 ; Sundry Debtors Rs. 15,000 ; Land 
and Buildings Rs. 18,000 ; Plant and Machinery Rs. 15,000 ; Freight Rs. 500 ; 
Trade Expenses Rs. 1,000 ; Carriage Rs.400yPrinting and Statianery Rs. 1,100; 
Sundry Creditors Rs. 8,000 : 'Bank Overdraft Rs. 12,000 ; Investment Rs. 
10,000 ; Bills Payable Rs. 1,000. 

Additional informations : (i) Value of Closing Stock Rs, 5,000, (ii) Bad 
Debts Reserve to be increased to 5% on Debtors. ‘iii) Plant and Machinery 
worth Rs. 1,000 purchased during the year (1-7-85) has been included in the 
Purchases Account. ‘iv’ Depreciate Plant and Machinery by 10У, (у) Rent 
due on 31-12-85 was Rs. 100and Rent paid in advance Rs. 50 on that date. 
(vi) Provide for Interest on Capital and Drawings @ 5% per annum. (vii) Included 
in Sundry Debtors is an amount of Rs. 1,000 due from D, Sen and included in 
Sundry Creditors is Rs. 2,000 due to him. [ C. U. B. Com.— Adapted | 

[ Ans.: Gross Profit, Rs. 37,600 ; Net Profit before appropriation, Rs. 
30,700 ; Share of Profit, Rinku Rs. 14,981 ; Tinku Rs. 14,981 ; Total of Balance 
Sheet Rs. 65,300.) 

21. Below is geven the Trial Balance of Khan, Ali & Co. as on 31st 
December, 1985. The partners share profit and losses as to Khan 60% and 
Ali 40%. 


Rs. Rs, 

Opening Stock 80,000 Sales 8,25,700 . 
Freehold 1,60,000 Returns 1,500 
Purchases 3,90,000 Discount 2,400 
Plant 1,80,000 Sundry Creditors 50,000 
Furniture 90,000 Capital : 
Sundry Debtors 1,20,000 Khan Rs, 50,000 
Carriage in 3,000 Ali » 90,000:  1,40,000 

» out 4,600 Reserve Fund 1,40,000 
Returns 2,400 
Discount 1,620 
Salaries 32,000 
Wages 40,000 
Advertising 7,000 
Repairs to Plant 1,480 
Bad Debts 4,500 
Insurance 3,000 
Cash at Bank 40,000 


~ 11,59,600 11,59,600 
== ——IE— 


113.232 HIGHER SECONDARY ACOOUNTANOY 


"The following additional information is supplied: (a) Closing Stock 
amount to Rs. 1,10,000 : (5) Depreciate Plant at 6% and Furniture at 10%, 
(c) Outstanding Liabilities to be provided for : Salary Rs. 3,000 and Wages 
Rs. 8,000 : (d) Insurance Premium paid in advance amounted to Rs. 1,000 : 
Че) \ Bad Debts Reserve to be raised to 24% on Sundry Debtors : (ў) 10% of the 
divisible profit is to be carried to the Reserve Fund. 


You are required to prepare the Trading and Profit & Loss Account for 
“the year ended 31st December, 1985 and a Balance Sheet аз at that date. 


1% 


dr . [Ans.: Gross Profit Rs. 4,13,800 ; Net Profit before Appropriation Rs. 
‚3,37,200 ; Share of Profit-Khan Rs. 1,82,088 ; Ali Rs. 1,21,392; Total of 
Balance Sheet Rs. 6,78,200. ) 


bsbo15522;. Moni and Naren are partners in a firm sharing profit and losses as 
Monijth and Naren ĝth after payment of their salaries of Rs. 5,000 to Moni 

| ‘and Rs. 4,000 to Naren and payment of Interest on Capital at 5% and Interest 
on Moni's loan to the firm at 6%, 


From the following ledger account balances you are requested to prepare 
the Trading and Profit & Loss Account for the year ended 31st December, 1985 
and the Balance Sheet as at that date : 


hu Opening Stock Rs 40,000; Freehold Premises Rs. 30,000 : Plant and 
Machinery Rs. 20,000 ; Sundry Debtors Rs. 25,000 ; Purchases’ Rs. 37,500 ; 
Sales. Rs. 95,000 ; Discount (Dr.) Rs. 150; Discount (Cr.) Rs. 175 ; Sundry 
Créditors Rs, 12,500 ; Carriage in Rs, 375; Carriage out Ёз. 600 ; Furniture 
and Fixture Rs, 2,500; Wages Rs, 5,000; Bad Debts Rs. 750; Salaries 
Rs. 3,600 ; Commission (Cr.) Rs. 21,250 ; Capital Accounts : Moni Rs. 15,000 
and Naren Rs. 10,000 : Bills Payable Rs. 7,500; Bills Receivable Rs. 9,000 ; 


Trade Expenses Rs. 2,950 ; Moni's Loan Account Rs. 20,000 ; Cash in hand 
Rs. 875 ; Cash at Bank Rs, 3,125. 


Further informations available in this connection : (а) Closing Stock 
Rs. 37,500 : (b) Depreciation to be provided for, on Plant and Machinery at 6% 
and on furniture and fixture at 10% respectively ; (c; Outstanding liabilities 
provided for wages Rs. 1,000 and for salaries Rs, 1,500. 


[ C. U. B. Com.— Adapted ] 
[Ans.: Gross Profit Rs. 48,625: Net Profit before appropriation 


Rs. 57,850 ; Share of Profit ; Moni Rs. 28,560 ; Naren Rs. 19,040; Total of 
Balance Sheet Rs. 1,26,550, ] 


a —— . ——————_—.. 
| { Working Note: Interest on Moni's Loan is calculated for the whole year. | 


——— — | 
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23. Subhadra Ltd. a company with an authorised capital Rs, 5,00,00 
in shares of Rs, 20, each had the following balances on 31st December, 1985 : 


Dr. Gn 
Rs. Rs. 

Freehold Premises (at cost) 1,70,000 Shares Capital Account 
Rates and Taxes ¿pii 4,800 (20,000 Shares fully paid) 4,00,000 
Purchases 4 14,53,080 , Sales ( 18,93,100 
Sundry Debtors 1,74,180 Purchases Return 5,120 
Directors” Salaries 1,00,000 Sundry Creditors 1,22,400 
Bad Debts 7,300 Provision for Doubtful 9,300 
Interim Dividend paid 20,000 General Debts Reserve 70,000 
Insurance 2,920 Profit & Loss Account 40,080 
Office Expenses 75,340 (Balance on 1 1-85) 
Furnitures and Fittings 
(Cost Rs, 14,000) 7,000 
Stock (1-1-85; 2,01,980 
Bank 1,00,240 
Wages 1,17,840 
Motor Vehicle 

(Cost Rs. 1,50,000) 1,00,000 
Discount 5,320 

25,40,000 25,40,000 


Prepare the Profit & Loss Account for the year ending 31st December, 
1985 and a Balance Sheet as at that date, taking into consideration the 
ollowing : 


(а) Rates and Taxes prepaid Rs. 960. (b) The expenses on Insurance 
included Rs. 320 paid in advance. (c) Depreciation to be charged on Furniture 
and Fittings at 5% on cost and on Motor vehicles at 20% on cost, (d. Provision 
for Doubtful Debts to be reduced to Rs, 8,700. (е) Stock at hand on 31-12-85 
was valued at Rs. 2,40,000. (7) General Reserve is to be raised to Rs. 1, 20,000. 
(g) Provision to be made for a final dividend of Rs. 4 per share issued, 

[ B. U. B. Com.—Adapted ] 


[ Ans. : Net Profit before appropriation Rs 1,40,820 ; Balance of profit 
after dividend declared Rs, 30,900 ; Total of Balance Sheet Rs. 7,53,300. ) 
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(D) Practical Questions : 


1. 
(а) 
(b) 
(c) 
(d) 
(е) 
(f) 


Put suitable words to complete each of the following sentences : 


Realisable Assets minus External Liabilities is known as ------ Я 
Current Assets minus Current Liabilities is known as ....... 
Pre-received income ...... Gross Profit or Net Profit. 

Expenses due but not paid > --- Gross Profit or Net Profit. 
Expenses Account is --.--- to adjust the prepaid expenses. 
Income Account is ·:· · to adjust the outstanding income. 


[ Ans. : (a) Net worth ; (b) Working Capital ; (c; decréases ; (d) decreases ; 
(е) Credited ; ( f ) Credited. ] 

2, Put tick mark ( ‚/ in the suitable columns which are effected by the 
following transactions : 


Ч Assets Liabilities 
Transactions -— — 
Increase Decrease | Increase | Decrease 


(a) Sold an old furniture for Rs. 200 to X. | 
(b) Purchased a machine for Rs. 2,000 in eash | 
(c) Withdrew Rs. 530 for proprietor’s 


(d) Paid Rs. 1.300 into bank. 

(e) Received Rs. 780 from a debtor. 

(f) Paid Rs. 970 to a creditor. 

(g) Took loan from a money lender Rs. 200. 
(h) Repaid loan Rs. 1,000 to Kamal. 


personal use. 


[ Ans. (а) Assets—increase, decrease ; 'b) Assets —increase, decrease ; 
(c) Assets—decrease, Liabilities—decrease : (d) Assets—increase, decrease ; 
(e) Assets—increase, decrease ; (f) Assets—decrease, Liabilities—decrease ; 
(g) Liabilities—increase, Assets—increase ; (h) Assets—decrease, Liabilities— 


decrease, | 


CHAPTER XXV(A) ‚ 


Accounting Bases: Proprietory Concept—Entity Concept—Fund concept ; Accounting 
on Fund Theory Bases and Accounting for entrepreneural activities. 


Accounting Bases 


Definition: The accounting concepts, accounting conventions, accoun- 
ting principles, accounting postulates etc. are all together called Accounting 
Bases. The accounting bases are also called the accounting theories by the 
modern writers of accountancy. 


The transactions of an accounting unit are to be recorded in such a man- 
ner that the related persons of that accounting unit can collect the accounting 
information easily as early! as possible, At first, accounting bases may be 
divided into two groups : (1) Accounting conventions and (2) Accounting 
concepts. 

(1) Accounting conventions : As defined by Yorston, Smyth and Brown 
*A convention may be described as a rule or statement of practice which by 
general agreement or common consent expressed or implied is adopted as an 
accepted method of procedure.” So, an accounting convention may be descri- 
bed as a rule or practice which is adopted as an accepted accounting method 
of procedure by general agreement or common concept is formed through a 
process which may be known or unknown, Again, the convention which is 
accepted and applied in accounting without any controversy is called Accoun- 
ting convention. As for example, the debit aspect of a transaction is recorded 
in the debit side of an account and the credit aspect of a transaction is recorded 
in the credit side of another account. 

(2) Accounting concepts: As edited by К. Mukherjee & G. D. Roy 
“The terms debit and credit as indicator of the two sides of the accounts, may 
be considered a ‘солеер if а concept is understood to mean simply a notion 
or mental image ragarding some idea or object.” So, an accounting concept is 
a ‘notion’ or ‘mental image’ by which debit aspect and credit aspect of trans- 
actions are ascertained and recorded in the books of accounts. Simply, we can 
say that the concepts by which the transactions are analysed and recorded 
under sceintific method is called accounting concepts. So, it is an abstract 
idea serving a systematic function of accounting. In accounting, few words. 
terms, phreseo logies, abbreviations etc, are used in specific purposes, The 
accounting concepts are developed to know the accounting words, terms. 
phreseologies, abbreviations etc, For this reason, the accounting concept may 
be called a Basic Accounting Concept. 2 
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Differences between Accounting Concepts and Accounting Conventions : 
The differences between accounting concepts and accounting conventions are 
discussed below : 

(1) The accounting concepts are not changed according to the nature 
and volume of an accounting unit. Butthe accounting conventions may be 
changed according to the nature and volume of an accounting unit. For 
example, all transactions of any accounting unit, owner's equity and the 
separate entity of a business can be classified easily. Under accounting 
conventions, a similar accounting periods are not maintained by all accounting 
units in all countries, As for example, 31st December, 31st March, 30th June 
etc. may be considered as the last dates of the accounting periods. 


(2) The accounting concepts are the same all over the world. For 
example, Double Entry System of book keeping is recognised as а scientific 
method all over the world. But the accounting conventions may be various 
types in different countries, For example, under British System of Accounting, 
the assets are recorded in the right-hand side and all liabilities are recorded in 
the left-hand side of a Balance Sheet. Again, under American System of 
Accounting, all assets are recorded in the left-hand side and all liabilities are 
recorded in the right-hand side of a Balance Sheet 


Classification of Accounting Concept 
According to the nature and size of an accounting unit and accounting 
system, the accounting concepts may be divided into three classes: (a) 
Proprietary Concept, (Б) Entity Concept, (c) Fund Concept. 
(a) Proprietary Concept: The accounting concept by which the 
accounting functions are made by assuming that the proprietor or proprietors 
as a centre point of a business, is called Proprietary Concept 


Under this concept, all assets are owned by the proprietor or proprietors 
and all liabilities are to be paid by the proprietor or proprietors. The entity 
of a business cannot be separated from its owner or owners, The proprietor 
or proprietors organise the business with assets and liabilities to earn profit. 
So, the surplus (ie. profit) is enjoyed by the proprietor or proprietors and 
the deficit (ie. loss) is also borne by the proprietor or proprietors. The 
amount refundable to proprietor or proprietors ( i.e. capital ) is shown after 
adding profit with capital or deducting loss from capital There is no claim 
of others on capital except the proprietor or proprietors under this concept, 
so, the name of proprietor or proprietors are to be recorded on the headings 
of the final accounts. 

If any loan is taken over by the proprietor or proprietors for the 
business, he is also liable to pay the loanto the money-lender. Again, the 
existence of a businéss depends upon the proprietor or proprietors. The 
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business unit can be closed at the will of proprietor or proprietors and it is 
automatically closed when the proprietor is died. The determination of net 
worth of a business is the main function of accounting under this system, The 
assets and liabilities are shown in the following equation under this concept : 

Е= ХА ~ ХІ [where E = Equity ; ХА —Summation of assets ; 

XL-Summation of liabilities. ] 

Yorston, Smyth and Brown comment on this concept that “The whole of 
the accounting is focussed on tlie proprietor and he is regared as owing all the 
enterprise assets, and being obliged to meet the claims of creditors." 

Itisan old concept. After formation of Joint Stock Companies, the 
importance of Entity Concept is gradually increasing. The proprietary concept 
is not recognised by the law. 

Features of Proprietary Concept: The features of proprietary concept 
are discussed below : 

(a) The existence of a business is explained with proprietor or 
proprietors. The entity of а business cannot be separated from its proprietor 
or proprietors. 

(b) The centre point of business activities is the. proprietor or 
proprietors, The proprietor or proprietors organise the business activities to 
conduct the business. 

(c) According to the views of proprietor or proprictors, the transactions 
of a business unit are to be recorded in the books of account 

(d) The profit is receivable by a proprietor or proprietors and loss of a 
business to be borne by the proprietor or proprietors of the business. 

(e) The proprietor is the owner of all assets and liable to pay the 
liabilities. 

(f) The durability of a business depends upon the will of the proprietor 
or proprietors. 

Criticisms of Proprietary Concept; It is an old concept. At the end of 
Sixteenth Century, Dr. Canning is the main founder of the concept, The 
drawbacks of the concept are discussed below : 

(i) The accounting concept is changed after formation of limited 
liabilities company, Under Proprietary concept, all liabilities are to be paid by 
the proprietors, but in case of a limited liabilities company, all liabilities are 
not to be paid by the proprietors (i.e. Shareholders ), Prof. G, D. Roy said 
that “The introduction of the principle of limited liability with the advent of 
companies is particularly responsible for this change in the attitude of account- 
ing. The whole of the liabilities to creditors is considered a debt of the pro- 
prietors under the Proprietary Theory. But that cannot be so under limited 
liability principle :*:." 

(ii) In the accounting units without апу proprietor ( such as munici- 
pality, corporation, school, college etc), the accounting concept cannot be 
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explained effectively, Prof, О, D. Roy said that * The Proprictary Theory is 
not workable particularly in the case of concerns that have no proprietors, 
Instance of such case may be found in = Government and Public bodies like 
municipalities. ...” 

(ili) Practically, the accounting uhit is not closed after the death of 
proprictor or proprietors, Again, the death of shareholders does not effect 
the existence of a company. 

(i) At present, the number of proprietors are gradually increasing 
according to the size and volume of transactions of a business, Now, the 
accounting under this concept is not possible. 

(у) In non profit-secking concerns, the concept cannot be properly 
explained in accounting. 

(b) Entity concept; The accounting concept by which accounting 
functions are made by assuming that the proprietor or proprietors and a 
business unit have separate entities, is called Entity Concept. 

Under this concept, а business has a separate entity from its proprietor 
directors and employees. Mainly, the proprietor is separate from his business, 
Under this concept, all assets are owned by the business and all liabilities are 
to be paid by the business unit, Yorston, Smyth and Brown said that “The busi- 
ness unit is distinct from its proprietors, managers and employees ·:· (ће pro- 
prietor is considered as being quite distinct from the business entity," So, the 
capital introduced by the proprietor or proprietors istreated as a liability of the 
business. The business unit is also liable to repay the capital. Rowland said 
that “In one sense, capital itself may be regarded as a liability—the amount 
due from the business to its proprietor.” Under this concept, all liabilities 
are divided into two classes: (a) Internal Liabilities and (b) External Lía- 
bilities. The liabilities which are payable to proprietor or proprietors are called 
internal liabilities, as ; Capital, Reserve, Profit & Loss Account etc. The lia- 
bilities which are payable to outsiders other than the proprietors аге called 
external liabilities, as ; Sundry Creditors, Bills Payable, Bank Overdraft, Loan 
etc. If profit is earned from a business, it indicates the increase of internal 
liabilities /.е, the amount is payable to the proprictor or proprietors, Because, 
the owner of earned profit is the proprietor or proprietors, Silarly, in the 
case of loss, the amount payable to proprietor or proprietors is also decreased. 

The existence of a business does not depend upon the will of the propritor 
or proprictors and it will not close on the death of proprietor or proprictors, 
So, the assets of a business are to be claimed by the proprietors as well as out- 
siders, The entity of a business can be explained like the separate entity of 
proprietor or proprictors. Prof. Е. S. Hendrikson said that "In the entity theory, 
however, the business firm is considered to have a separate existence, even 
personality of its own." In the case а sole-proprietorship business, its entity 
ean also be explained. Under this concept, the name of the business is to be 


written on the heading of final accounts. The assets and liabilities are shown 
in the following equation ; 
XA*XL where, ХА = Summation of assets, 
SL= Summation of liabilities 

Under this concept, Double Entry System is to be applied by explaining 
the separate entity of a business unit. Practically, Double Entry System is 
based on the Entity Concept, Yorston, Smyth and Brown said that «the entity 
theory is fundamental to the accounting process and in fact the basis on which 
double entry is applied." The Proprietary concept is going to abolish after 
application of the concept. 

Features of Entity concept ; The features of Entity concept are discussed 
below : 

(a) The separate entities of a business and proprietors are explained 
under thís concept 

(b) The transactions of a business are to be моңа by explaining 
the business as a central point of all business activities, 

(c) The existence of a business does not depend upon a businessman or 
proprietor, The business will not close on the death of the proprietor or 
proprietors. 

(d) The assets are owned by a business and all liabilities are to be paid 
by the business also. 

(е) In the case of profit, the internal liabilities of a business will 
increase and in the case of loss, the claim of proprietor will also decrease, 

(f). Under this concept, the amount of capital and undistributed profit 
are called internal liabilities. 

Criticism of Entity concept: The criticisms of Entity concept are 
discussed below : 

(f) Under this concept, the differences between the proprietor or 
proprictors and a business are created But, the creation of differences between 
the proprietors and a business is not practically possible. The creditor always 
claim their demands to the proprietors but not to the business. Only in 
the case of а Company, a creditor can file а sue against a business unit, but 
the personal properties of shareholders are not liable for payment of a 
company's liabilities. 

(i) The existence of a business mainly depends upon the will of the 
proprictor or proprietors, they can closed a business at any moment. Again, 
the opening and closing of a business. depend upon the heirs of the proprietor 
or proprietors after the death of the present proprietor or proprietors, So, the 
separate existence of a business cannot be recognised always, 

of Joint Stock , the со! is recognised. 
МА. neqoe is an gn by law havin; 


separate entity with petual succession ini орон МЫР” In the case 
ан м entity and legal entity are the same, 


3.240 HIGHER SEOUNDABY AOOCOUNTANOY 


Differences between Proprietary concept and Entity concept with regard 
to relationship between Assets and Liabilities: Тһе, differences between 
Proprietary concept and Entity concept regarding the assets and liabilities are 


given below : 


Proprietary concept 


Entity concept 


1. Under this concept, the owner | 


of the assets of a business is the 
proprietor ог propriétors. 

2. Under this concept, the 
liabilities of a business concern are to 
be borne by the proprietor or pro- 
prietors, 

3. Under this concept, the assets 
are not claimed by the sundry credi- 
tors, money lenders etc. 


4. Under this concept, there is no 
separate entity of a business unit So, 
the assets are owned and the liabilities 
are to be paid by the proprietors, 


5. Under this concept, the pro- 
prietor or proprietors are liable to pay 
the external liabilities. 

6. Under this concept, the 
liabilities to proprietor or proprietors 
may not be ina business. Because, 
the business has no separate entity, 

7. Under this concept, the equa- 


tion of assets and liabilities is shown | 


below : 
Equities = Assets — Liabilities 

8. In the case of profit, the 
amount of assets of the proprietor is 
increased or the amount of liabilities 
of the proprietor is decreased. 

9. In the case of loss, the amount 
of assets of the proprietor is decreased 
or.the amount of liabilities of the 
proprietor is increased, 


1, Under this concept, the owner 
of the assets of a business is the 
business itself. 

2. Under this concept, the liabili- 
ties of a business are to be brone by 
the business itself. 


3. Under this concept, the assets 
are claimed by the sundry creditors, 
moriey lenders, Bank overdraft as well 
as proprietors. 

4. Under this concept, the 
business and proprietors have separate 
entities. So, the assets and liabilities 
of a business are owned and liable 
to pay by that business unit. 

5. Under this. concept, the 
business itself takes the liabilities to 
pay the external liabilities. 

6. Under this. concept, the 
business has a liability to pay the 
proprietor or proprietors. Because, 
the business has a separate entity. 

7. Under this concept, the equa- 
tion of assets and liabilities is shown 
below : 

Assets — Liabilities 

8. In the case of profit, the 
amount of assets of the business is 
increased or the amount of liabilities 
of the business is decreased. 

9. In the case of loss, the amount 
of assets of the business is decreased 
or the amount of liabilities of the 


"business is increased. 
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(с) Fund concept: The accounting concept by which transactions are 
recorded in the books of accounts by assuming that the fund or asset of the 
concern is an accounting unit, is called Fund Concept. 


The development and reconstruction of the countries which are war- 
effected in the First and the Second World War, are guided by the Government 
and non-government associations. In this case, all transactions cannot be 
recorded under Proprietary Concept and Entity Concept. In 1947, Prof. 
W. J. Vatter introduced the Fund Concept in place of the Proprietory and 
Entity Concept. ) 


Under this concept, the fund is the accounting unit but the proprietor or 
business is not an accounting unit. Prof. С. D. Roy said that “The basis of 
accounting is not the proprietor or the business entity, but a collection group of 
assets applied to a set of activities or function. Such a group of assets is called 
afund." The assets which are used in business are the accounting unit and 
the transactions of an accounting unit are to be recorded in the books of 
accounts on the basis of assets i.e. funds, 


The fund concept can be explained correctly in the case of Government 
and non-profit-seeking concerns, Because, there is no existence of proprietor 
and the main purpose is not to earn profit. The concept can also be followed 
by the profit-seeking concerns in case of repayment of loans and replacement 
of assets. For example, the funds for replacement of assets and repayment of 
loans are to be formed by the sole-proprietorship, partnership and company 
form of business. The assets and where these are used, are called accounting 
units, Such a group of assets may be called fund, Prof. W.J, Vatter said 
that “Тһе accounting-unit area is defined in terms of a group of assets and set 
of activities or functions for which those assets are employed, Such a group 
of assets is called a fund." Under this concept, the assets and liabilities are 
shown in the following equation : 


Restrictions against Assets = Assets 


As for example, a concern collects Rs. 40,000 for construction of a 
building and deposits the same іп a Bank, The amount of Building Fund 
Bank Account is to be shown in the ‘assets side’ and the Building Fund 
Account in the ‘Liabilities side’ of a Balance Sheet, Simply, we can say that, 
under fund concept the restriction against assets are imposed for a particular 
purpose. Prof. W.J. Vatter said that “The theory requires that the assets 
will be applied to the purpose of the fund to which they are tied.” Under 
this concept, the liabilities are not divided into internal liabilities and external : 
liabilities, 

16 [III °85] 
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Features of Fund Concept: The features of the fund concept are 
discussed below : 

(a) Under this concept, a fund may be formed with the asset or assets. 
The transactions of the concern are recorded in the books on the basis of the 
fund or funds. 

(b) Generally, the funds are formed for a specific purpose ; as, Building 
Fund, Prize Fund, Sinking Fund etc. 


(с) A fund may be formed for a particular period of time. The life- 
time of the funds depends upon the functions of funds. At the end of the 
period or when its purpose is over, there is no necessity of the funds. Аз 
for example, if any Prize Fund is formed for the annual sports of a college, 
it may continue for a long period of time. If it is formed for a particular 
annual sports, it will be stopped just after the end of sports. 


(d) The non-profit seeking concerns (e.g. College, School, Govt. 
Institution etc.) may keep their books under this concept. 


(e) An asset which is acquired for a particular purpose (i.e. against 
particular fund) is to be used for that particular purpose, 


(f) The expenses for particular fund are to be deducted (i.e. debited) 
from the fund and the incomes from a particular fund are also to be added 
(i.e. credited) with that fund. 


Criticism of Fund Concept: The criticisms of Fund Concepts are given 
below : 


(i) Any concern cannot be formed or maintained without influence of 
the person or persons, Because, all financial activities are done by the persons, 
Prof. Vatter does not explain any cause of elimination of persons from the 
accounting unit, 


(il) There is no specific rule that how and what type of fund or funds 
are to be formed to attainthe goal. So, the funds are formed as per 
judgement of the related persons. So, itis notto be made without any 
person. 


(iii) The Fund concept has attacked the Proprietary and Entity 
concepts, but it cannot destroy it. Until the profit motive and ownership are 
in a business, the Entity Concept will continue for that time. Prof. L. Goldberg 
said that “Vatter has made a strong onslaught on the entity theory his attack 
has no by means destroyed it.” 
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Differences between Proprietary Concept, Entity Concept and Fund 
Concept! The differences between Proprietory concept, Entity concept and 
Fund concept are given below : 


Proprietory concept 


Entity concept 


1. The concept is 
followed up to the first 
part of Nineteenth 
century. 

2. Under this concept, 
the separte entity of an 
accounting unit cannot 
be recognised. 

3. Under this concept, 
the proprietor or pro- 
prietors are the central 
point of accounting. 

4, Under this concept, 
all assets are owned by 
the proprietor and all 
liabilities are payable by 
the proprietor also, 


5. Under this concept, 

the transactions of a 
small-scale accounting 
unit can be recorded, 


6, Generally, the tran- 


sactions are recorded 
under Single Entry 
System. 


7. The capital is not 
treated as a liability of a 
business, 

8, The profit of the 
business is to be consi- 


dered as a profit of the. 


lThese concept is 
followed till now from 
the first part of Nine- 
teenth century. 

2. Under this concept, 
the separate entity of an 
accounting unit is recog- 
nised. 

3. Under this concept, 
the business unit is. con- 
sidered as a central point 
of accounting. 

4. Under this concept, 
the proprietor is con- 
sidered as a creditor ; 
all assets are owned by 
the business and all 
liabilities are to be paid 
by the business. 

5. Under this concept, 
the transactions of a large- 
scale accounting unit 
are to be recorded. 


6. The transactions 
are recorded under 
Double Entry System. 
Because, the Double 
Entry System is based on 
Entity Concept, 

7. The capital is 
treated as a liability of a 
business. 

8. The profit or loss 


of the recounting unit is | 
to be considered as profit | 


Fund concept 


1. The concept is 
followed in Twentieth 
century after amendment 
and revision. 

2. Under this concept, 
separate entity of each 
fund is recognised, 


3. Under this concept, 
the funds are considered 
as the central point of 
accounting. 

4. Under this concept, 
the entity of the proprie- 
tor or business is not 
recognised. 


5. Under this concept, 
generally, the transactions 
of non-profit-seeking con- 
cerns (e.g. college, school, 
Govt. etc) are to be 
recorded, 


6. Thetransaétions are 
recorded under the 
Double Entry System, 


7. The capital is con- 
sidered as a combination 
few funds. 

8. The profit of a fund 
is to be credited with the 


| related fund and loss of 
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Proprictory concept Entity concept Fund concept 
proprietor and the loss | or loss of the business, | afund is also to be 
of the business is also to | debited with the related 
be considered as a loss | | funds. 


of the proprietor 

9. Under this concept, 
the existence of a business 
depends on the will of 
ithe proprietor or proprie- 
tors, The business may 
not continue after the 
death of the proprietor, 


10. The liabilities of a 
business are not divided 
into two classes - (jj 
‘Internal liabilities апа 
(ii) External liabilities. 
11, АП assets and 
liabilities are marshalled 
on the basis of Liquidity 
Preference method in a 
Balance Sheet. 

12, The name of the 
proprietor is to be written 
on the heading of the 
final accounts, 

13, Ugder this concept, 
all transactions are recor- 
ded in the books of 
accounts before forma- 
tion of a Joint Stock 


9. Under this concept, | 9. Under thin concept, 
the existence of a business | “the existence of a fund may 
does not depend upon | continue for a long period 
the proprietor. The | or short period of time, 
business will continue | After complition of its 


after the death ofa pro- | 
prietor. 


I0, The liabilities of a 
business are not. divided | 
into two classes —(i) In- | 
ternal liabilities ала 
(ii) External liabilities, 


ll All assets and 
liabilities аге marshalled 
on the basis of Rigidity | 
Preference mgthod in a | 
Balance Sheet. | 

12, The name of a 
business is to be written 
on the heading of the 
final accounts. 

13, Under this concept, | 
all transactions аге гесог- | 
ded in the books of 
accounts after formation 
of a Joint Stock Company, 


14, Under this concept, 
the accounting equation 
is ; Assets = Liabilities, 


object, the balance of the 


| fund may be transferred 


to the General Reserve, 
10. The liabilities are 

treated as the restrictions 

on assets, So, the 


| classification of liabilities 


is not necessary, 

11. There is no specific 
method of marshalling 
of assets and liabilities 
in a Balance Sheet. 


12. The name of an 
accounting unit is to be 
recorded on the heading 


| of the funds, 


13, Under this concept, 

all transactions of the 
Government and non- 
profit-secking concerns 
are to be recorded, 


14, Under this concept, 
the accounting equation 
is; Assets = Restrictions 

on Assets, 


SMM 


Accounting on Fund Basis Ад 
The transactions of a non-profit-seeking concern are recorded | 
fund basis, The accounting unit, in which the transaetions are recorded under — 


the Entity basis, the funds may be created for the extention and development 5 


ofthe business. А fund may have its own Income & Expenditure Account 
and a Balance Sheet, Now-a-days, the presentation of sources and applications 
of fund through a fund-flow statement is very popular in Management 
Accounting. Prof. V. L. Gole said that ‘In the latter part of 1940's and inthe 
decades of the 1950's the funds statement gathered momentum as an internal 
reporting device for ше of management within the enterprise concerned,” 
In preparation of а fund flow statement, Reserve, Profit, External Liabilities 
and increase of capital are called ‘sources’ and purchase of assets, payment 
of liabilities, expenses loans etc. are called ‘applications’. А speciman of a 
‘Fund flow Statement is given below : 
Fund-flow Statement as at +. 


Sources Rs, Applications Rs. 
Sources of funds Applications of funds 


aet _—— ——-——— 
When a fund is formed for a specific purpose, an income of the fund is to 
be credited and expense of the fund is to be debited in this fund also. The 
accounting of few important funds are discussed below : 

1. Building Fund: The non profit-seeking concerns (like ; club society, 
school college etc, ) can collect fund from public to construct a house property, 
The collected amount can be deposited in a Bank Account and invested in a 
fixed interest bearing securities, The interest on Bank Deposits is to be 
deposited in the related fund account, If any expenses incurred for this fund, 
the amount of expenses is to be deducted from the fund, The necessary 
amount of cash is to be collected from the Bank or by sale of investment. After 


from public on and from Ist January, 1983, Total donations from public were 
in 1983 Rs, 3,50,000 and in 1984 Rs. 2,00,000, The amount was deposited 
with Bank of India which allowed interest @ 8% p.a. In 1985, Rs. 1,00,000 
were spent for purchasing a plot of land and Rs, 5,18,000 were spent for 
construction of the building. t 

Show the necessary Journal entries, Ledger accounts and the related 
Balance Sheets. 


* 
E 
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Solution : i 
In the Books of Mohanpur Higher Secondary School 
Journal 
Dr. Cr. 
Date Particulars Amount | Amount 
1983 : Rs. Rs. 
Jan. 1] Bank Account Dr. | 350,000 
To Building Fund Account 3,50,000 
Being donations received for Building Fund 2 
Рес. 31 Bank Account Dr. 28,000 
To Building Fund Account 28,000 
Being interest received on Building Fund deposits 
1984 Е" еу Ё 
Jan. 1 Bank Account Dr. | 200,000 | 
To Building Fund Account 2,00,000 
Being donations received for Building Fund 
Dec. 31 Bank Account Dr. 46,740 
Y To Building Fund Account 46,240 
Being interest received on Building Fund Bank deposits | 
1985 д T 
Jan. 1 Land Account Dr. 1,00,000 
To Bank Account 1,00,000 
Being the amount paid for purchase of land 
нү Building Account Dr. 5,18,000 
4 To Bank Account "UU | 528,000 
Being the amount paid for construction of a building 
Dec. 31 Building Fund Account Dr. 6,24,240 
To Capital Fund Account 6,24,240 
Being the balance of Building Fund transferred 


SG 
Ledger 
Building Fund Aceount 


Particulars 


By Bank Account 
» Bank А/с (Interest) 


3,78,000 

1984 1984 
Dec. 31 | To Balance c/d 624,40 | Jan. 1 | By Balance b/d 3,78,000 
» | » Bank Account 2,00,000 
| Dec. 31| ,, Bank A/c (Interest) 46,240 
6,24,240 6,24,240 

о Capital Fund A, 24, 5 

р! їс 6,24,240 | Jan. 1 | By Balance b/d 6,24,240 


ACCOUNTING BASIS b E © 
Dr. Bank Account Cr. 
Date Particulars Amount | Date Particulars Amount 
1983 m зА 
Jan. 1 | To Building Fund Dec. 31 | By Balance 
Account | 3,50,000 М “4 о 
Dec. 31 | „ Building Fund 
Account (Interest) 28,000 
3,78,000 3,78,000 
———— 
Eia То Bal b/d 3,78,000 De By Bali d 
an. o Balance „78, ‚31 ance с, 
» Building Fund y / 624520, 
Account | 2,00,000 
Dec. 31 | » Building Fund 
Account (Interest) 46,240 
6,24,240 624,240 
1985 XE i 1995 — 
Jan, 1 | To Balance b/d 6,24,240 | Dec. 31 | Ву таш poke 
ссоши | 1,00,000 
„ Tand & у Ут: 100, 
ccount | 5,18, 
» Balance c/d Eo] 
6,24,240 
1986 
Jan. 1 | To Balance b/d 


Land and Building Account 


Dr. Cr. 
————— am 
Date Particulars Amount | Date | Particulars’ Amount 
1985 | pes dro E Rs. 
Jan. |. | To Bank Account 1,00,000 | Dec. 31 | By Balance cjd 6,18,000 
КЩ. „ Bank Account 5,18,000 
6,18,000 6,18,000 
* = 
1986 jg 
Jan. 1 | To Balance b/d 6,18,000 


Burg ee рушы T ME з у 


Balance Sheet as at 31st December, 1983 (includes). 


Liabilities 


Building Fund 
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Balance Sheet as at 3st December, 1984 (includes) 


Liabilities Amount Assets 
Rs. 
Building Fund 624240 | — Bank 


Balance Sheet as at 31st December, 1985 (includes) 


Liabilities Amount Assets Amount 
NE 17 Rs. ХЫ : Rs. 
d and Buildin 6,18,000 
Capital Fund 6,24,240 др and Building ub 
6,24,240 6,24,240 


———— 

————— ——— 

Working Note: The interest on Bank deposit is charged for the full year in 

1983 and 1984. But in the year 1985, no interest is charged on the Bank deposits, 
mco Sead агар ee 


2. Prize Fund: Generally, the fund is formed by the educational 
institutions and service rendering institutions to declare prizes to intelligent 
and successful students and players. The maximum amount of the fund is 
collected from the public donations, The collected amount is deposited in a 
Bank Account and invested in a fixed interest bearing short-term securities, 
Generally, the prizes are to be declared out of interest of the fund. If the 
prizes аге to be declared out of Bank deposits, the procedure of declaration 
of prizes may not be continued for a long time, The recording of transactions 
relating to prize fund is shown below : 


LI 
Mustration 2. : On Ist January, 1985 Messers Kumar & Sons donates 
asum of Rs 40,000 to the University of Calcutta to award a scholarship to 
the student who stands first class first in B. Com. (Hons.). The amount is 
invested in 10$ Company Debentures. On 3154 December, 1985, a sum of 
Rs. 4,000 is realised on account of interest and paid Rs. 120 for incidental 
expenses. A scholarship of Rs. 3,800 is awarded to a student who stood first 
class first in B. Com. (Hons,) in 1985. 
~ Show the necessary Journal Entries, Ledger Accounts and related Balance 
Sheet in the books of University of Calcutta. 


» 1 Prize Fund Investment Account Dr. | 40000 
To Cash Account 
Being the amount invested in 10% Company Debentures 


Dec 31 Cash Account Dr. 4000 
To Prize Fund Account 4,000 
Being the interest on investment received 


| "e Prize Fund Account Dr. 120 
To Cash Account : 120 
Being the amount paid for incidental expenses 


M Prize Fund Account Dr. 3,800 
То Cash Account 
Being the amount paid for scholarship 


Ledger. 
Dr. Prize Fund Account Cr. 


Jan. 1 | To Prize Fund Account 
Dec. 31 | , Prize Fund Account 


3.250 HIGHER SECONDARY ACCOUNTANCY 


Prize Fund Investment Account 


Cr. 
Particulars Amount} Date Particulars Amount 
Rs, 1985 Rs. 
To Cash 40,000 | Dec. 31 | By Balance c/d | 40,000 
To Balance b/d | ооо | | 


Balance Sheet as at 31st December, 1985 


Liabilities | Amount Particulars 
Rs. 
Prize Fund 40,080 Prize Fund Investment 
$ т Сазһ 
40,080 
===. 


3. Sinking Fand: The fund which is formed for replacement of assets 
or repayment of liabilities of an accounting unit is called Sinking Fund or 
Amortization Fund. 

The funds are of two types (a) Sinking Fund for replacement of assets 
and (b) Sinking Fund for repayment of liabilities, 

(a) Sinking Fund for Replacement of Assets: A sinking fund is created 
for placement of old or damaged assets after a specific period of time is called 
Sinking Fund for Replacement of Assets. 

А new asset is to be purchased or replaced when an old asset 
becomes obsolescence or for extentson of the accounting unit, If the assets are 
purchased in cash from working capital, the concern may not be conducted 
properly due to shortage of working capital, For this reason, a fund is to 
be created out of profit at the end of each accounting period. For creation of 
fund, the Profit & Loss Account is to be debited and the Fund Account is to 
be credited for a fixed amount, The transferred amount to a fund and interest 
thereon are to be invested in the easy realisable securities. The amount 
which is transferred to the fund is called charge against profit. Because, it 
is to be deducted from the Profit & Loss Account. 

(b) Sinking Fund for Repayment of Liabilities: A Sinking fund is 
created for repayment of long-term liabilities after a specific period of time is 
called Sinking Fund for Repayment of Liabilities. 


If апу amount is withdrawn for repayment of loan, the concern may 
not be properly conducted for the shortage of working capital. To protect 
the financial stability of the concern, a fixed amount is to be set aside out of 
profit at end of each year for repayment of loans. The transferred amount and 
interest on deposits are invested in the easy realisable securities. The creation 
of fund out of profit is called ‘appropriation of profit’. So, the Profit & Loss 
Appropriation Account is to be debited for the creation of fund. 


туз 
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Differences between Sinking Fund for Replacement of Assets and. 
Sinking Fund for Repayment of Liabilities : The differences between Sinking 
Fund for Replacement of assets and Sinking Fund for Repayment of Liabilities 
are given below : 

(i) The amount of Sinking Fund for Replacement of assets is taken by 
debiting the Profit & Loss Account. So, it is a charge against profit. 

The amount of Sinking Fund for Repayment of liabilities is set aside by | 
debiting the Profit & Loss Appropriation Account. So, it is an appropriation 
of profit. 

(ii) The Sinking Fund for Replacement of assets influences the assets 
side of а Balance Sheet ( i.e. new assets are to be purchased with the amount 
of the fund ). 

The Sinking Fund for Repayment of liabilities influences the liabilities side 
of a Balance Sheet ( i.e, the liability is to be paid off with the amount of fund y 

(iii) The amount of Sinking Fund for Replacement of assets is to be 
invested in the short-term securities. The realised amount of the securities is 
used to purchase the new assets and the balance of an old asset is transferred 
tothe Sinking Fund. For this reason, the balances of Sinking Fund Account, 
Asset Account and Sinking Fund Investment Account become ‘nil’, 

The amount of Sinking Fund for Repayment of liabilities is also invested 
in the easy realisable securities and the securities are sold for repayment of 
the liabilities. For this reason, the balances of Sinking Fund Investment 
Account and the liability become ‘Zero’, but the balance of Sinking Fund 
remains in the concern. The balance of the Sinking Fund Account is transferred 


to. the General Reserve Account except in case of Preference Shares redemp- 
tion, In the case of redemption of Preference Shares, the balance is transferred 
to the Capital Redemption Reserve Account, 

Computation of Instalment of Sinking Fund: The amount of annual 
instalment is fixed on the basis of the durability of fund and rate of interest 
on investment, As, Re. 1:00 is to be realised after 3 years @ 5% compound 
interest, The amount of annual instalment isto be determined with the 
help of Sinking Fund Table Re 0317208. The amount of an asset which is to 
be replaced or the amount of liabilities which is to be paid off are to be 
multiplied the above figure and the amount of annual instalment is to be 
determined. The amount of annual instalment may be calculated by the 
following formula : 


A=4 lap" -1) 


where, A — Amount required to place an asset or to repay a liability, 
а= Amount of annual Instalement, 
n=Period of time after which the asset isto be replaced or the 
liability is to be repaid, 
i=Rate of interest on one unit. 
Necessary Journal Entries for Sinking funds : The Journal entries for 
Sinking Fund for Replacement of assets and Sinking Fund for Repayment of 


liabilities are given next page below : 
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Items 


(A) First year: 

(i) For creation of 
Sinking fund with annual 
instalment. 

(Ы) For investment of 
annual instalment. 


(B) Next year : 

(lf; For receipt оѓ 
interest on. investment. 
(iy) For transfer 
annual instalment 
Sinking Fund 

(у) For receipt of interest 
on investment. 

(vii For investment of 
annual investment and 
interest on investment. of 
previous year. 

(C) Last year : 

(vif) For receipt of interest 
on investment, 

viii) For transfer of 
annual instalment to 
Sinking Fund, 

(ix) For Sale of invest- 
ment, 


of 
to 


(x) For Profit on Sale 
of investment, 


(xi) For Loss on Sale 
of invest ment, 


(xiii For transfer of 
balance to Sinking Fund. 
(xiii: For purchase of 
new asset. 

‘xiv For payment of 
loan. 


For transfer of 
of Sinking Fund 
repayment of loan. 


Sinking Fund for 
Replace-ment of Assets 
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Sinking Fund for 
Repayment of liabilities 


Profit and Loss A/c. Dr. 
To Sinking Fund A/c 


Alc, 

To Sinking Fund A'c. 

To Sinking Fund A/c. 
Bank A/c 


Sinking Fund Invest- 
ment A/c 
To Bank A/c, 


Bank A/c. Dr. 


To Sinking Fund А/с. 


Bank A/c. 
To Sinking Fund 
Investment A/c. 
Sinking Fund Invest- 
ment A/c. 


| Sinking Fund A/c. 
To Sinking Fund 
Investment A/c 
| Sinking Fund А'с, 
| To old Assets A/c, 
New Asset A/c, 
To Bank A/c. 
x 


Sinking Fund Invest- 
ment A/c. Dr. 
To Bank A/c. 
Bank A. Dr 


Profit and Loss A/c, Dr. 


Dr, 
To Sinking Fund A/c, 


To Sinking Fund A/c | 
Profit and Loss A/c. Dr, 


Dr, 
| Dr. 
| To Sinking Fund Alc. 

Dr. 


Dr. 


Dr. 


| 
| 
|- 
| 
L 


Profit and Loss Appro- 
priation A/c, Dr, 
To Sinking Fund A/c. 


| Sinking Fund  Invest- 
ment A/c. Dr 
To Bank A/c. 
| Bank А/с, Dr 


To Sinking Fund A/c. i 
Profit and Loss Appro 


priation A/c, Dr. 
To Sinking Fund A/c. 
Bank A/c Dr. 


To Sinking Fund A/c. 
Sinking Fund Invest 


ment A/c. Dr. 
To Bank A/c. 
| Bank А/с, Dr, 


To Sinking Fund A/c. 
Profit and Loss APPIO 
priation A/c, 
To Sinking Fund Ale. 


Bank A/c, 
To Sinking Fund 
Investment A/c, 


Dr. 


| Sinking Fund Invest- 


ment A/c. Dr. 
To Sinking Fund A/c. 
Sinking Fund A/c. Dr. 
To Sinking Fund 
Investment A/c. 
x 


x 


Loan of Debenture 
A/c, Dr. 


To Bank A/c. 


Sinking Fund A/c. 
To General Reserve 
Ajc. 


Dr. 


Illustration 3: А man 
on Ist January, 1982, The effective life of the 
and scrap value at Rs, 2,000 A Sinking Fund is created for 
plant with an annual instalment of Rs, 4,640 and money is invested in 5% 
bonds. 


At the end of the period, the investment is sold for Rs, 14,500 and 15 


value o! the plant realises Rs. 2,100. A new plant is purchased for Rs, 25, UH 
Show the necessary accounts for 4 years, d 
Solution : 7 
Journal a 
0071. 8 


1 Plant Account Dr. 22,000 
Jan. 1 | T To Daok/Creditors Account zQ( ' 
Being the plant purchased , 


Profit & Loss Account 4,640 y 
Dec. 31 | "To Sinking Fund Account 4 4,640 
Being tbe amount set aside for Sinking Fund 


9 


Е: Fund nd ea Account Dr. 4,640 
Moo. os MS in 5% Loan bonds 


1983 
Dec. 3 


Bank Account Dr. э? \ 
То Sinking Fund Investment Account 232 
Being the amount received for interest on investment | 
Profit & Loss Account Dr. 
To Sink 4/40 


Jis ing Fund Account 
Being the amount set aside for Sinking Fund 


41 bes Fund Investment Account ^ Dr. 437 


Acobant 
- the amount'of annual instalment and interest 
nking Fund invested in 5% Loan bonds 


1984 с^ i 

рес. 31 | Bank А, ре р 
То Sinking Fund Account 476 

Being the amount received for interest on investment j 
————————— ——— ret 

NT ы ine OR Dr. 4,640 


To Sinking Fund Account 460 
Being the amount set aside,for Sinking Fund E 


A. тамар Шин Investment Account Dr. 516 


mur ein E d 
Fund invested in 5% Loan bonds 
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Date Particulars 
1985 
Dec. 31 | Bank Account Dr. 
To Sinking Fund Account 
Being the interest on investment received 
» 31 | Profit & Loss Account Dr. 
To Sinking Fund Account н 
Being the amount set aside for Sinking Fund А 
» 31 | Bank Account Dr. 
To Sinking Fund Investment Account 
Being the amount received for sale of investment 
» 31 | Sinking Fund Account Dr. 
To Sinking Fund Investment Account 
. Being loss on sale of investment transferred p: 
» 31 | Bank Account Dr. 
To Plant Account 
Being the amount received for sale of plant as scrap 
» 31 | Sinking Fund Account Dr. 
To Plant Account 
Being the balance of Sinking Fund transferred to Plant 
31 | Plant Account Dr. 
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Journal (Conted.) 


To Profit & Loss Account 
Being the balance of Plant transferred 


L.F. 


Dr. Cr. 
Amount | Amount 
Rs, Rs. 
732 
732 
4,640 
4,640 
14,500 
14,500 
128 
128 
,100 
2 2,100 
20,000 20,000 
100 
100 


————À— 


Ledger 
Plant (Old) Account 

Dr. Cr. 
—————À Ma Í€€Ó 
Date Particulars J. F. Amount| Date Particulars J. F.| Amount 

Rens eS eee MINE 

1982 Rs. | 1982 Rs. 
Jan. 1 | To Bank Account 22,000 Dec. 31 | By Balance c/d 22,000 

1983 Qus ctio. | 

Jan. 1 | To Balance b/d 22,000 Dec. 31 . By Balance c/d 22,000 

1984 1984 

Jan. 1 | To Balance b/d 22,000 (рес. 31 | By Balance c/d 22,000 
2985 7| 1985 

an. 1 | To Balance b/d 22,000 |Dec. 31 | By Bank Account 2,100 

To Profit & Loss By Sinking Fund A/c 20,000 
Account 100 


4 


ACOOUNTING BASIS 


» Sinking Fund 
Account 


Sinking Fund Account 
Dr. Cr 
pate Particulars J. F..: Amount| Date Particulars |. F.| Amount 
1982 Rs. 1982 Rs. 
Dec, 31 | To Balance c/d 4,640 . 31 | By Profit & Loss A/c 4,640 
1 By Balance b/d 3 
Jan. 1 y 
ec. 31 | „ Bank A/c 4,640 
(Interest on Sinking mon 
1983 Fund Investment) 
Dec. 31 | To Balance c/d „ 31 | By Profit & Loss A/c 4,640 
9,512 
1984 
Jan. 1 | By Balance b/d 
| Рес. 31 | » Bank A/c 9,512 
| (interest on Sinking 476 
| Fund Investment) 
1984 „ 31 | By Profit & Loss A/c 4,640 
Dec. 31 | To Balance c/d 14,628 
1985 
Jan. 1 | By Balance b/d 14,628 
Dec. 31 | „ Bank A/c 732 
(Interest on Sinking 
1985 Fund Investment) 
Dec. 31 | To Plant (Old) A/c ^ 31 | By Profit & Loss A/c 4,640 
20,000 
Sinking Fund Investment Account 
Dr. Cr. 
Date Particulars J. F. Amount Date Particulars J. F.| Amount 
1982 Rs. 1982 Rs. 
Dec. 31 | To Bank A/c By Balance c/d 4,640 
1983 1983 
Jan. 1| To Balance b/d . By Balance c/d 9,512 
` Dec. 31 | To Bank A/c » 
(4,640--232) 9,512 
= 
9,512 
= 
1984 1984 
Jan. 1 | To Balance b/d 9,512 . 31 | By Balance c/d 
To Bonk А/с 5,116 
(4,640-++476) 
14,628 
1985 ET 
Jan. 1 | To Balance b/d » By Bank А/с 
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Balance Sheet as at 31st December, 1982 (includes) 


4 
9 Balance Sheet as at 31st December, 1983 (includes) 
; Liabitities | Amount | Assets 
|, f — — 
1 Sinking Fund | +a 
Sinking Fund Investment 
A ы : 
ж 
{ Balance Sheet as at 31st December, 1984 (includes 
4 "m _—— [ar m " 
Sinking Fund 14,628 

[ Sinking Pund Investment 


Balance Sheet as at 31st December, 1985 (includes) 


Liabilities Amount Amets 


Plant 
Sinking Fund Investment 


Particulars 


1986 
ha. 1 | To Bank Account 


Working Notes; А 
е amount of Ra (4,6404.732) аз оп 31, 12. 84 is transferred Sinking 
Post ез ; but it is not шүнө! for purchase of new plant in ор 
(1) Re 000 is increased in interest to make the Sinking Fund "аго" at the end of the 


life of the machine, 
(3) Amounts of interest : 


st on deposits in 1983 = Rs, 4,640 @ 5 
— M" "SIM 38128 рка IN 
as . ^. inl985eRs 14628 @ SX Ra. 732. 


Illustration 4: On Ist January, 1982 M. Co. Ltd, issued 5x 

Debentures of Rs. 100 each, repayable at par at the end of the 4 years, It was 

decided to create a Sinking Fund for repayment of the Debentures and invest - 

the amount of the fund in 6% Government papers, Sinking Fund Table shows 

that the annual instalment @ 6% compound interest р, а, for 4 years is 

Rs, 0°228591 per rupee, Р | 
On 31st December, 1985 the investment are realised for Rs. 1,50,000 and Р 

the debentures are redeemed, 

Give the necessary Journal entries and Ledger accounts and relevant 


To 5% Debenture Account 
Being the amount received for issue of 2,000 5% 
Debentures of Rs. 100 cach at par 


Balance Sheets, a) 1 
Solution : z 
In the Books of M, Co, Ltd. 4 
Journal i it 

eer eee! ) 
Date Particulars LF. i 

заа Е d и „жа 
1982 р | 
Jan. 1 Bank Account Dr. 4 


Dec. м Profit & Lots (Appeopriation) онаи De 
in 


To Debenture Fund Account 
Being the amount set aside fof. redemption 


of Debentures 


To Bank Account 
Being the amount invested in 6% Govt. Papers 
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Balance Sheet as at 31st December, 1982 (includes) 


Liabilities Amount Assets Amount 

Rs. Rs, 
Sinking Fund 4,640 Plant 22,000 
Sinking Fund Investment 4,640 


Balance Sheet as at 31st December, 1983 (includes) 


UNE ша шшш с ee ean a 


Liabilities” E Amount | Assets Amount 

| Rs. Rs. 

Sinking Fund | 952 Plant 22,000 
dera | Sinking Fund Investment 9,512 


е МЕ, мазы ты у у. — 


Balance Sheet as at 31st December, 1984 (includes) 


Liabilities Assets Amount 

` Rs. 
‘Sinking Fund Plant 22,000 
Sinking Fund Investment 14, 628 
a 


Balance Sheet as at 31st December, 1985 (includes) 


Liabilities Amount Assets Amount 
: Rs. Rs. 
Sinking Fund — Plant 25,000 


Sinking Fund Investment 
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( Piant (New) Account 
Dr. Cr. 


———-—-———-—-—-—-——-— ү: 
5 l 
Date Particulars J. F/Amount| Date Particulars J. | Amount 
| 
1986 Rs. Rs. 
Jan. 1 | To Bank Account 25,000 


Working Notes : 
(10) The amount of Rs. (4,640732) as on 31. 12. 84 is transferred to the Sinking 
Fund Account ; but it is not invested for purchase of new plant in next year. 
(2) Re. 0:60 is increased in interest to make the Sinking Fund ‘ziro’ at the end of the 
life of the machine. 
(3) Amounts of interest : 
Interest on deposits in 1983— Rs. 4,640 @ 57; = Rs. 232 
E »  »  in1984—Rs. 9,512 @ 57; - Rs. 476 (approx) 
^ o. o. in 1985=Rs. 14,628 @ 5%=Rs. 732. " 


Illustration 4: On 1st January, 1982 M. Co. Ltd, issued 2,000 5% 
Debentures of Rs. 100 each, repayable at par at the end of the 4 years, It was 
decided to create a Sinking Fund for repayment of the Debentures and invest 
the amount of the fund in 6% Government papers, Sinking Fund Table shows 
that the annual instalment @ 6% compound interest р. a, for 4 years is 
Rs, 0°228591 per rupee, 

On 31st December, 1985 the investment are realised for Rs, 1,50,000 and 
the debentures are redeemed. 

Give the necessary Journal entries and Ledger accounts and relevant 
Balance Sheets. З 
Solution : 

In the Books of M, Co, Ltd. 


Journal 
“ФФ 
| 
Date Particulars L.F. | Amount | Amount 
— ы Ре 5 

1982 Rs. Rs. 
Jan. 1 Bank Account Dr. 2,00,000 

* — To 5% Debenture Account 2,00,000 


Being the amount received for issue of 2,000 5% 
Debentures of Rs. 100 each at par 


Dec. 31 Profit & Loss (Appropriation) Account Dr. 45,718 

To Debenture Sinking Fund Account 45,718 
Being the amount set aside for redemption 
of Debentures 


РИ Debenture Sinking Fund Invessment Account Dr. |: 45,718 
To Bank Account \ 45,718 


Being the amount invested in 67, Govt. Papers 
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P 
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Particulars 


L.F. | Amount 


Amount 


Bank Account 

To Debentures Sinking Fund Account 
Being the amount received for interest on. 
Investment 


Profit & Loss (Appropriation) Account 
То Debenture Sinking Fund Account 
Being the amount set aside for redemption 

of Debentures 


Debentures Sinking Fund Investment Account 
To Bank Account 

Being the amount of annual instalment and 

interest invested in 67; Govt. Papers 


Bank Account 

To Debenture Sinking Fund Account 
Being amount received for interest on 
investment 


Dr. 


Dr. 


Dr. 


Profit & Loss (Appropriation) Account 
To Debenture Sinking Fund Account 
Being the amount set aside for redemption 

of Debentures 


Dr. 


Debenture Sinking Fund Investment Account 
То Bank Account 

Being the amount of annual instalment and 

interest invested in 67; Govt. papers 


Dr. 


Bank Account 

To Debenture Sinking Fund Account 
Being the amount received for interest on 
investment 


Dr. 


Profit & Loss (Appropriation) Account 
To Debenture Sinking Fund Account 

рош the amount set aside for Sinking 
un 


Bank Account 

To Sinking Fund Investment Account 
Being the amount received for sale of 
investment 


Debenture Sinking Fund Investment 
To Debenture Sinking Fund Account 
Being Profit on Sale of Investment transferred 


5% Debenture Account 
To Bank Account 


Being the amount paid to Debenture holders 


Debenture Sinking Fund Account 

To General Reserve Account 
Being the balance of Debenture Sinking 
Fund transferred 


Dr. 


Dr. d 


Rs. 
2,743 


45,718 


| 48461 


‚5,651 


45,718 


51,369 


8,733 


45,718 


1,50,000 


4,452 


2,04,451 


2,00,000 | 


Rs, 


2743 


45,718 


48,461 


5,651 


45,718 


51,369 


8,733 


45,718 


1,50,000 


4,452 


2,00,000 


2,04,451 
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Ledger { 

i 5% Debenture Account 1 
Dr. Cr. 
Date Particulars J. Е. Amount | Date Particulars J. Е.| Amount 
1982 Rs. 1982 Вз. 

Dec. 31 | To Balance c/d 2,00.000 | Jan. 1 | By Bank Account 2,00,000 
1983 1983 IET im 
Dec. 31 | To Balance c/d 2,00,000 | Jan. 1 | By Balance b/d 2,00,000 
1984 гд: 1984 RES 
Dec. 31 | To Balance c/d 2,00,000 | Jan. 1 | By Balance b/d 2,00,000 
1985 1985 { 
Dec. 31 | To Bank 2,00,000 | Jan.. 1 | By Balance b/d 2,00,000: 
- 
Debenture Sinking Fund Account 
Dr. Cr; 
———————————Єүєү—8. а 
Date Particulars Particulars J.F.| Amount 
1982 ; Rs. 
Dec. 31 | To Balance c/d By Profit & Loss 
(Appropriation) l- 
Ас 45,718 
1983 
Dec. 31 | To Balance c/d By Balance b/d 45,718 
» Bank Account 2,743 
» Profit & Loss 
(Appropriation) A/c 45,718 
I ET EFT 
94,179 
————— 
SUR To Bal: Jå By Balance b/d 94,179 
» ce C, y y 
Deval o Bain У Bank Account 5651 
» Profit & Loss 
(Appropriation) A/c) 45,718 
1,45,548 
=, 
е General Reserve - By Balance b/d 145,548 
Dec. 31 | To General Reserve 2 A ЕЙ * 3733 
» Profit & Loss 
(Appropriation) A/c) 45,718 
, Debenture Sinking 
Fund Investment 
_ Account 4,452 
| 204451 
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Debenture Sinking Fund Investment Account 


Dr. Cr. 
Date Particulars |J. F.| Amount | Date Particulars J. Е.) Amount 
1982 Rs. | 1982 Rs. 
Dec, 31 | To Bank Account 45,718 Dec. 31 | By Balance c/d 45,718 
1983 1983 
Jan. 1 | To Balance b/d 45,718 үрес. 31 | By Balance c/d 94,179 
Dec, 31 | ,, Bank Account 48,461 
94,179 94,179 
1984 d 1984 m 
Jan. 1 | To Balance b/d 94,179 . 31 | By Balance c/d 1,45,548 
Dec. 31 | ,, Bank Account 51,369 i 
1,45,548 1,45,548 
—— = 
1985 1985 
Jan, 1 | To Balance b/d 1,45,548 „ 31 | By Bank Account 1,50,000 
Dec. 31 | To Sinking Fund 
Account (Profit) 4,452 
| 1,50,000 
= 


General Reserve Account 


Dr. Cr. 
— a а ыа e e mee o M АЕ 
Date Particulars Amount Particulars | Amount 
1985 3 Rs. 

Dec. 31 | To Balance c/d 2,04,451 | Dec, .31| By Debenture Sinking 
Fund Account 2,04,451 
ала ай: 
1986 
ес. 31 | By Balance b/d 2,04,451 


Balance Sheet as at 31st December, 1982 (includes) 


Liabilities Amount Assets Amount 
^: 5% Debenture 2,00,000 Debenture Sinking Fund 


Debenture Sinking Fund 45,718 Investment 45,718 
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Balance Sheet as at 31st December, 1983 (includes) 


Liabilities Amount Assets Amount 
Rs. Rs. 
5% Debenture { 2,00,000 | Debenture Sinking Fund Investment 94,179 
Debenture Sinking Fund 94,179 


Balance Sheet as at 31st December, 1984 (includes) 


Liabilities Amount Assets Amount 
Rs. Rs, 
5% Debenture 2,00,000 | Debenture Sinking Fund Investment | 1,45,548 
Debenture Sinking Fund 1,45,548 


Balance Sheet as at 31st December, 1985 (includes) 


Liabilities Amount Assets Amount 
К.. Rs. 
5% Debenture ЕЗ Debenture Sinking Fund Investment — 
Debenture Sinking Fund — 
General Reserve 2,04,451 


SS 
! 


Working Notes : 


1. Amount of Instalment— 2,00,000 x Rs. 0:228591 — Rs. 45,718 (Approx.) 

2. Interest on Sinking Fund Investment for 1982=Rs. 45,718 @ 67; — Rs. 2,743 
„ 1983=Rs. 94,179 @ 6%=Rs. 5,651 
n 1984=Rs. 1,45,548 @ 6%=Rs. 8,733 
» 1985=Rs. 1,50,548 @ 97 — Rs, 9,033 


» » » » » 


» » Ж» деў ^" 


4, Provident Fund : A fund which is formed for the benefits of the 
employees or contributors is called a Provident Fund. Generally, the provident 
fund is to be formed with the contributions of employees and employer and the 
amount of contributions is to be invested in the Government securities, Bank 
etc. On the basis of their accounting procedure, provident funds are divided 
into two classes: (a) Provident Fund managed by Trustee Board and 
(b) Deposits to the Provident Fund Commissioner. 
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(a) Provident Fund Management by Trustee. Board: The details of such 
Provident Fund are recorded in the books of the employer, The following. 
Ledger accounts are to be opened for recording of transactions under this 


à The journal entries of the transactions relating to the provident fund are 
given below : 

- 0). For payable of contributions by employees : 
изе Journal 


То Provident Fund Account - 


Being the Provident Fund's coutributions deducted 


(ii) For payable of contributions by employer : 
- Journal 


1 


Contribution to Provident Pund Account Dr. 
To Provident Fund Account 
Being the Provident Fund's contributions allowed 


(iii) For deposit of contributions to trustee board : 


(vii) Рог investment of amount of provident fund on securities : 


Journal 
Re n 
Provident Fund Investment Account Dr sn 
To Provident Pund Account 
Being the invested on. 


i 


(ix) For receipt of interest on provident fund investment : 
Dr. Cr. 


~. LS 


- 


{ 
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(x) For transfer of balance of contributions to Provident Fund : 


Journal 
^ Dr. Cr. 
ж Жжжж 
Rs. Ёз. 
Profit & Loss Account Dr. 


То Contributions to Provident Fund Account 
Being the balance transferred 


Illustration 5: The Provident Fund of the employees of Sun Co, Ltd, is 
managed by the Provident Fund Trustees. On Ist January, 1985 the balances 
of accounts relating to Provident Fund were as follows : 

Provident Fund Investments Rs. 2,00,000 ; Provident Fund Rs. 1,75,000 

"Provident Fund Cash Rs. 7,500 ; Provident Fund loan Rs, 17,500. : 

During the year ended 31st December, 1985, other transactions relating 
to Provident Fund are given below: Employees contributions Rs. 25,000 ; 
Employers’ contributions Rs. 25,000; Interest received on Provident Fund 
Investment Rs. 7,500; Repayment of Loan taken from the Provident Fund 
Rs. 24,000 ; Interest realised on Provident Fund loan Rs, 600; Fresh loan 
granted against Provident Fund Rs. 20,000 ; Investment of Provident Fund in 
Government Papers Rs. 30,000; Withdrawal on retirement and death 
Rs, 25,000 (full amount due), 

Show the Journal entries in Journal Proper, Provident Fund Cash Book, 
Provident Fund Account, Provident Fund Investment Account, Contributions 
to Provident Fund Account, Provident Fund Loan’ Account and Provident 
Fund Balance Sheet as at 31st December, 1985. 

Solution : 
In the Books of Sun Co. Ltd. 
Journal 
Dr. Cr. 


Particulars L.F. | Amount | Amount 


Rs. Rs. 


Wages/Salaries Account Dr. 25,000 

„То Provident Fund Account 25,000 
Being the contributions of employees to Provident 
Fund transferred 


Contributions to Employees’ Provident Fund 

Account Dr. 25,000 

‘To Provident Fund Account 25,000 

Being the contributions of the employer to the Е 
Provident Fund transferred 


Employees’ Provident Fund Loan Account Dr. 600 

‘To Employees’ Provident Fund Account 600 

Being interest realised on loans to employees 
against their Provident Fund 


Profit & Loss Account Dr. 25,000 
, To Contributions to Provident Fund Account 25,000 
Being the balance transferred 


————— ee —————————————————————- 


j 
/ 
5 d 
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Provident Fund Account 9 


Dr. Cr. 
А ———_—_—_—— 
} | 
Date Particulars Ј. Е. Amount | Date Particulars Е F. Amount 
1985 во | 1985 : Re. 

Dec, 31 | To Provident Fund | Jan. 1 | By Balance b/d. 2,00,000 
Cash Account | » Wages (їп Cash) 25,000 

(withdrawal) 25,000 » Contributions to 

, Balance c/d | 2,33,100 Provident Fund 
| Acceunt 25,000 

i » Provident Fund 

Cash Account | 
(Interest on | 

Investment) | 7,500 

» Provident Fund 

Loan Account rh 
(Interest) 600 
2,58,100 2,58,100 
1986 » 

* Jan. 1 | By Balance b/d | 2,33,100 


Provident Fund Investment Account 
Dr. Cr. 


PE SO TS ынана ө. REI E LY + 


Date Particulars J. Е.) Amount | Date Particulars |. Amount 


1985 Rs. 
Jan 1 | To Balance b/d By Balance c/d 2,05,000 
» Provident Fund 
Cash 
2,05,000 
1986 Е 
Jan. 1 | To Balance b/d 
Provident Fund Cash Account 
Dr. Cr. 
Date Particulars J. F.| Amount | Date Particulars .F.| Amount 
1985 Rs. 1985 Rs. 
Jan. 1 | To Balance b/d 7,500 . 31 | By Provident Fund 
» Cash Investment Ассо! 30,000 
.. (Contributions) 50,000 » Provident Fund 
» Provident Fund М Account 25,000 
Account (Interest) 7,500 » Provident Fund à 
» Provident Fund Loan Account 20,000 
Loan Account -31 | „ Balance cjd 14,600 
Rs. (24,000+-600) 24,600 
89,600 89,600 
1986 Ше» 
Jan. 1 | To Balance b/d 14,600 
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Contributions to Provident Fund Account 
ЖЕ : Er. 


“pate’| 7 Particulars’: |J. F.|Amount| Date = | Particulars 3. | Re 
КОА БАЗАРА es ная ШЕ ae — 
s Rs. 


1985 Rs: 1985 1 
To Provident Бипй | ^ . 31 | By Profit & Loss 
‘Account | . | 25,000 1 Account 


| E t =] 


25,000 


Provident Fund Loan Account 


Dr. Cr. 
- Date Particulars l. F/Amount| Date . Particulars J. F.| Amount 
-rrr —— | —] AN 
1985 Rs. 1985 Rs. 
Jan. 1 | To Balance b/d 17,500 By Provident Fund , 
» Provident Fund ‚ ' Cash Account 
Cash Account 20,000 Rs. (24,000-1-600) 24,600 
x». | » Provident Fund рес. 31 | .,, Balance c/d 13,500 
2 Account (Interest) 600 
th i 38,100 38,100 
1986 | | 
Jan. 1 | To Balance b/d 13,500 


1 


| 


Balance Sheet as at 31st December, 1985 


Gea | 
- „————————————— 
ae - 
| Liabilities Assets Amount 
et ___———— 
' Ез. 
х Brevident Fund 2,33,100 Provident Fund Loan 13,500 
Ў Provident Fund Investment 2,05,000 
Provident Fund Cash 4 
233109 2,33,100 


taa 


` (Б) Deposits to Provident Fund Commissioner: On the deposits of 
contributions: of provident fund to the- Provident Fund Commissioner, the 
following three accounts are to be maintained to record the transactions 
relating to the Provident fund under this method : 
.Q) Provident Fund Account ; 
(ii) Contributions to Provident Fund Account ; 
(iii) Provident Fund Administration charges Account. 


> 
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The journal entries relating to the Provident Fund are shown ‘below : H 
(i) For payable of contributions of employees ; 1 


Journal a it ub ity oe 
i Dr. 
Rs. 
Wages/Salaries Account Dr. "Da 
To Provident Fund Account 
Being the amount due to Provident Fund's 
| contributions 
(ii) For payable of contributions of employers : 
V ite 
Journal Er 
Dr. Or: 
————''''- P Á€ESÁÓSÓ 
| Rs. Rs. 
Contributions to Provident Fund Account Dr. E. 1 


To Provident Fund Account 
Being the contribution to provident fund transferred | 


(iii) For deposite of cash to Provident Fund Commissioner : 


Journal 


Provident Fund Account 
To Bank Account 

Being the amount deposited to Provident 

Fund Commissioner 


(iv) For payment of administrative expenses of provident fund : 


Journal 
Dr. Cr 
—————— 
Rs. Rs. 
Provident Fund Administrative Charges Account Dr. 
To Bank Account 

Being the amount paid for administration 
charges. 


(v) For transfer of balances of contributions to provident fund and 
provident fund administrative charges : 


Journal 
Dr. Сг; 
i t 
Rs. Rs. 
Profit & Loss Account Dr. E 


To Contribution to Provident Fund. Account 
» Provident Fund Administrative Charges 
Account 

Being the balances transferred to former account 
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Contributions to Provident ‘Fund Account 


Dr. Cr. 

'pate/| 7 2 Particulars J. F.|Amount| Date ~~ Particulars J. Е) Amount 
1985 | — Rs. | 1985 EE Rs. 

To Provident Fund- i . 31 Profit & Lo: 
Account 25,000 Li - Account 25,000 
| 1 Brod = 
Provident Fund Loan Account 
Dr. Cr, 

- Date Particulars J. F.|Amount| Date . Particulars J. F.| Amount 
1985 Rs. 1985 Rs. 
Jan. 1 | To Balance b/d 17,500 By Provident Fund : 

» Provident Fund В Cash Account 
2 Cash Account 20,000 Rs. (24,000-+-600) 24,600 
хз „ Provident Fund Dec. 31 | .,, Balance c/d 13,500 
Account (Interest) 600 

SAIS 38,100 : 38,100 
1986 | | 
Jan. 1 | To Balance b/d 13,500 

| 
rae | Balance Sheet as at 31st December, 1985 
7 = 
| Liabilities Assets Amount 
= LÁ 
Provident Fund Provident Fund Loan 13,500 
vs Provident Fund Investment 2,05,000 
Provident Fund Cash 14,600 
n 2,33,100 
—— 


` (b) Deposits to Provident Fund Commissioner: On the deposits of 
contributions. of provident fund to the. Provident Fund Commissioner, the 
following three accounts are to be maintained to record the transactions 
relating to the Provident fund under this method : 
_ (i) Provident Fund Account ; 
(ii) Contributions to Provident Fund Account ; 
(й) Provident Fund Administration charges Account. 
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The journal entries relating to the Provident Fund are shown Hoy: 


#7 (4) For payable of contributions of employees : 1 Ue 
: Journal b itai po aoia 


Wages/Salaries Account Dr. 
To Provident Fund Account 

Being the amount due to Provident Fund's 

contributions 


———— 


(ii) For payable of contributions of employers : 


Journal 


Contributions to Provident Fund Account Dr. 
To Provident Fund Account | 
Being the contribution to provident fund transferred | 


(iii) For deposite of cash to Provident Fund Commissioner : 
Journal a 


Provident Fund Account Dr. 
To Bank Account 

Being the amount deposited to Provident 

Fund Commissioner 


(iv) For payment of administrative expenses of provident fund : 


Journal 
Dr. Cr. 
Rs. Rs. 
Provident Fund Administrative Charges Account Dr. 
To Bank Account 
Being the amount paid for administration 
charges 


(v) For transfer of balances of contributions to provident fund and 
provident fund administrative charges : 


4 Journal 


Profit & Loss Account Dr. 
To Contribution to Provident Fund. Account 
» Provident Fund Administrative Charges 
Account 
Being the balances transferrcd to former account 


| M e en n T i и e л am 
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Illustration 6 : Аз per Provident Fund Act, 1952, the Provident Fund 
accumulation of Ulganathan & Co. are paid off to the Provident Fund Commi- 
ssioner on the first working day of the following month, The employees receive 
Salaries and Wages on the last working day of every month. On Ist October, 
1985, the balance in Provident Fund Account was Rs. 45,000, During the year 
ended 31st December, 1985 the particulars of the Provident Fund are given 


below : 


Month Employers’ Employees’ Administrative 
Contributions Contributions Charges 

Rs. Rs. Rs. 

October 25,000 25,000 500 

November 37,500 37,500 750 

December 47,500 47,500 1,000 

Show the necessary accounts of Ulganathan & Co. 
Solution : 


In the Books of Ulganathan 
Provident Fund Account 
Dr. Cr. 
Date Particulars J.F.| Amount | Date | Particulars J. F.| Amount 


170 ee 


1985 , 
Oct. 1 | To Bank Account 


Rs. 1985 | Rr. 


45,000 | Oct. 1 | By Balance b/d 45,000 
31 | ,, Wages/Salaries 
Account 


(Employee’s 
contributions) 25,000 
31 | ,, Contributions to 
Provident Fund 
Account 
(Employer's 
contributions) 25,000 
ov.31 | „ Wages/Salaries 
Account 


Nov.1| , Bank Account 


(Employee's | 
contributions) 37,500 
30 | ,, Contributions to 
Provident Fund 
Account 37,500 
eae ts 
contributions) 
75,000 |Dec. 31 | ,, Wages/Salaries . 
Account 41,500 
(Employees’ 
contributions) 
31 | ,, Contributions to 
Provident Fund 
Account 47,500 
(Employees’ 
contributions) 


Dec. 1| ,, Bank Account 


Dec) 31 | , Balance c/d 


Jan. 1 | By Balance b/d 95,000 
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Contribution to Provident Fund Account 


Dr. Cr. 
_—-—-—— 
Date Particulars ^ |J.F.| Amount | Date Particulars J.B] Amount 
1985 Вз. | 1985 КЕ to Bas 

Oct. 31 | To Provident Fund 
Account 25,000 
Nov. 30 | , Provident Fund 
Account | 37,500 
Dec. 31 | ,, Provident Fund | Рес. 31 | By Profit & Loss 
Account 47,500 Account 1,10,000 
| 1,10,000 | 1,10,000 


Provident Fund Administrative Charges Account 


Date Particulars Particulars ` |J. F.| Amount 


Oct. 31 | To Bank Account 
Nov.30 | ,, Bank Account 
Dec.31| ,, Bank Account By Profit & ge 


count 


Accounting for Entrepreneural Activities on Entity Basis: The person 
who administrates and organises the business activities of a concern is called 
an entrepreneur. He organises, administrates and controls the business activities. 
Under the Entity concept, the proprietor (i.e. entrepreneur) and the business 
unit are separate from each other and the amount brought by the proprietor 
and earned profit for an accounting unit are treated as the liabilities. of the 
concern. Again, the liabilities of the concern are to be divided into two 
classes : (i) Internal Liabilities i.e. proprietorship and (ii) External Liabilities. 
The amount which is introduced by a proprietor and the amount of profit 
remains in the business are called internal liabilities. Again, the liabilities 
which arise on agreement with the other parties are called external liabilities ; 
as, creditors, loan, Bills Payable etc. 

So, under this concept, the assets and liabilities of the concern are to be 
shown in the following equation : 

A=L+P { where, A= Assets ; L=External Liabilities ; 

P= Proprietorship. 
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The learned men of accountancy said that the entity concept is an income 
measurement concept. Under this concept, the Profit & Loss Account is to. be 
determined the efficiency of the entrepreneur. If any profit arises from the business 
activities, tbe amount payable to the proprietor (i.e. internal liabilities) is increased 
(ie. the amount receivable by the proprietor is also increased). Similarly, in the 
case of loss, the internal liabilities of the business are decreased (i.e. the amount 
payable to proprietor is also decreased). If salary, commission, bonus and 
interest on capital are payable to proprietor, the amount of internal liabilities is 
to be increased. On payment of cash/Bank to the proprietor, the amount of 
ў f abilities is to be decreased and current assets are also to be 
decreased. If the interest is charged on drawings, the internal liabilities of the 

` business will decrease. 

Under the Entity concept, the Profit & Loss Appropriation Account is 
prepared to distribute the trading profit among the proprietors, It is also discussed 
in the case of preparation of the Profit & Loss Appropriation Account. 

Illustration 7: Md. Majid started a business with Rs. 40,000 on Ist 

= гу, 1985. The net profit of the business for the year ended 31st December, 
985 was Rs. 12,500, He invested an additional amount of Rs. 8,000 on Ist 
July, 1985. He also withdrew from business for personal use Rs, 3,000. Interest 
оп Capital is fixed @ 5% and interest on drawings @ 8%. He also claimed Salary 
Rs. 3,000 from his business. 
Show the necessary Journal entries to record the above transactions, Capital 
‚  Аесоши, Drawings Account and Balance Sheet inthe book of Md. Majid. 


: CODE ‘In the Books of Md, Majid 
Mate» ai pmo Journal 


м? a. um ШТ; т 

July tjus Сыр eet Ac Dr. 8000 | „м 
Being the amount invested as additional capital | 

odor [ЕДЕ m | 
Drawings Account. А | 

„1 то Cash Account Pe 3,000 11 3,000 
Being the amount withdrawn for personal use Җ фе 


1985 
Dec. 31 


„М 


» 31 


Interest on Capital Account Dr. 

Proprietor's Salary Account Dr. 
To Capital Account 

Being interest on capital and proprietor's . 

salary adjusted 


Profit & Loss Appropriation Account Dr. 
To ее рте | 
To Proprietor's Salary Account 

Being the balances transferred 


Drawings Account 
To Interest on Drawings Account 
Being interest on drawing adjusted 


киш оп pavo Dr. 120 * 
о Profit & Loss ( (Арргорг ү ПАН Account 
Being the balance t та 


Capital Account 1 Dr. 320'} 2 
о wings Ai Е 3,120 
Being the balance “ot lat latter account transferred 

to former account 


To 


Profit & Loss (Appropriation) Account Dr. 7420 spi 
Capital Account 
Being the balance & transferred 
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Drawings Account 


Dr. Cr, 
MULA ln ON RE MEME 


Dato ‚ Particulars J. i ei Date Particulars J. F.| Amount 
Rs. 


1985 Rs. 1985 
To Cash Account 3,000 [Dec. 31 | py Capital Account 3,120 
» Interest on. 
Drawings Account | 
3,120 
— 


Profit & Loss ( Appropriation) Account ^ 
for the year ended 31st December, 1985 


Dr. Cr. 
—————— 
Particulars Amount Assets Amount 
Rs. Rs. 
To Interest on Capital 2,200 | By Net Profit transferred from 
„ Proprietor's Salary 3,000 Profit & Loss Account 12,500 
» Capital Account—Profit , Interest on Drawings Account 120 
transferred 
12,620 
— 


Balance Sheet as at 31st December, 1985 (includes) 
И 


Liabilities Amount Assets Amount 
К Rs. Rs. 
Capital 57,500 | 


Working Notes : 


(1) Interest оп Capital : On Rs. 40,000 @ 5% for 12 months = Rs. 2,000 
9 = ва. 2200 

Rs. 8,000 @ 5% for 6 months=Rs. 2200 

= 


6 . Rs, 120. 


2) Interest on Drawings = Rs. 3,0008, 
Q) wings = Rs. 3,000 50% i9 


——————À 


Е 
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Exercises 


(A) Essay-type Answer Questions : 


1. What do you understand by the Proprietary Concept? Describe the 
special features of the Proprietary Concept, 
[Ans.: Write from ‘Proprietary Concept’ (P. 3.236-3.237) and ‘Features 
of Proprietary Concept’ (P, 3.237). ] 


2, What is the Entity Concept? Describe the common features of the 
Entity Concept. 


[ Ans.: Write from ‘Entity Concept’ (Р. 3.238-3.259) and ‘Features of 
Entity Concept (P. 3.239). ] 


3. What is the Fund Concept? Describe the common features of the 
Fund Concept, 


[Ans.: Write from ‘Fund Concept (P. 3.241) -and ‘Features of Fund 
Concept’ (Р. 3.24]-3.242). | 
4. Distinguish between the Proprietary Concept and the Entity Concept 
regarding relationship between assets and liabilities. 
[ H. S. Examination, 1978, 1980 ; 
Specimen Questions of Н. S, Council, 1978 ] 
[ Ans.: Write from ‘Differences between Proprietary Concept and Entity 
Concept with regard to relationship between assets and liabilities’ 
(P. 3.245), 


5. "The business unit is distinct from into proprietor,” —What is the 
accounting concept mentioned in the statement ? Explain the salient features of 
the concept. [ Specimen Questions of Н. S. Council, 1980 & 1981 ] 

[ Ans.: Write from ‘Entity Concept’ (P. 3.238-3.239). | 

6. “А business unit is distinct from a proprietor or proprietors.” 

(i) What is the accounting concept indicated in the statement ? 


(ii) Explain the main features of the concept. (iii) To what type of organi- 
sation in such statement legally applicable ? 


[ Specimen Questions of Н. S. Council, 1980 ; Н. S. Examination, 1981 ; 
W. B. S. Examination 1984 ; W. В. Н. S. Exam. (External) 1983, ] 


[ Ans.: Write from ‘Entity Concept (P. 3.238-3.239). ] 

7. “The whole of the accounting is focussed on the proprietor and he is 
regarded as owing all the enterprise assets and being obliged to meet the claims 
Of creditors,” Explain the accounting concept referred to in the above 
Statement. [ Specimen Questions of H. S. Council, 1980 ] 

[ Ans. : Write from ‘Proprietary Concept’ (P. 3.236-3.238). ] 

18 (III & IV '85] 
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8. Explain accounting on the basis of a ‘Fund’ within the ‘entity’ of a 
company, Give at least two examples of such funds, 
[ W. B, Н. S. Examination, 1979 j 
[ Ans. : Write from ‘Fund Concept’ (P. 3.241-3.242). ] 


9, (a) What is ‘Fund concept’ in accounting ? 

(b) Compare between the ‘Fund Concept’ and the ‘Entity Concept’. 

(c) Fund accounts are maintained in company accounts, though the 
Jatter are drawn according to entity concept. State how the two concepts are 
co-ordinated here. [ W. В. Н. S. Examination, 1984 ] 


[ Ans.: Write from “Fund Concept’ (3.241-3.242 . | 


(B) Short-type Answer Questions : 
1. Write short notes on: Proprietary concept ; Entity concept ; Fund 
concept. 
[ Ans, : Write from *Proprietory concept’ (P. 3.236-237), ‘Entity concept" 
(Р. 3.238-3.239) and ‘Fund concept’ (Р. 3.241-3.242). ] 


(C) Practical Questions 

1, A Cooperative Society had no building for which a special building 
fund was raised to construct a building at Bankura. In the year, 1982, 
Rs. 1,50,000 were collected as subscriptions and donations from members to 
this fund, Separate sets of books are maintained for the Building Fund. A plot 
of land was purchased for Rs. 35,000 in 1982. Іа the year 1983, Rs. 50,000 
were collected as donation from outsiders and paid Rs. 1,30,000 for the cons- 
truction of the building of the Society. 

You are to show the Journal entries, Ledger accounts and the related 
Balance Sheet. Ў 
. 2, The following Ledger balances аге in the books of Shiva Kali Matha 
of Sarisa as on 1-1-83 : Land Rs. 65,000 ; Building Rs. 1.35,000 and Savings 
Bank account Rs, 40,000. à 
: The transactions of the Land and Building Fund during the year 1983, 
were as follows: Subscriptions and donations received Rs, 42,000. Interest on 
Saving Bank Account Rs. 3,500 and spent for the construction of the building 
Rs. 82,000. 

Rs, 55,000 were transferred from the General Fund as loan to Land and 
Building Fund, Charge depreciation Rs, 15,000 on building, 
|. Show the Journal entries and Ledger accounts and related Balance Sheet. 
3. A sum of Rs, 10,000 is set apart every year to a Sinking Fund for 
redemption of a loan for Rs. 33,000 from 1981. The fund is invested in 10% 
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Loan Bonds. Show the Journal entries, Ledger accounts and related Balance 
Sheet. 

4. On January 1, 1960, R acquired for Rs. 3,00,000 the lease of some 
factory premises of which five years were unexpired—To | amortise the lease over 
the five years and to provide for renewal it was decided to set up a Sinking Fund 
by taking annual instalments out of profits and investing cash of the same 
amount at five per cent compound interest, 

Taking Re. 0180975 as the annual instalment required to produce Re, 1 
in five year at 5 per cent, write up the Sinking Fund A/c for the entire period of 
5 years, [ C. U. B. Com. (Hons.)—Adapted ] 


5. From the following particulars prepare necessary Ledger accounts in 
the books of Provident Fund Trustees : Balance as on 1-1283 Rs. 3,00,000 ; 
Provident Fund Investment Account Rs. 2,40,000 and Provident Fund Bank 
Account Rs. 20,000 ; Provident Fund Loan Account Rs. 40,000. The trans- 
actions during the year were as follows: Interest on Provident Fund received 
and invested Rs. 10,000; Loan received back with interest of Rs: 1,000 — 
Rs, 22,000; Loan granted Rs, 24,000 ; Employer's and Employees’ contribu- 
tions received for the year Rs. 45,000 ; Investment on account of contributions 
Rs. 65,000. Show also a Balance Sheet as at 31st December, 1983, 

6. The Provident Fund of Standard Oil Co. (Р) Ltd. is maintained under 
Employees’ Provident Fund Act, 1952, Wages and salaries are paid on the last 
working day of every month and the amount of Provident Fund contribution is 
paid off on the first working day of next month. From the following information 
prepare necessary Ledger accounts in the books of the company : 


Employees' Employees' Administrative 
Year/Months | Contr Бис Contributions Charges 
1983 Rs. Rs, Rs, 
April | 30,000 | 30000 3,000 
May | 32,000 32,000 3,200 
June 33,000 33,000 3,300 
July 36,000 36,000 3,600 
August 38,000 38,000 3,800 
September 40,000 40,000 4,000 


The balance of Provident Fund Account on Ist April, 1983 was 
Rs, 28,000, 

7. Journalise the following transactions relating to entrepreneural activities 
on entity basis on 31st December, 1983 : 

(a) Started a business with cash Rs, 40,000 ; Furniture Rs. 2,000 and 
Machinery Rs. 8,000 on Ist January, 1983. 
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(b) Charge interest @ 5% р.а. on Capital, 
(c) Interest on drawings is to be calculated @ 8% p.a. on Rs. 5,000 
which was drawn Ist July, 1983. 
(d) Net Trading Profit for the year ended 31st December, 1983 was 
Rs. 53,000. 
(D) Objective Questions : 
1. Correct the following Statements : 
(i) There is no separate entity of а business under Entity Concept of 
Accounting. 
(il) Uuder the Proprietary concept, maximum transactions are recorded 
in various funds, 
(iii) There is no difference between Accounting concepts and Accounting 


conventions, 
(iy) The proprietary concepts is mainly followed in Private Limited 


Company. 
(у) The Fund concept is older than the Proprietary concept. 
(vi) Sinking Fund is kept in water. 


[ Ans. : (i) There is no separate entity of a business under the Proprietary 
concern. (ii) Under the Fund concept, maximum transactions 


are recorded in funds. (iii) There are many differences between ` 


Accounting concepts and Accounting conventions. (iv) The Entity 
concept is mainly followed in a Private Limited Company. (v) 
The proprietary concept is older than the Entity concept. (vi) 
‘Sinking funds is kept in Trading and non-trading concerns. ] 
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CHAPTER XXVI 
Accounting for Capital 


Sources of Capital—Owned Capital—Loan Capital—Internal Capital—Capital 
Gearing—Capital Employed, 


Capital 

Definition: The amount of money or assets which are used to form, 
organise, manage, control etc. a business is called capital. 

In Economics, all wealths are called capital. But, in Accountancy, 
all sources of wealths are called capital. The modern learnedmen of Accoun- 
tancy say that the net worth of a business is called capital. 

к Features of Capital : Тһе important features of capital are discussed 
elow : " 

(а) Past Savings: The past savings of assets and money may be 
used to form, organise, manage, control etc. as capital of a business. So, 
the past saving is the main sources of a business. 

(b) Creater of Income: The main object of capital is to create 
income. So, the main factor of income creation is the capital. 

(c) Existence: The existence of capital cannot be proved after 
investment in a business. 

(d) Maintenance: The amount of capital is to be decreased after 
payment of expenditure, The expenditure is to be matched against revenue 
to maintain capital intact. 

(e) Undistributable: The profit which is arised for investment of 
capital is to be distributed among the proprietors. But the amount of capital 
cannot be distributed among the proprietors except in the case of liquidation. 
So, the capital is the fixed fund of a business. 

Nature of Capital; The capital is to be invested in a business from 
the past saving of proprietors. И the amount of capital is not supplied’ 
according to the need of a business, the loan can be taken at a fixed rate 
of interest to make up the financial need. But, interest may not always 
be paid on loan capital. In the case of credit purchase of goods or services, 
interest is not paid. 2 

The amount of capital increases in the case of profit of а business. 
If the amount of profit is not withdrawn by the proprietor, the increased 
amount of capital is in the business. Again, the difference between opening 
capital and closing capital is called internal capital, If the amount of 
capital is excess over the need of business, it is called over-capitalisation. 
But, it does not mean the creation of profit. 

The amount of capital decreases in the case of loss of а business. 
If the amount of further capital is not introduced by the businessman and 
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any amount is not withdrawn from the business, the difference between open- 
ing capital and closing capital is called loss of the business. But the decreasc 
of capital for withdrawal of cash or assets, does not indicate the loss of the 
business. The amount of cash or assets withdrawn by the proprietor is 
„called drawing. 

Generally, the Capital Account shows a credit balance. If the amount 
of drawing is more than the balance of capital introduced, then the Capital 
Account shows a debit balance which is called the Capital deficiency. 

Functions of Capital : The functions of capital are discussed) 
below : 

(i) Factors of Production: The main factor of production is 
capital. The other factors of production (i.e. labour, land and organisation) 
are to be collected with the help of capital. 

(ii) Supplies of Machineries: At present, various types of machineries 
are used in production. The machineries are to be used for huge production. 
The supply of machineries and py of machineries are to be made with 
the help of capital. 

(iii) Supply of Raw Materials: The raw materials are converted into 
finished product through the production process. The raw materials are to 
be supplied with the help of capital. 

(iv) Running of the Production Process: The production of goods 
is made before knowing the demand of consumers. The huge amount of 
capital is blocked in a production process. In this case, capital helps to 
continue the works of the business by supplying the working capital. 

(у) Research Work: The new production procedure is developed with 
‘the scientific research and innovations. All producers want to produce goods 
with the help of new technique to minimise the cost of production and to 
standardise the quality of the products. 

fi Importance of Capital : The capital is the life of a business. The 
. human body is declared a corpse without any life. The need of capital is 
— to organise, administrate and control a business unit. The continuity of a 
business depends upon the flow of capital. In the case of shortage of capital, 
‘the size of a business will reduce and it ultimately may be closed. If amount 
-of capital is more than the need of a business, the rate of return оп capital 
will reduce. It dangerously effects the goodwill of a business. So, the amount 
of capital of a business must be according to its need. 


Classification of Capital 

finus, the capital may be classified in the following classes according to 
its uses : 

(a) Fixed Capital 'The amount of capital which is used to purchase 
the fixed assets (like land & building, plant & machinery, furniture & fixture 
etc.) is called Fixed Capital. 

(b) Floating Capital: The amount of capital which is used to 
purchase or collect the current assets (like; raw materials, finished goods, 
sundry debtors etc.) is called Floating Capital. 
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(c) Trading Capital: ‘The sum total of fixed capital and floating capital — 
is called Trading Capital. ie 

(d) Working Capital: The amount of capital which is used to pay 
the daily expenses relating to administration of a business is called Working 
Capital or Current Capital, The liquidity of a business can be ascertained 
ufter determination of Working Capital, William pickles said that "Working 
Capital may be defined as the excess of current and liquid assets over current 
liabilities." + 

So, Working Capital—Current Assets—Current Liabilities. 

Secondly, according to the sources of Capital, it is to be divided into 
three classes: (1) Owned Capital, (2) Loan Capital and (3) Internal Capital. 
Because, the capital of a business is collected from the (a) saving of the 
proprietor, (b) loan from other persons and (c) undistributed profit. 


(1) Owned Capital’: The amount of capital which is introduced by 
the proprietor from his own saving is called Owned Capital. A proprietor 
can contribute the amount of capital by taking loan his own savings. In the 
case of a partnership, the partners can supplied the owned capital from their 
own savings or taking Joan personally from other persons. The owned capital 
of a company or co-operative is to be collected by issuing shares. The owned 
capital may be called financial capital, risk capital, nominal capital or equity 
capital, The main sources of owned capital the owner himself, 

(2) Loan Capital: : The amount of capital which is untroduced by 
the business by taking loans at itsown risk is called Loan Capital or Debt Capital. 
In the case of a partnership, the firm can take loan from other persons by 
mortgaging its assets. A company has its separate entity. So, it can issue 
the debentures for loan capital. The loan capital may be divided into two 
classes : 

(a) Short-term Loan Capital; The loan capital which can be repaid 
within 12 months from the date of taking loan, is called Short-term Loan 
Capital. Generally, Banks, small money lenders can supply the short-term 
loan capital. Е 

(b) Long-term Loan Capital; The loan capital which cannot be 
repaid within 12 months from the date of taking loan, is called Long-term 
Loan Capital. Generally, Bank, Industrial Finance Corporation, Industrial 
Development Corporation etc. are the sources of long-term loan capital, 

Why loan Capital is called fixed charge Capital?: The loan capital 
is called fixed charge capital. Because, the rate of interest and amount of instal- 
ments are fixed at the time of agreement of loan. The amount of expenses of 
loan capital can be determined before its payment, With the help of pre- 
determined rate of interest and an amount of instalements, the total amount 
payable to money-lender at the end of each accounting period, can be deter- 
mined easily. Generally, it does not fluctuate, For this reason, it is called 2 
fixed charge capital. Я 

(3) Internal Capital: Тһе capital which is supplied from its own 
sources of a business unit is called Internal Capital. In the case of profit, the 
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assets of a business will increase. If the amount of profit is withdrawn by 
the proprietor, the amount of capital employed will not be changed. But, the 
proprietor does not withdrawn the full amount of profit for extention and 
development the business. The amount of profit may be transferred to the 
Reserve or Funds. It may be shown in the credit balance of the Profit & Loss 
Account. Really, the ploughing back of profit in a business is called internal 
capital, The amount of internal capital depends upon the profit of a business. 
If a business does not create any surplus from a business, it can supply the 
internal capital. 


Sources of Capital 


The sources of owned capital, loan capital and internal capital are 
discussed below : 

(1) Sources of Owned Capital: The owned capital is supplied by 
the proprietor or proprietors of a business. In the case of a sole-proprietor- 
ship business, the sole-proprietor is the sources of owned capital. In the case 
of a partnership business the partners are the sources of owned capital. In 
the case of a company, the shareholders (Equity and Preference) supply 
the owned capital by purchasing the shares of the company. 


(2) Sources of Loan Capital: According to the nature of business 
and terms of loan, the sources of loan capital are various types. 


The sole proprietorship and partnership business collect their loan 
capital from the money-lender, Banks, financial institutions etc. ` In the case of 
à partnership, a partner can give loan to his firm himself. Generally the rate 
of interest on loan is fixed at the time of agreement. In the absence of any 
agreement, interest on loan is to be charged € 69% per annum. 

But, the Joint Stock Company has its separate entity ; so it can collect 
the loan capital from various sources. These are discussed below : 


(a) Debenture: A debenture is a document which is to be given to 
а money-lender of a company. The rate of interest, date of payment of interest 
and time of re-payment of debenture are fixed at the time of issue of debentures. 
Any company can collect loan capital by issuing the debentures. 


(b) Bank Loan: Any company can collect mid-term and long-term 
loan from a Bank after hypothecation of fixed assets, current assets and 
Securities. 

(c) Acceptance of Deposits: A company can collect the loan capital 
by accepting the deposits from public. In the case of a private company, the 
deposits can be collected from the directors and shareholders only. Under 
Section 58(a) of the Companies Act 1956 and Companies (Acceptance of 
Deposits) Rules 1975, a company can take fixed deposits from the shareholders, 
directors, employees and public. The deposits is re-payable within 36 months. 
- (d) Loan from Financial Institutions: A company can borrow long- 
term and short-term loan from the financial corporations, like, Industrial Credit 
and Investment Corporation, State Finance Corporation etc. 
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(e) Bank Overdraft: A company can take short-term loan from a 
Bank as a Bank Overdraft by hypothecating the assets and securities. 

(f) Credit Purchases: Тһе amount payable to the creditors for 
purchase of goods on credit is treated as Ioan capital until it is fully paid up. 

Except the above sources of loan capital, the short-term loan capital 
can be collected by discounting the bill of exchange. Again the loan capital 
can be collected by purchasing goods and assets under hire-purchase and 
instalement payment system. 

(3) Sources of Internal Capital: The main sources of internal capital 
is the profit of a business. The amount of profit which is not to be withdrawn 
by the proprietor from. his business is called internal capital ; as, capital reserve, 
general reserve, credit balance of a Profit & Loss Account. 

Features of Loan Capital: The features of loan capital are discussed 
below : 2 

(i) External Liabilities: The loan capital is the external liability of 
a business. Because, the amount of loan and the interest on loan are to be 
paid to the outsiders. 

(й) Guarantee: The assets are to be mortgaged for loan capital. The 
persons may be guaranted for the loan capital. 

(iii) Variable: Generally, the loan capital are taken for the purchase 
of fixed assets. But the amount of loan capital may be used for current assets. 

(iv) Preference in Payments: The amount of loan capital is to be paid 
before the payment of owned capital and internal capital. 

(v) Uncertainty in Receipts: The receipts of loan capital is not certain 
and easy available. The amount loan capital depends on the supply of loan, 
rate of interest, social and political atmosphere etc. 


Capitalisation 

Definition : A systematic organisation which is formed to collect the 
capital of an organisation to earn maximum profit is called capitalisation. Again, 
the amount of capital of a particular business depends upon the nature, size, 
production procedure, difference of time between purchase and sale of goods 
etc. If the amount of capital is not properly used in aj business, ће, maximum 
profit cannot be earned by the concern. The capitalisation may be divided 
into three classes: (i) Under Capitalisation and (ii) Over-Capitalisation. 

(1) Under Capitalisation: The amount of capital which does not 
satisfy the requirement of capital of a concern is called under capitalisation. The 
business unit which isnotunable tosupply the required amount of capital to earn 
maximum of amount of profit is called under-capitalised business, The business 
cannot repay the loan with ѕресійо period of time. The business depends upon 
the loan capital and it may be disolved in course of time. 

(2) Over-Capitalisation: The amount of capital which cannot be 
properly invested in a business (i.e. a portion of capital remain unutilized in 
a business) is called Over-capitalisation. The business unit which does not 
utilize the full amount of capital, is called an over-capitalised business. The rate 
of return on capital is to be reduced and the market value of shares are generally 
decreased in over-capitalised. business. 
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(3) Optimum-Capitalisation: The amount of capital of a business which 
can satisfy the all requirements of the concern and there is no surplus capital 
is called optimum-capitalisation. 

So, the over-capitalisation and under-capitalisation cannot be accepted 
by any concern. 

Amount of Capital: There is no specific rule to determine the amount of 
capital of a business. But the amount of capital depends upon the nature and 
size of a business unit. As for example, the huge amount of capital is necessary 
for a jwellary shop. But, in the case of other type of business, the amount of 
capital is less than the jwellary shop; even though the size of the business is 
same in both cases. Again, the amount of owned capital, loan capital and 
internal capital depends upon the principles of organisation, rate of interest, 
profitability of a business. If the rate of interest-is low and loan capital is 
easy available, the business unit wants to collect the loan capital, if the rate 
of interest is very high, the business unit is not interested to collect the loan 
earn. The amount of internal capital depends upon the volume of profit. 
If a business cannot profit any more; it cannot create, any internal capital. 


Differences between Owned Capital and Loan Capital 
The owned capital is supplied by the proprietor of the business. The 
loan capital is collected from the outsiders of the business. The differences 
between owned capital and loan capital are discussed below : 


Owned Capital | Loan Capital 
1. The payment of interest on owned| 1. The payment of interest on loan 
capital is not necessary. If any capital at a fixed rate is necessary. 
interest is paid on the capital, it The interest is treated as a charge 
is treated as an appropriation of against profit. 
j profit. 
2. The property of a business can-| 2. The property of a business may 
not be hypothecated for collection be hypothecated for. collection 
of owned capital. of loan capital. 
3. The owned capital is not repaid) 3. The loan capital is to be paid 
before dissolution of a business. after a fixed period of time. The 
-The owned capital can be repaid loan capital is to be repaid 
if there is a surplus after pay- before repayment of owned 
ment of external liabilities. И capital. 


there is no surplus, the owned 
capital cannot be repaid any 
more. 


4. A sinking fund cannot be fomed| 4. A sinking fund may be formed 
for the repayment of owned for the repayment of loan capital. 
capital. uS 

5. The owned capital is called ап 5. The loan capital is called an 


internal liability of a business. - - external liability of a. business. 


EM ЧАШ 


CAPITAL 47 


Capital Gearing 


As stated by J. Batty “The relation of ordinary shares (Equity Capital) 
to Preference Share Capital and Loan Capital is described as the Capital 
Gearing.” 


So, the relation between owned capital (Equity Capital) and loan 
capital is called Capital Gearing. 

The capital gearing of a concern is to be determined by the following 
formula : 


Ordinary Shareholders’ Fund 
Capital Gearing = 


Preference Share Capital+ Loan Capital 


Classification of Capital Gearing : The Capital Gearing of a concern 
may be divided into three classes: (1) Low-geared Capital, (2) High-geared 
Capital and (3) Evenly-geared Capital. 


(1) Low-geared Capital; If the total Preference Share Capital and 
long-term loan is less than the total of reserves, undistributed profit and Equity 
Share Capital is called Low-geared Capital. 


(2) High-geared Capital: If the total of Preference Share Capital and 
long-term loan is more than the total of reserves, undistributed profit and Equity 
Share Capital is called High-geared Capital. 


(3) Evenly-geared Capital: 1f the total of Preference Share Capital 
and long-term loan is equal to the total of reserves, undistributed profit and 
Equity Share Capital is called Evenly-geared Capital. 


Effect of Capital Gearing on Dividend: The effect of Capital gearing 
on dividend is unlimited. In the case of High-geared Capital (i.e. when the 
total of Preference Share Capital and fixed interest bearing long-term loan 
Capital is more than the total of reserves, undistributed profit and Equity Share 
Capital), the rate of dividend will increase rapidly with the increase of profit. 
Because, the excess amount of dividend on Preference Share ‘Capital and inter- 
est on loan are not to be paid. | 


Similarly, the rate of dividend will decrease rapidly with the decrease 
of profit. Because, the fixed amount of interest is to be paid on loan Capital 
and the fixed amount of dividend is to be paid on the Preference Share Capital. 


Again, in the case of low-geared Capital (i.e. when the total of Pre- 
ference Share Capital and fixed interest bearing long-term loan Capital is less 
than the total of reserves, undistributed Capital and Equity Capital), the rate 
of dividend does not fluctuate rapidly. 

In the case of evenly-geared Capital (i.e. when the total of Preference 


Share Capital and fixed interest bearing long-term loan Capital is equal to the, 
total of reserves, undistributed profit), the rate of dividend will fluctuate 


evenly with the volume of profit. 
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Illustration 1: From the following particulars, calculate the Capital 
gearing ratio of A, Co. Ltd., В. Co. Ltd. and С, Co, Ltd. 


Sources of Capital A. Co, Ltd. B. Co. Ltd C. Co, Ltd. 
Rs, Rs. Rs. 

Equity Share Capital (Rs. 100 each) 5,00,000 10,00,000 6,00,000 
6% Preference Share Capital (Rs. 100 each) 4,00,000 1,00,000 4,50,000 
8% Debentures 5,00,000 2,00,000 3,00,000 
Reserves 50,000 1,00,000 1,00,000 
Profit & Loss Account 30,000 60,000 50,000 
Creditors 20,000 40,000 -- 


15,00,000 15,00,000 15,00,000 


Solution 
(a) Capital Gearing Ratio of A, Co. Ltd, 
СА Ordinary Shareholders’ Fund 
Prof, Share Capital+-Loan Capital (Long term) 
_ 5,00,000+ 50,000-+ 30,000 
4,00,000 4- 5,00,000 
—29 : 45 (i.e. High-geared Capital) 
(b) Capital Gearing Ratio of B. Co. Ltd, 
10, 00,000-+ 1,00,000 + 60,000 
2,00,000 + 1,00, 000 
258 : 15 (i. e. Low-geared Capital) 
(c) Capital Gearing Ratio of C. Co. Ltd. 
_ 6,00,000 + 00,000 +2,00,000 + 50,000 
4,50,000 4- 3,00,000 
=1: 1 (i. e. Evenly-geared Capital) 


Capital Employed 
Definition: ^ The amount of money and wealth which are employed 
in a business to maintain the normal activities of the concern is called Capital 
Employed. mi 
The learnedmen of accountancy have defined the capital employed o on 
various outlooks. The Capital employed may be classified into three types: 
(a) Gross Capital Employed; (b) Net Capital Employed and (c) Proprietor's 
Capital Employed. ! 
(a) Gross Capital Employed: The value of all fixed assets and 
current assets is called Gross Capital Employed. 
(b) Net Capital Employed: The value of all realisable assets (fixed 
and current) minus current liabilities is called Net Capital Employed. 
-Reversely, it may be said that the sum total of owned capital, long-term loan 
capital and internal capital is called Net Capital Employed. So, Net Capital 
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Employed=Equity Share CapitalPreference Share CapitalCapital Reserve 
Revenue Reserve4Credit balance of a Profit & Loss Account4Long-term 
Loans (like, Debentures, loan on Mortgage, etc.). 


(c)  Proprietor's Capital Employed : The sum totals of realisable 
assets minus external liabilities is called Proprietor's Capital employed. So, 
Proprietors Capital Employed-Value of all Realisable Assets—All External 
Liabilities. It may be said that the sum total Capital, Reserves and Credit 
balance of a Profit & Loss Account, So, Proprietor's Capital Employed=Capital 
4Rererves+Credit balance of a Prfiot & Loss Account. 


Illustration 2: Classify the following sources of Capital on the basis 
of (a) Owned Capital, (b) Loan Capital and (c) Internal Capital : 

(i) Credit balance of Profit & Loss Account, (ii) Reserve, (iii) Pro- 
vision for Depreciation, (iv) Personal Savings, (v) Bank and Financial 
Institutions, (vi) Debentures, (vii) New addition to Capital, (viii) Advances 
{тот the partner of a firm, (ix) Trade Creditors, (x) Debit balance of 
Profit & Loss Account. [ W. B. Н. S. Examination 1982 ] —adapted ] 


(a) Owned Capital : (iv), (vii) ; 
(b) Loan Capital: (v), (vi), (viii) ; 
(c) Internal Capital: (i), (ii), (iii). 


Illustration 3; Calculate the Working Capital of Hakim Sarkar from 
the following assets and liabilities of the Balance Sheet : 


BALANCE SHEET AS AT 31sT DECEMBER, 1985 


Liabilities Amount Assets Amount 
Rs. Rs. 
Capital 1,50,000 Fixed Assets : 
General Reserve 50,000 Land and Building 1,00,000 
Plant & Machinery 40,000 
Current Liabilities : Furniture and Fittings 30,000 
Sundry Creditors _ 
Bills Payable Current Assets : 
Bank Overdraft Stock 40,000 
Sundry Debtors 20,000 
Bills Receivable 5,000 
i Cash at Bank 1,000 
Cash in hand 1,800 
2,37,800 
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Solution : 


Statement of Calculation of Working Capital as on 31-12-85 


Particulars Amount | Amount 


Current Assets : А 
Stock 40,000 


Sundry Debtors 20,000 

Bills Receivable 5,000 

Cash at Bank 1,000 

Cash in hand 1,800 67,800 
Less Current Liabilities : 

Sundry Creditors 20,000 

Bills Payable 7,800 

Bank Overdraft |. 10,000 37,800 
Working Capital as on 31st Dec., 1985 | 30,000 


Illustration 4: The following is the Balance Sheet of Mr. P. Ghatak, a 
sole proprietory concern, as at 31t December, 1985: 


BALANCE SHEET AS AT 31ST DECEMBER, 1985 


: : 


Liabilities Amount Assets Amount 
Rs Rs. Rs. 
-Мг. P. Ghatak’s Capital 2,00,000 Fixed Assets : 
Add : Net profit 30,000 Land & Buildings 20,000 
Plant & Machinery 80,000 
2,30,000 Furniture & Fixture 25,000 
Less : Drawings 12,000 Motor vehicles 30,000 
* — Current Assets : 
General Reserve Stock 90,000 
Provision for Depreciation Sundry Debtors 60,000 
8% Mortgage Loan Bills Receivable 12,000 
Cu Liabilities : Cash at Bank 22,000 
reditors in hand К 
Bank Overdraft p о 
Outstanding Expenses 


Your are to ascertain (1) Owned Capital, (2) Loan Capital and (3) 
Internal Capital of the concern, 


Rs. Rs, 


$ EX be 
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Solution : у 
Rs. Rs. 
(1) Owned Capital 2,00,000 
(2) Loan Capital: Я 
Long-term Loan 20,000 
; Short-term Loan 70,000 90,000 
(3) Internal Capital : 
Undistributed Profit 
(30,000—12,000) 18,000 
General Reserve 22,000 40,000 


Illustration 5: From the following Balance Sheet of Messrs Dhoti- 
wala & Co., calculate the amount of (a) fixed capital, (b) circulating capital 
and (c) working capital: 


BALANCE SHEET AS AT 31ST DECEMBER, 1985 


—————— 


| 


Liabilities Amount "Assets Amount 
Rs. Rs. Rs. 

Capital 2,00,000 Land & Buildings 1,00,000 

Add Profit 25,000 Plant & Machinary 50,000 

Furniture & Fixture 20,000 

2,25,000 Stock in trade 50,000 

Less Drawings 5,000 Sundry Debtors 30,000 

2,20,000 | Bills Receivable 15,000 

General Reserve 10,000 | Cash at Bank 30,000 

5%, Mortgage Loan 15,000 | Cash in band 5,000 
Sundry Creditors 30,000 
Bills Payable ,000 
Provision for Depreciation 20,000 

3,00,000 3,00,000 

— 


Solution : 


(a) Fixed Capital: Rs u 
Land & Buildings 1,00,000 
Plant & Machinery 50,000 
Furniture & Fixture 20,000 
1,70,000 
Less Provision for Depreciation 20,000 


Fixed Capital 1,50,000 


—— 
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Solution : 


Statement of Calculation of Working Capital as on 31-12-85 


————————————M———— 


Particulars Amount | Amount 
ол ———SMM——————————LÀÉÁ—L. 
Rs. Rs, 

Current Assets : f 

Stock Ї 40,000 

Sundry Debtors 20,000 

Bills Receivable 5,000 

Cash at Bank 1,000 

Cash in hand 1,800 67,800 
Less Current Liabilities : | 

Sundry Creditors 20,000 

Bills Payable 7,800 

Bank Overdraft 10,000 37,800 
Working Capital n 31st Dec., 1985 30,000 


Illustration wing is the Balance Sheet of Mr. P. Ghatak, a 
sole pro 31t December, 1985: 


AS AT 31ST DECEMBER, 1985 


Amount 


Current Assets : 
Stock 

Sundry Debtors 
Bills Receivable 
Cash at Bank 
Cash in hand 


CAPITAL * 


Solution : 


Rs. 

(1) Owned Capital 
(2) Loan Capital: 

Long-term Loan 20,000 

Short-term Loan 70,000 90,000 
(3) Internal Capital: 

Undistributed Profit 

(30,000—12,000) 18,000 
General Reserve 22,000 40,000 


Illustration 5: From the following Balance Sheet of Messrs Dhoti- 
wala & Co., calculate the amount of (a) fixed capital, (b) circulating capital 
and (c) working capital: 


BALANCE SHEET AS AT 31ST DECEMBER, 1985 


Liabilities Amount Assets Amount 
Rs. Rs. < Rs. 

Capital 2,00,000 Land & Buildings 1,00,000 

Add Profit 25,000 Plant & Machinary 50,000 

Furniture & Fixture 20,000 

2,25,000 Stock in trade 50,000 

Less Drawings 5,000 . | Sundry Debtors n 30,000 

2,20,000 | Bills Receivable 15,000 

General Reserve 10,000 | Cash at Bank 30,000 

5% Mortgage Loan 15,000 | Cash in hand 5,000 
Sundry Creditors 30,000 
Bills Payable 5,000 

Provision for Depreciation 20,000 | 
3,00,000 3,00,000 
— 


Solution : 


(a) Fixed Capital: Ri a 
Land & Buildings 1,00,000 
Plant & Machinery 50,000 
Furniture & Fixture 20,000 
1,70,000 
Less Provision for Depreciation 20,000 


Fixed Capital 1,50,000 
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(b) Circulating Capital 


Stock-in-trade 

Sundry Debtors 

Bills Receivable 

Cash at Bank 

Cash in hand 
хуз жоо OK 


Circulating Capital 


(c) Working Capital: 
Current Assets : 
Stock-in-trade 
Sundry Debtors 
Bills Receivable 
Cash at Bank 
Cash in hand 


Less Current Liabilities : 
Sundry Creditors 
Bills Payable 


Working Capital 


Illustration 6 : 


From the following Balance Sheet of Muri, Badam Co. 
Ltd. as at 31st Dec., 1985, calculate the (i) Gross Capital Employed, (ii) Net 


Rs. | 
50,000 | 
30,000 Г 
15,000 
30,000 
5,000 
1,30,000 | 
Rs. 
50,000 
30,000 | 
15,000 
30,000 
5,000 1,30,000 
30,000 
5,000 35,000 
95,000 


Capital Employed, (iii) Proprietors’ Capital Employed. 1 


BALANCE SHEET AS AT 31ST DECEMBER, 1985 


но e 


^ Liabilities | Amount Assets Amount 
Rs. Rs. 

Share Capital 50,000 Land & Building 50,000 

Preference Share Capital 30,000 Plant & Machinery 30,000 

6% Debentures Р 20,000 Furniture & Fixture 10,000 

Creditors 10,000 Stock 20,000 

Bank Overdraft 5,000 Debtors 15,000 

Reserves & Surplus 17,000 Bills Receivable 5,000 

Cash 2,000 

| 1,32,000 1,32,000 


CAPITAL - 


Solution : 
In the Books of Muri, Badam Co, Ltd. 
(i) Gross Capital Employed : 


Fixed Assets : 
Rs. 
Land & Building : 50,000 
Plant & Machinery 30,000 
Furniture & Fixture 10,000 
Current Assets : 
Stock 20,000 
Debtors . 15,000 
Bills Receivable 5,000 
Cash 2,000 
Gross Capital Employed 
(ii) Net Capital Employed : 
Rs. 


Total of Fixed Assets as per (i) 90,000 
Total of Current Assets 


as per (i) 42,000 


Less Current Liabilities : 
Creditors 10,000 
Bank Overdraft 5,000 


Net Capital Employed 


Or 
Owned Capital: 
Rs. 
Share Capital 50,000 
Preference Share Capital 30,000 


Internal Capital : 
Reserves & Surplus 
Loan Capital: 
6% Debentures 
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90,000 


1,17,000 


cP 


"T. 
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(iii) Proprietor's Capital Employed : 


Rs. Ёз. 
Fixed Assets аз рег (i) 90,000 
Current Assets аз рег (i) 42,000 1,32,000 

Less External Liabilities : 
Debentures 20,000 
Creditors 10,000 
Bank Overdraft 5,000 35,000 ` 
Proprietor's Capital Employed 97,000 
Or 
Rs. 

Share Capital 50,000 
Preference Share Capital 30,000 
Reserves & Surplus 17,000 
Proprietors’ Capital Employed 97,000 


Illustration 7; From the following figures ascertain with explanation 
the amount of Capital employed : 


Rs. Rs. 
` Equity Share Capital 50,000 5% Debentures 10,000 
Preference Share Capital 10,000 Bank Overdraft 15,000 
Reserves & Surplus 30,000 Sundry Creditors 5,000 


Solution : 


[W. B. H. S. Examination, 1979—Adapted | 


Equity or Owned Capital : 


Rs. Rs. 
Equity Share Capital 50,000 
Preference 10,000 
60,000 

Internal Capital : 

Reserve & Surplus : 30,000 
Loan Capital 

595 Debenture ; 10,000 


Net Capital Employed 1,00,000 


CAPITAL 


————— 


Working Notes : 
(i) In the above case, Capital employed means net Capital employed. 


(ii) Net Capital employed means the total of owned Capital, internal Capital and 


long-term loan Capital. 


(11) In the above case, 5% Debentures are treated as a long-term loan Capital. 


Illustration 8: — From the following information ascertain with expla- 


nation the amount of Capital employed : 


Liabilities Rs. 

Equity Share Capital 80,000 
Preference Share Capital 30,000 
8% Debenture 40,000 
Bank Overdraft 20,000 
Sundry Creditors 15,000 

1,85,000 

Solution : 


Capital Employed : 
Realisable Assets : 


Land & Building 
Plant & Machinery 
Stock 

Debtors 


Less Current Liabilities ; 


Bank Overdraft 
Sundry Creditors 


Capital Employed 


Equity Share Capital 
Preference Share Capital 
896 Debentures 


Less Fictitious Assets: 
Preliminary Expenses 


Debit balance of Profit & Loss A/c 10,000 


Capital Employed 


Assets 


Land & Buildings 
Plant & Machinery 
Stock 

Debtors 

Preliminary Expenses 
Profit & Loss A/c 


20,000 
15,000 


80,000 
30,000 
40,000 


20,000 


Rs. 
80,000 
30,000 
20,000 
25,000 


1,55,000 


т 
з 
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Exercises 


- (A) Essay-type Answer Questions 
1. What is the importance of capital to a business firm? Give a short 
description of the sources of capital of a firm. [ Tripura H.S.—1979 ] 
Ans: Write from ‘Importance of Capital’ (P. 4:2) and ‘Sources of 
Capital’ (P.4°4). 120 08. 
2. State the following which is long term or hök term : à Bill 
Payable and (ii) Loan on Mortgage. [ Tripura H.S,—1978 | 
Ans: Write from ‘Loan Capital’ (P. 4:3). 
3. What is loan or debt capital called a fixed charge Peete. Give 
illustration. 
: [ Specimen Questions of H.S. Council —1978 & Tripura H.S.—1981 1 
Ans: Write from ‘Why loan capital is called fixed charge capital?’ 
T (P. 4:3). 
4. How do you classify the sources of capital as owned (or self) capital, 
loan capital and internal capital? 
[ Specimen Questions of H.S. Council—1978 & Tripura H.S.—1978 ] 
Ans: Write from ‘Sources of Capital’ (P. 4:4). 
5. Explain the term ‘Capital employed’. 
[ Specimen Questions of H.S. Council—1982 & W. B. H. S.—1983 | 
Ans: Write from ‘Capital Employed’ (P. 4:8). 
6. What is Capital Gearing? Describe the effect of Capital Gearing on 
dividend of a Company. 
Ans; Write from ‘Capital Gearing’ (P.4°7). and ‘Effects of Capital 
Gearing on Dividend’ (Р. 4:7) 


| 


SUPR (B) Short Answer-Type Questions 
(1) Write short notes on: (a) Owned Capital, (b) Loan Capital, 
(c) Internal Capital, (d) High-geared Capital, (c) Low-geared Capital. 
_ Ans: Write from (a) ‘Owned Capital’ (P.4:3), (b) ‘Loan Capital’ 
(P, 4:3) (c) Internal Capital (P.4:3), (d) High-geared Capital (P. 4-7), 
(в). Low-geared Capital (Р. 4:7). 


(С) Practical Questions 
1. Classify the following sources of capital on the basis of (a) Owned 
capital, (b) Loan capital.and (c) Internal capital : 

... . (i) Credit balance of Profit & Loss Account, (ii) General Reserve, 
(iii) Provision for Depreciation, (iv) Debentures, (v) Personal Savings, (vi) 
Bank and Financial Institutions, (vii) New Addition to capital, (viii) Trade 
creditors, (ix) Advances from the partners of a firm, (x) Debit balance of 
Profit & Loss Account, 


we 


OAPITAL 


[Ans.; (a) Owned Capital: v, уй; (b) Loan Capital: iv, vi, ix, к 
(c) Internal Capital ; i, ii, iii.) „ 


2. The following is the Balance Sheet of Mr. Ghataskar as at 31st 
March, 1984, 


BALANCE SHEET AS AT 31ST DECEMBER, A TA A М P TEN SEEN 


У xaxa] "on SEE 


Rs. Rs, Rs. Ё 
Mr. Ghataskar's Capital 3,00,000 Fixed Assets : 
Ad 1 Profit 60,000 Land & Buildings 1,00,000 i 
—— Plant & Machinery 70,000 
3,60,000 Motor Vehicles 95.000 i 
Less Drawing 000 Furniture 55,000 | 
‚40,000 | Current Assets 
General Reserve ock-in-trade 60,000 р 
Provision for Depreciation Sundry Debtors 20,000 
% Loan Bills Receviable 6,000 ! 
Creditors Cash at Bank 11,000 + 
Bank Overdraft Cash in hand 3,000 
Outstanding Expenses f 5 
420000 Le 
= 


You are to ascertain (a) Owned capital, (b) Loan capital, (c) Internal E 
capital of the concern. 


[Ans.: (a) Rs. 3,70,000, (b) Rs. 35,000, (c) Rs. 45,000.] 


3. From the following balance sheet of Mr. Pattavi Rama Rao, calculate * 
the amount of (a) Fixed capital, (b) Circulating capital and (c) Working ! 
capital : Д E 

BALANCE SHEET AS AT 31ST DECEMBER, 1983 М Р 
Liabilities Assets Amount . 4 
EU С М? Rs. у 
1,00,000 Land & Building f 
dd Profit Plant & Machinery 4 
Furniture 3 
1,50,000 суус зз м 

i un tors 

Pe A iras Bills Receivable 
ash at Ban! е 

x pein осо, Cash in hand 


Bills Ра; 
ee eg м Depreciation 


[Ans. (а) Rs. 1,60,000, 


(b) Rs. 1,10,500, (c) Rs. 74,500.) 
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4. From the following information, ascertain the nature of Capital 
Gearing of X Co. Ltd., Y Co. Ltd. and Z Co. Ltd. : 


Sonrces о] capital X Co. Lid. Y Co. Ltd. 2 Co. Ltd. 

Rs. Rs. Rs. 
Equity Share Capital (Rs. 100 each) 10,00,000 4,00,000 5,00,000 
896 Preference Share Capital 2,00,000  5,00,000  5,00,000 
596 Preference Share Capital 1,00,000 — 4,00,000  2,50,000 
General Reserve 1,50,000 1,50,000 2,00,000 


Profit & Loss Account 50,000 50,000 50,000 


15,00,000 15,00,000 15,00,000 


Y 
(Ans: X Co. Lid.—High Geared; Y Co. Lid—Low Geared; Z Co. 
Ltd.—Evenly Geared.) | 


5. You are to find out the net increase or decrease in working capital at 
the end of the 2nd year from the following Balance Sheets as at 31-3-82 and 
31-3-83 of Jagannath Ltd. : 


BALANCE SHEET AS AT 31-3-82 AND 31-3-83 


Liabilities 31-3-82 | 31-3-83 Assets 31-3-82 | 31-3-83 
Rs. Rs. Rs. Rs. 
Capital 1,50,000 | 1,60,000 | Goodwill 20,000 20,000 
Sundry Creditors 30,000 3200) Land and Building 80,000 770,000 
Bills Payable 10,000 5,000 | Plant and Machinery 50,000 50,000 
. Loan (short-term) 5,000 10,000 | Furniture 12,000 8,000 
Reserve 20,000 7,000 | Stock 24,000 26,000 
Sundry Debtors 18,000 12,000 
Bills Receivable 6,000 3,000 
Cash at Bank 4,200 6,300 
Cash in hand 800 1,700 
be Sh ВЕЙ рабе] д. 
2,15,000 | 1,97,000 2,15,000 | 1,97,000 
— У = 


(Ans. : Working capital as on 31-3-82 Rs. 8,000 and 31-4-83 Rs. 19,000 
and Net increase of working capital Rs. 11,000. ) 


6. From the following Balance Sheet of М. N. Co. Ltd., calculate the 
(i) Gross capital employed, (ii) Net capital employed & (iii) Capital employed 
as regards owners for the year ended 31st December, 1983: 


| 
| 
| 


OAPITAL 419 
——— M —À ———— 
Liabilities Amount Assets Amount 
Rs. Rs. 
Capital 1,50,000 Goodwill 30,000 
Reserve 30,000 Land and Building 1,20,000 
Profit & Loss Account 10,000 Plant and Machinery 40,000 
Loan ) 20,000 Furniture and Fixture 8,000 
Sundry Creditors 6,000 Stock 2,000 
Sundry Debtors 9,000 
Bills Receivable 2,300 
Cash at Bank 3,700 
Cash in hand 1,000 
2,16,000 2,16,000 
== 


(Ans.: Amount of Gross capital employed Rs. 2,10,000; as regards 
Equity shareholders Rs. 1,90,000 & as regards owners Rs. 1,90,000.) 
7. From the following particulars ascertain the capital employed with 
explanation as at 31st December, 1983 : 
Equity share capital Rs. 1,00,000; Reserves Rs. 30,000 ;Вапк over- 
ч Rs. 40,000; 6% Preference share capital Rs. 5,000; E% upra 
. 50,000. ү 
(Ans.: Amount of capital employed Rs. 1,85,000.) 
8. Ascertain the amount of Capital employed from the following par- 
ticulars and other information as on 31st December, 1983. 
Equity sBare capital Rs. 2,50,000; 74% Preference share capital Rs. 
1,00,000; Reserves Rs. 40,000; Profit & Loss Account Rs. 30,000; 696 
Debentures Rs. 80,000; Bank overdraft Rs. 25,000; Creditors Rs. 10,000. 


Other information : 

(i) Sundry Debtors include Rs. 5,000 as bad debt, (ii) The value 
of fixed assets will increase Rs. 20,000 and (iii) Preference dividend is out- 
standing for last three years. 

(Ans.: Capital employed Rs. 4,92,500 ; as regards Equity shareholders 
Rs. 3,12,500 ; as regards owners Rs. 4,12,500.) 

9. From the following ledger balance calculate the capital employed 
as on 31st December, 1983 : 

Cash in hand Rs. 1,000; Cash at Bank Rs. 4,200; Sundry Debtors 
Rs. 3,200; Bills Receivable Rs. 500; Fixed Assets Rs. 50,000; Sundry’ 
Creditors Rs. 5,000 ; Loans Rs. 4,600; Reserve Rs. 7,000; Capital Rs. 42,300. 

(Ans.: Amount of (i) Gross Capital employed Rs. 53,300 ; (ii) Net 
Capital employed Rs. 49,300.) 

10. From the following Ledger account balances of Rajib & Co. as 
on 31st December, 1983, calculate the amount of capital employed as on that 


date : 
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Share capital Rs. 2,00,000; 5% Debenture Rs. 1,00,000; Capital 
Reserve Rs. 20,000; Revenue Reserve Rs. 10,000; Long-term Loan Rs. 
20,000; Short-term Loan Rs. 3,000; Sundry creditors Rs. 9,000: 4% Pre- 
ference Share Capital Rs. 1,00,000. 


(Ans. : Amount of (i) Gross Capital employed Rs. 4,50,000 ; (ii) Net 
Capital employed Rs. 2,30,000 ; (iii) Owners Capital employed Rs. 3,30,000.) 


(D) Objective Questions : 
1. Fill up the gaps: 
(a) Working Capital-Current Assets—Current...... 


(b) Preference Shareholders are entitled to receive. ..... before 
Equity Shareholders. 


(c) Gross Capital employed is equal to Fixed Assets plus...... 
(d) Net Capital employed is equal to Gross Capital employed 


(e) Debenture is the...... Capital. 
7 (f) Reserve is called. ..... Capital. 
(Ans.: (a) Liabilities, (b) Dividend, (c) Current Assets, (d) Current 
Liabilities, (e) Loan, (f) Internal.) 


CHAPTER ХХУП 


Accounting for Capital (contd) 

——— 

| Nature of owned or Equity Capital in the çase of Proprietorship. 
————————ÀM—MÀÉ ЕСЕ 

Sole Proprietorship Business 
Definition: Тһе buisness which is owned by a person (ie. formation, 

organisation, management and control done by a person), is called a sole- 
proprietorship Business. So, the proprietor supplies the Capital from his 
own saving and takes loan at his own risk. ie. the proprietor owns all, risks 
all. ` 


Features of a Sole Proprietorship Business: The main features of 
а sole-proprietorship business are given below: 

(1) Method of Formation: Тһе formation of sole-proprietorship 
business is very simple. Any person possessing the legal status to form a 
business, may start a business. If the size of the business is very big he can 
appoint assistants (like officers, clerks, servants etc.). 

(2) Supply of Capital: The sole-proprietor can supply the Capital 
from his own sources or from borrowed means. 

(3) Administration: The sole-proprictor is himself also an adminis- 
trator of a business. He takes decisions and implement them. 

(4) Control; The proprietor has absolute control over his business. He 
buys, sells, contracts and owns in his own name for his business. 

(5) Liability: His liability for the business is unlimited. He enjoys 
the entire benefits of his business and he bears entire responsibility of th 
business, 1 i 

(6) Legal Status: There is no special legal status of a business and a 
sole proprietor. So, the sole proprietor cannot be separated from his business, 

(7) Continuity: The stability and continuity of a business depends 
upon the sweet will and capacity of the proprietor. 

(8) Distribution of Profit: The entire profit of the business goes to the 
pocket of a sole proprietor. So, the profit cannot be distributed among other 
persons. ) А 
(9) Scale of Production: Generally, the business is in small scale, But 
the business may be in large-scale under the sole-proprietor. 

Accounting of Capital of a Sole-proprietorship Business: The account- 
ing of Capital has already been discussed in the case of preparation of final 
accounts. The accounting of capital is shown in the following illustration : 

Illustration . : On Ist January, 1983 Biswajit Ray started a business 
with cash Rs. 4,000, Goods Rs. 6,000 and Land & Building Rs. 30,000. On 
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1st July, 1983, he further invested Rs. 3,000. He withdraw Rs. 1,200 on Ist 


August, 1983 and goods costing Rs. 500 on 1st December, 1983. Net profit 
for the year ended 31st December, 1983 was Rs. 18,000. = 


Show the Journal entries and Capital Account as on 31st December 1983. 


Solution : 
In the Books of Biswajit Ray 


Journal 
Dr. Gr. > 
Ї 
Date Particulars L.F. | Amount | Amount 
1983 Rs. Rs. 
Cash Account Dr. 4,000 
иш.) Stock Account Dr. 6,000 
Land & Building Account Dr. 30,000 
To Capital Account 40,000 
Being cash, stock and land & building brought 
in business 
Cash Account Dr. 
my To Capital Aceount E 3,000 
Being cash brought into business as further capital 
Drawings Account Dr. 
Aug 1| То Cash Account 1,200 | | 
Being cash drawn by proprietor for personal use 
Drawings Account Dr. 500 
Eust To Stock Account 500 
Being goods drawn by proprietor for personal use 
Profit & Loss Account Dr. 18,000 
Tg To Capital Account 18,000 
Being the Net Profit transferred to Capital Account 
„ 31 | Capital Account Dr. 1,700 
To Drawing Account 1,700 
Being the balance of drawings transferred to 
Capital Account 
а г —— —-——-——.———— 
Dr. DRAWINGS ACCOUNT Cr. 
Date Particulars J. FlAmount Date Particulars J. F.| Amount 
1983 1983 Rs. 
Aug. 1 | To Cash Account 1,200 . 31 | By Capital Account 1,700 
Dec. 1| ,, Stock Account 
1,700 
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CAPITAL ACCOUNT S 
Dr. Cr. 
Юа a 
Date Particulars Particulars . F. | Amount 
1983 b Rs. 
Dec. 31 | To Drawings Account By Cash Account 4,000 
„ 31 | „ Balance c/d » Stock Account 6,000 
„ Land & Building 
Account 30,000 
„ Cash Account 3,000 
, Profit & Loss 
Account 18,000 
61,000 
= * Еч 
1984 
Јар. 1 | By Balance b/d 59,300 


ш уы ———————_—— 
Exercises - 


(A) Essay-type Answer Questions : 

(1) What is a sole-proprietorship Business? Describe the main features 
of a sole proprietorship. 

Ans. : Write from ‘Sole-proprietorship Business’ (P. 4.21) and ‘Features 
of a sole-proprietorship Business (P. 4.21). 


(B) Practical Questions : 

1. On ist January, 1983 Sri Panchanan Das started a business with 
cash Rs. 15,000, Stock Rs. 8,000, Machinery Rs. 10,000 and Land & Building 
Rs. 20,000. On ist April, 1983 he further invested Rs. 5,000. He withdrew 
Rs. 6,000 and goods costing Rs. 2,000 on 1st September, 1983. Net profit 
for the year ended 31st December, 1983 was Rs. 42,000. 

Show the necessary Journal entries and Capital Account as on 31st 
December, 1983. 

(Ans.: Balance of Capital Accounts Rs. 92,000.) 

2. On 1st January, 1984, the Balance of Capital Account was Rs. 25,000. 
of Sri Parthsarathi Dasgupta. He further invested Rs. 5,000 on Ist April, 
1984. He also withdrawn Rs. 6,000 from his business on 1st October, 1984. 
Profit during the year was Rs. 12,000. 25% of the net profit is to be trans- 
ferred to the National Deference Fund and 10% of the net profit is to be 


transferred to the General Reserve. 
Show the necessary journal entries of the transactions relating to Capital 


and Capital Account of Sri Parthsarathi Dasgupta. 
(Ans. : Balance of Capital Account Rs. 31,800.) 


CHAPTER XXVIII 


Accounting for Capital (contd.) 


Partnership—Admission of a new partner—Outgoing of a partner or Retirement 


and Death of a Partner, 


Partnership Business 


Definition: А business unit which is formed, governed and controlled 
by the persons not less than two and not more than twenty in the case of an 
ordinary business and ten in the case of a Banking business by an agreement 
and guided by the Partnership Act is called Partnership Business, 

The agreement may be written or in oral, The written agreement of 
partnership is called a Partnership Deed. Generally, the following details 
are to be fixed by an agreement in a partnership deed: (i) Amount of Capital, 
(ii) Profit sharing ratio, (iii) Rate of interest on Capital, (iv) Partners' salary, 
commission, bonus etc. (v) Rate of interest on drawings. 

Accounting for Capital of a Partnership Business: The nature of capital 
of a partnership business is similar to the capital of a sole-proprietorship 
business, In the case of profit, the amount of partners’ capital will increase 
and in the case of loss, the amount. of partners’ capital will decrease, Similarly, 
in the case of interest on capital, partners’ salaries, commission, bonus etc., 
the amount of capital will also increase and in the case of drawing and interest 
on drawings, the amount of Capital will also decrease. According to the 
nature of accounting of Capital, the partners' Capital are to be classified into 
two classes: (a) Fixed Capital Account and (b) Fluctuating Capital Account. 
These are also discussed at the time of preparation of Final accounts. 

The accounting for Capital on admission of a new partner (i.e incoming 
partners) and on retirement/death of a partner (i.e. outgoing partners) are 
discussed below : х 


Admission of a New partner (e.i. Incoming of partners) 

A partnership is formed by an agreement. The old partners can 
admit a new partner or partners by an agreement, Generally, the following 
items are to be determined in an agreement on admission of a new partners : 

(i) Amount of new partner's Capital, 

(ii) Profit sharing ratio of new partners or all partners, 

(iii) Revaluation of Assets and liabilities, 

(iv) Valuation of goodwill.* 


* The valuation and accounting of goodwill are not included in the Syllabus for class 
XI & XII. So, it is not discussed here. 
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PARTNERSHIP BUSINESS 


(1) Investment of Capital by a new Partner : 


Cash/Bank Account Dr. 
To New Partner's Capital 
Being capital brought in business by a new partners 


(2) Increase of value of assets on revaluation* : 


Assets Account Dr. 
To Revaluation Account 
| Being the value of assets increased on revalution 


(3) Decrease of value of assets on revaluation : 


Revaluation Account Dr. ser 
To Assets Account 
Being the value of assets decreased on revaluation 


(4) Creation of provision for Doubtful Debts on Debtors : 


Revaluation Account Dr. „ 
To Provision for Doubtful Debts Account see 
Being provision for doubtful debts created | 


(5) Increase of liabilities on revaluation : 


Revaluation Account Dr. 
To Liabilities Account y 

Being the amount of liabilities increased on 

revaluation 


(6) Decrease of liabilities on revaluation : 


Liabilities Account Dr. 
To Revaluation Account | 

Being the amount of liabilities decreased on 

revaluation 


* The Profit & Loss Adjustment Account may be opened in place of Revaluation Account. 
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(7) Profit on revaluation of assets and liabilities ; 


Revaluation Account 
To Old Partners' Capital Account 

Being Profit on revalution transferred in their old 

profit sharing ratio 


(8) Loss on revaluation of assets and liabilities ; 


Rs. Rs. 
Old Partners' Capital Account Dr. 
To Revaluation Account 
Being loss on revalution transferred in their old 
profit sharing ratio 


(9) Distribution of undistributed profit in form of Reserve, balance 
of Profit & Loss Account etc. : 


| 
гуе Account | 
Profit & Loss Account Dr. | 
To Old Partners’ Capital Account 
Being undistributed profits distributed in their old 
profit sharing ratio 
———— —-—-.—— ——-————— 
(10) Written off fictitious assets of old firm: 


Old Partners’ Capital Account Dr. 
To Fictitious Assets 
itious assets viz. Debit 
balance of Profit & Loss Account, 
Pre expenses etc. written off 


. Mlustration 2: Balance Sheet of A and B, sharing Profits and Losses 
as 3/4 nad 1/4 respectively, shows the following position : 


Liabilities Assets Rs. 
Capital A/c's: Rs. Rs. Land & Building 12,000 
A 9,000 Plant & Machinery 5,000 

B 6,000 15,000 Furniture & Fittings 2,000 

a ———— Stock 1,000 
Creditors 8,000 Sundry Debtors ' * 3,000 
General Reserve 2,000 Cash at Bank 2,000 
25,000 i 25,000 


They agreed to take C into partnership and give him 4th share of 
Profits & Losses on the following terms ; 


(a) That C is to bring in Rs. 5:000 as capital. 


"4 
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x 
(b) Plant & Machinery is to be reduced by Rs. 1,000 and Stock by - 
Rs. 200. An Outstanding liabilities for Rs. 400 are not recorded in the books 


of accounts, 
Show the Journal entries, necessary Accounts and Balance Sheet on the 


admission of C. 


Solution : 
In the Books of A, B and C 
JOURNAL Dr. Cr. 
Dute Particulars L.F. | Amount | Amount 
Rs. Rs. 
Bank Account Dr, 
To C's Capital Account 30m 5,000 
Being the а brought in by С as Capital 
_——— a 
Revaluation Account Dr. 1,200 
To Plant & TY Account 1,000 
Being the pH A the value of assets on 200 
revaluation on the admission of C 
Revaluation Account Dr. 
To Outstanding Liability 400 c 
Being the outstanding liability adjusted 
A's Capital Account Dr. 
B's Capital Account Dr. 4% 
To Revaluation Account 1,600 
Being the loss on revaluation transferred to on 
partners’ Capital а, in the ratio of 3 : 
General Reserve Account Dr. 2,000 
To A's Capital Account 1,500 
» B's Capital Account E 
Being transfer of the General Reserve to the x 
Partners’ Capital Accounts in the ratio of 3 : | 
Ledger 
Dr. BANK ACCOUNT Cr. 
Date Particulars J.F. 
Balance b/d 
m тоё Capital А/с 


j 


| 
| By Banc wya | 
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Dr. REVALUATION ACCOUNT Cr. 
Date Particulars” J. F.|Amount} Date Particulars —'* |J. F. | Amount 
E m al 
Rs. - Rs 
To Plant & Machinery { By A's Capital A/c 1,200 
А/с 1,000 ; B's Capital A/c 
» Stock A/c 200. 
» Outstanding 
Liabilities A/c 400 | 
1,600 1,600 
Dr. CAPITAL ACCOUNT Cr: 
Date | Particulars $ A | в | C | Date| Particulars Е А в | с 
Ез. Ys. | Rs. m Rs. Rs. | Rs. 
To Revalua- | By Balance b/d 9,000 | 6,000} — 
tion 1,200 400 | — » Reserve | 1,500 500; — 
„ Balance c/d 9,300 | 6,100 | 5,000 „ Bank | Soi Н: 5000 
10,500 | 6,500 5,000 1 10,500 | 6,500 | 5,000 
| | By Balance b/d| | 9,300 | 6,100 | 5,000 
BALANCE SHEET AS AT...... (Date) 
Ee E ac ae СОСТ 
Liabilities Amount Assets | Amount 
Rs- Rs. Rs. 
Capital Accounts : Land & Building 12,000 
9:48: 9,300 Plant & Machinery 4,000 
B 6,100 Furniture & Fittings 2,000 
с 5, Stock 800 
у ces 20,400 Sundry Debtors 3,000 
Creditors f 8,000 Cash 7,000 
Outstanding Liabilities 400 
28,800 28,800 
Beet 


Outgoing of a Partner or s v. 
Retirement and Death of a«Partner 


The outgoing ofa partner means the retirement and death of a partner. The 
revaluation of assets and liabilities, distribution of undistributed profit, reserves 
etc. are made as in the case of an admission of a partner. But, in the case of 
admission of a partner, a new partner brings capital into the firm, whereas 
in the case of an outgoing partner, the firm will pay against the outgoing 
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are shown below: 


4.29 


partner’s capital. If the amount of outgoing partner's capital is not paid on 
the death or retirement of a partner, it will be transferred to a loan account, 
If the death or retirement of a partner will occur within an accounting period, 
the outgoing partner will receive the share of estimated profit for the period, 
from 1st date of the accounting period to the date of death or retirement. 
The specimen journal entries relating to the outgoing of a partner other than 
the revaluation of assets and liabilities and distribution of undistributed profits, 


(1) Share of estimated profit payble to outgoing partner: 


Profit & Loss Suspense Account 

To Outgoing Partner's Capital Account 
Being the share of estimated profit transferred to 
outgoing partners 


Rs. 


Rs. 


n———— o pmmü ommo enda da] 


(2) For payment of capital to outgoing partners : 


Outgoing Partnez’s Capital Account 
To Bank Account 
Being the amount paid for refund of capital 


(3) For transfer of capital of outgoing partner's 10; 


Rs. 


an account : 


Outgoing Partner’s Capital Account 

To Loan Account 
Being the balance of outgoing partner’s capital 
transferred 


Rs, 


Illustration 3 : 


Debasis, Swapan and Tapas are three partners sharing 


profit and losses in the ratio of 3: 2: 1 respectively. "The Balance of the 


firm was as under: 
BALANCE SHEET AS AT 315Т MARCH, 1984 


Liabilities Amount Assets Amount 
TEE Rs. 
Capital Account : Building 45,000 
Debasis 40,000 Furniture 43,000 . 
Swapan 30,000 Stock-in-trade 25,000 
Tapas 25.000 Sundry Debtors 15,500 
95,000 Cash and Bank Balances 2,500 
Reserve Fund 12,000 
Sundry Creditors 24,000 
1,31,000 | 1,31,000 
| —————— 


20 nv 85] 
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Swapan retires on 31st March, 1984 and they were decided to ascertain 
his dues on the following basis: (а) Furniture is to be depreciated at 10%. 
(b) Stock to be valued at Rs. 30,100 and Building is to be appreciated by 
10%. (c) A provision for Doubtful Debts is to be made at 10%. (d) The 
amount due to Swapan is to be transferred to his Loan Account. 


Show the Journal entries, Revaluation Account, Capital Accounts of 
the partners and the Reconstituted Balance Sheet of the firm of Debasis and 
Swapan. 


Solution : 


In the Books of Debasis, Swapan, Tapas 


JOURNAL Dr. Cr. 


Date Particulars L.F. | Amount | Amount 


1984 Rs. Rs. 


Mar. 31 Revaluation Account Dr. | 5,850 
To Furniture Account | 4,300 
To Provision for Doubtfnl Debts Account 1,550 
Being the decrease in the value of assets on the 
retirement of Swapan 


a  ———— 


» 31 Stock Account Dr. 5 
Building Account Dr. 4,500 
To Revaluation Account 9,600 
Being the increase*in the value of assets on the 
retirement of Swapan 


nei Reserve Fund Account Dr. 12,000 
To Debasis's Capital Account 6,000 
To Swapan's Capital Account 4,000 
To Tapas’s Capital Account 2,000 
Being the transfer of Reserve Fund to Capital Н 
Accounts of all Partners іп the ratio of 3: 2:1 
on retirement of Swapan 


urat Revaluation Account Dr. 3,750 
; To Debasis’s Capital Account 1,875 
To Swapan’s Capital Account 1250 
To Tapas's Capital Account "625 
Being the profit on revaluation of assets 
transferred to Partners’ Capital Accounts in 
the ratio of 3; 2:1 


FN Swapan's Capital Account Dr. 35,250 

To Swapan's Loan Account ‘ 

_ Веїпр {һе transfer of the amount due to Swapan 
-——— on retirement to his Loan Account 


35,250 


ee ———— 
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Ledger 
Dr. REVALUATION ACCOUNT Cr. 
—ÀÀ ÀÀ € 
pate Partieulars J.F. Amount| Date Particulars 7. F.| Amount 
1984 Rs. 1984 Rs. 
Mar.31 | To Furniture A/c | 4,300 |Mar. 31 | By Stock A/c ; 
„ 31 | . Provision for Doubt-| ОЗ ildi: 5,100 
ful Debts A/c ТР one 1500 
» 31| » Profit transferred 
to Capital A/cs : 
Rs. 
Debasis 1,875 
Swapan 1,250 
Tapas 625 
3,750 
9,600 9,600 
———————————————— 
Dr. PARTNERS' CAPITAL ACCOUNT Cr. 
€——————————— 
Date | Particulars 5 Debasis |Swapan |Тараѕ | Date Particulars A Debasss | Swapan | Tapas 
1984 Rs. | Rs. | Rs. | 1984 Rs, | Rs. | Rs. 
Mar. 31| To Swapan's| Mar, 31| By Balance 
Loan 35,250 b/d 40,000 | 30,000 |25,000 
» 51] , Balance » 31| ,, Reserve 
c/d 47,875 — 27,625 Fund 6,000 | 4,000 | 2,000 


» 31! ,, Revalua- 
tion 1,875 | 1,250 | 625 


pril 1 Ву Balance | | 
b/d 


47,875 | 35,250 | 27,625 47,875 | 35,250 | 27,625 


47,875 | — | 27,625 


BALANCE SHEET AS AT 31ST MARCH, 1984 


Liabilities Amount Assets Amount 
Rs. Rs. Rs. Rs. 
Capital Accounts : Building 45,000 
P Debasis $5 Add Appreciation 4,500 
Tapas 49,500 
Furniture t 43,000 
Swapan Loan Less Depreciation 4,300 кар 
Sundry Credi Si 9 
Cah: Stock-in-trade 30,100 
Sundry Debtors 15,500 
Less Provision for 
Doubtful Debt 1,550 


—| 13,950 
Cash at Bank 2,500 


1,34,750 
a 
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Illustration 4: Chhabi and Kabi are partners in a firm sharing profits 
and losses as Chhabi в and Kabi $. Their Balance as at 31st March, 1984 


was as follows : 


Liabilities Assets 
Rs. Rs. 
Sundry Creditors 30,000 Plant 25,000 
Capital Accounts : Stock 20,000 
Chhabi 50,000 Sundry Debtors 60,000 
Kabi 30,000 80,000 Cash 5,000 
1,10,000 1,10,000 


—— 


The partners now agree to take Sabi as a partner on the following 


conditions : 
(a) The plant was to be reduced by 10% and stock was to be reduced 


to Rs. 16,000. 
(b) He is to get t share of the future profits of the firm and he is 
algo to introduce 4 the combined adjusted capital of the two existing partners. 
Give the Journal Entries and the Ledger Accounts in the books of the 
firm. Give also the opening Balance Sheet of the new firm. Find also the 


new Profit & Loss sharing ratio of the partners. 


Solution : 


In the Books of Firm 


JOURNAL 
Dr. Cr. 
| 
Date Particulars L.F. | Amount, | Amount 
1984 Rs. Rs. 
Mar. 31 Revaluation Account Dr. | 6,500 
To Plant Account 2,500 
» Stock Account 4,000 
Being the reduction of the value of Plant and 
Stock on admission of Sabi 
» 31 Chhabi‘s Capital Account Dr. 3,900 
Kabi’s Capital Account Dr. 2,600 
To Revaluation Account 6,500 
Being the loss on revaluation transferred to old 
Partners’ Capital Accounts in the ratio of 3 : 2 
» 31 Cash/Bank Account 
ns 2 à Dr. 
To Sabi's Capital Account s T dad 36,150 
Being the capital brought in by Sabi as per à 
| agreement 


рти ааа анааан наа 


a 
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Ledger 
Dr. REVALUATION ACCOUNT Cr. 
Date Particulars J. F.,. Amount | Date Particulars J: F. | Amount 
1984 Rs. 1984 Ey Rs, 
Mar. 31 | To Plant A/c 2,500 [Mar.31 | By Loss on Revaluation 
» 31] » Stock A/c 4,000 transferred to : 
Chhabi’s Capital A/c 3,900 
Kabi’s Capital A/c 2,600 
6,500 6,500 
Dr. CASH/BANK ACCOUNT Cr. 
Date Particulars J. F.Amount| Date Particulars J. F.| Amount 
1984 Rs. 1984 Rs. 
Маг. 31 | To Balance b/d 5.000 |Mar. 31 | By Balance c/d 41,750 
» » Sabi's Capital A/c 36,750 
41,750 41,750 
April 1 | To Balance b/d 41,750 
t 
Dr. PARTNERS' CAPITAL ACCOUNT Cr. 


Date | Particulars |L Chhabi|Kabi| Sabi | Date | Particulars J; | Chhabi | Kabi | Sabi 
1984 Rs. Rs. | Rs. | 1984 Rs. | Rs. 
Mar, 31 | To Reyalua- Маг. 31 | By Balance | 
tion 3,900 | 2,600) — b/d 50,000 | 30,000, — 
» 31 | To Balance ‚ 31| „ Bank — — {36,750 
cjd | | 46,100 |27,400 36,750 
50,000 | 30,000) 36,75 50,000 | 30,000) 36,750 
April 1| By Balance ТЕ] 
b/d 46,100 | 27,400] 36,750 
BALANCE SHEET AS AT 31ST MARCH, 1984 
Liabilities Amount Assets Amount 
Rs. Rs. Rs. Rs. 
Sundry Creditors 30,000 Plant { 25,000 
Capital Accounts : Less Revaluation 2,500 
Chhabi 46,100 22,500 
Kabi 27,400 Stock 20,000 
Sabi | 36,750 ET Less Revaluation 4,000 
1,102: -| 16, 
Sundry Debtors so 
Cash 41,750 
1,40,250 
— 


4.34 


Working Notes: (1) Amount of Sabi’s Capital : 
=(Chhab’s Capital+-Kabi’s Capital) х= Ёз. (46,100--27,400) х= Rs. 36,750. 
(2) Profit-sharing ratio of all partners after admission of Sabi : 
Share of Chhabi & Kabi=1—1=$ ; Share of Chhabi-2x$—35; 
Share of Kabi=$x2=2 
Chhabi : Kabi : Sabi $5: 45:179 : 6: 5. 
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Illustration 5: Abhi and Basit are partners in a firm. They share 


Profits and 
the firm as 


Liabilities Assets 
Rs. Rs. 
Capital Accounts : Building 1,00,000 
Abhi 80,000 Plant 25,000 
Basir 40,000 1,20,000 Stock 40,000 
—— Debtors 70,000 
Creditors 60,000 Cash in hand 5,000 
Bills Payable 20,000 
Reserves 40,000 
2,40,000 2,40,000 
Brown is admitted into partnership for 3th share of the business on the 


following te 
(a) 
(b) 
(с) 
(4) 
(е) 


Give 


Losses in the ratio of 3:1. Below is given the Balance Sheet of 
on 31. 12. 1980. 


TMS : \ 

Building should be revalued at Rs. 1,20,000. 

Plant should be depreciated by 20% р. а. 

Provision for Bad Debts should be made at 5% on Debtors. 
Stock should be revalued at Rs. 30,000. 

Brown is to introduce 50% of the adjusted Capital of Abhi and 
Basir. 


the necessary Journal entries to record the above and show the 


resultant Capital Accounts of the partners. 


[Н. S. Council Examination, 1981] 
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Solution : 
In the Books of Firm 
JOURNAL ) Dr. Cr. 
pate Particulars L.F. | Amount | Amount 
1980 Rs. Rs. 
Dec. 31 Revaluation Account Dr. 18,500 
To Plant Account 5,000 
„ Provision for Bad Debts Account 3,500 
», Stock Account 10,000 
Being value of assets decreased as per partnership 
agreement on Brown's admission 
22:91 Land and Building Account Dr. 20,000 
To Revaluation Account 20,000 
Being value of asset increased as per partnership 
agreement on Brown's admission 
MU 
ТЕ]! Reyaluation Account Dr. 1,500 
To Abhi’s Capital Account 1,125 
„ Basir’s Capital Account 375 
Being Profit on revaluation transferred 
2/191 Cash Account рг. 80,750 
To Brown’s Capital Account Ў 80,750 
Being the amount brought in as capital 
„ 31 Reserves Account рг. 40,000: 
To Abhi’s Capital Account 30,000 
, Basir's Capital Account 10,000 
Being the transfer of Reserves:to Capital Accounts 
of Abhi and Basir in the ratio;of 3 : 1 


ИШИНЕ Eos. co ero Teva элск? тү Т, Ж 


Dr. PARTNERS’ CAPITAL ACCOUNT Cr. 
Date | Particulars | Abhi | Basir [Brown] Date | Particulars L| Abhi | Basic Brown 
| 4 
1980 Rs. Rs. | Ёз. | 1980 Rs. Rs. | Rs. 

Dec. 31 | To Balance Dec. 31 | By Balance 
суй | [111125 50,375 (80,750 b/d 80,000 | 40,000; — 
» 31 | „ Revalua- 
tion 1,125) 375!) = 
„ Reserves 30,000 | 10,000 — 
o » Bank — — 80,750 
1,11,125 50,375 80,750 d 1,11,125 50,375 80,750 
3 Jan, 1 | By Balance | 
b/d | 1,1125 50,375, 80,750 


Working Notes: Abhi's Capital=Rs. 


Basir’s Capital=Rs. 


a 


1,11,125 
50,375 
1,61,500 


——M 


Brown's Capital - Rs. 1,61 ,500 x $— Rs. 80,750. 
ae 
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Illustration 6: A, В and С are partners in a firm sharing profits and 
losses in the ratio of 5:3:2. A died on 30th June, 1984. The Balance 
Sheet of the firm as on 31st December, 1983 was as follows: 


BALANCE SHEET AS AT 31ST DEC., 1983 


Liabilities Amount Assets Amount 

Rs. Rs. Rs. 
Capital Accounts : Land and Building 80,000 
A 1,00,000 Furniture and Fittings 20,000 
B 60,000 Stock in trade 35,000 
Cc 50,000 Sundry Debtors 45,000 
2,10,000 Bills Receivable 20,000 
General Reserve 25,000 Cash at Bank 49,000. 
Sundry Creditors 15,000 Cash in hand 1,000 
2,50,000 2,50,000 
ida Pes = 


The assets are revalued, on the date of death of A as under: (а) Land 
and Building are to be revalued at Rs. 1,15,000 and Furniture and Fittings 
at Rs. 15,000; (b) Provision @ 595 on Sundry Debtors is to be made for 
Doubtful Debts : 

The average profit for last 5 years were Rs. 60,000. A’s son received 
Rs. 30,000 from the firm and balance of Capital Account is transferred to 


Loan Account. 
You are required to (a) pass Journal entries, (b) show the Capital 


Accounts and (c) the Balance Sheet as on 30th June, 1984 after death of A. 


Solution : 
In the Books of Firm 


JOURNAL Dr. Cr. 
L.F, | Amount | Amount 


Date Particulars 


1984 Rs. Rs. 
June 30 Land and Building Account Dr. 35,000 
To Revaluation Account 35,000 
Being the value of Land and Building revalued 
on A’s death 


raum I IL 


Зз) Revaluation Account Dr. 7,250 


To Furniture and Fittings Account 

_» Provision for Doubtful Debts Account 2,250 
Being the value of Furniture and Fittings revalued 
and provision created @ 5% on Sundry Debtors 


АМЫ, Revaluation Account Dr. 27,750 
To A’s Capital Account 13,875 
» B's Capital Account 8,325 
» C's Capital Account 5,550 


Being profit on revaluation transferred 


DUUE 00. cec bU MV. MIU RET IRURE TENET DESEE ccce 
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JOURNAL (Contd.) Dr. Cr. 
ә ————————_——_—_————— ——— 
pate Particulars L.F. | Amount | Amount 
ez E 
1984 Rs. Rs. 
June 30 General Reserve Account Dr. 25,000 
To A’s Capital Account 12,500 
„ B's Capital Account 7,500 
„ C's Capital Account 5,000 
Being General reserve distributed among partners 
30 Profit & Loss Suspense Account Dr. 15,000 
To A's Capital Account 15,000 
Being the estimated profit up to A's death transferred 
AD A's Capital Account Dr. 1,41,375 
To Bank Account 30,000 
, A’s son Loan Account 1,11,375 
Being the amount paid and balance transferred 
to A's son Loan Account 


RENE RL н=л 


Dr. CAPITAL ACCOUNT Cr. 
НГО 
Date | Particulars 2, А B с Date | Particulars m A B c 
d Rs | кє | Rs. | 1984 R Rs | Rs. 
June 30 | To Bank 30,000; — | — | Jan.1 By Balance 
» 30| , A's son b/d 1,00,000 {60,000 | 50,000 
Loan 1,11,375 | — | — pune 30 | „ Revalua- 
„ 30, , Balance — 75,825 60,550 tion 13,875 | 8,325 | 5,550 
| c/d | | „30 | „ Profit & 
| Loss 
Suspense 15,000 | — = 
» General 
| Reserve 12,500 7,500 | 5,000 
| 1,41,375 (75,825 | 60,550 
йўл (By васе ҮТЕ, л, 
b/d — {75,825 | 60,550 


4.38 HIGHER) SECONDARY ACCOUNTANCY 


BALANCE SHEET AS AT 30TH JUNE, 1984 


Liabilities Amount Assets Amount 
P xe MEUSE 31. =” 
Rs. Rs. Rs. Rs, 
Capital Accounts ; Land and Building 1,15,000 
B 75,825 Furniture and Fittings 15,000 
с 60,550 Stock in trade 35,000 
— | 136375 Sundry Debtors 45,000 
Loan 1,11,375 Less Provision for 
Sundry Creditors 15,000 Doubtful Debts 2,250 5 
Bills Receivable 20,000 
Cash at Bank 19,000 
Cash in hand 1, 
Profit & Loss Suspense 15,000 
(cae cie 
2,62,750 2,6250 


Working Notes : (1) A's Share of Profit=Rs. 60,000 x ;3 x 1$= Rs. 15,000 
(2) The balance of Profit & Loss Suspense Account is to be] 
transferred to the Profit & Loss Account 
шел ESSERE CEU em 


Illustration 7: Rani and Sikha are partners in a firm sharing profits and 
losses as Rani # and Sikha 3, Their Balance Sheet as at 31st December, 
1981 stood as follows : 


Liabilities Assets 
1 Rs. Rs. 

Sundry Creditors 24,000 Cash in hand 2,000 
Bills Payable 6,000 Cash at Bank 14,500 
Capital Accounts : Sundry Debtors 48,000 
¿o Rai 60,000 Stock 23,500 
Sikha 30,000 90,000 Раш and Machinery 32,000 
1,20,000 1,20,000 


= 


On ist January 1982, the partners agree to admit Moonmoon as a new 
partner on the following conditions : 

(a) The value of stock was to be increased to Rs. 30,000 . 

(b) The value of Plant and Machinery was to be reduced by 10%. 

(c) Moonmoon was to introduce Rs. 26,700 as her share of Capital 
for her 3th Share in the future profits of the firm. 

Show the necessary Journal entries and the Ledger accounts in the 
books of the firm. Draw up the opening Balance Sheet of this new firm. 


[ W. B. H. S. Examination (External), 1982 ] 
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Solution : 
In the Books of Firm 
JOURNAL Dm ite 


Particulars L.F. | Amount | Amount 
Re. Rs. 
Jan. 1 Stock Account Dr. 6,500 
To Revaluation Account 6,500 
Being the value of stock increased on admission 4 
of Moonmoon 
ошма 
1 Revaluation Account Dr. 3,200 
To Plant and Machinery Account 3,200 
Being the value of Plant and machinery decreased 
on admission of Moonmoon 
1 Revaluation Account Dr. 3,300 
To Rani’s Capital 2200 . 
„ Sikha's Capital 1,100 
Being profit on revaluation transferred 
їг —— 
1 Bank Account Dr. 26,700 
To Moonmoon's Capital Account 26,700 
Being the amount of Moonmoon's Capital received 
Ledger 
BANK ACCOUNT 
Dr. Cr. 
ac eer ia ey ree 
1 ^5 
Date Particulars J. F. Amount | Date Particulars J. F.| Amount 
1982 | Rs. 11982 Rs. 
Jan. 1 | To Balance b/d 14,500 | Jan. 1 | By Balance cjd 41,200 
, Moonmoon's 
Capital Account 26,700. vi 
41,200 41,200 
pS —— — 
To Balance b/d 41,200 
Revaluation Account 
Cr. 
Date Particulars J. F.|Amount | Date Particulars J. F.| Amount 
_— ЕЕРЕЕ TA giu ron Lp E 
1982 Rs. 1982 Rs. 
Jan. 1 | To Plant & Machinery Зап. 1 | By Stock Account po 
1 Cu рс 3,200 
„ Rani’s Capital 
Account 2,200 


1( „ Sikha’s Capital 
Расонад 1,100 
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Partners’ Capital Account 
Dr. » Gr. 
NE 
D iculars |): | Rani Particulars |:| Rani | Sikha Moon- 
ate | Particulars |p.) Rant E. moon 
1982 Rs. Rs. Rs. Rs. 
Jan. 1| To Balance By Balance 
cjd | |62,200 b/d | [60,000] 30,000 | — 
„ Revalua- 
| tion 2,200| 1.100 == 
„ Bank = - 26,700 


62,200 | 31,100 | 26,700 


By Balance 
fd 62200| 31,100 | 26,700 


ы лу ы ааа 


" ў Balance Sheet as at ist January, 1982 
Хото ОАО ВАР E a a 
Liabilities | Amount Assets Amount 
VE н кын —— 
Ез. Rs. Rr. 
Sundry Creditors 24,000 Cash in hand 2,000 
Bills Payable 6,000 Cash at Bank 41,200 
Capital Accounts : Sundry Debtors 48,000 
Rani Stock 30,000 
Sikha Plant & Machinery 28,800 
Moonmoon 
1,50,000 


Exercises 


(A) Essay-type Answer Questions 
i 1. What is а Partnership? Describe the nature of contract on admi- 
ssion of a new partners. i 

[ Ans.: Write from Partnership Business ( P. 4.24 ) and Incoming of 

Partner (P. 4.24). ] 

2. Describe the nature of outgoing of a partner. 

[ Ans.: Write from Outgoing of Partner (Р. 4,28). J 

1. Write short notes on: 

(a) Partnership. 

[ Ans.: (a) Write from Partnership (Р. 2.24). 


Admission of New Partners : 
1. Mahesh and Ganesh are partners in a business sharing profits & 
losses in the ratio 3: 2. They agreed to take Bidesh as a third partner. 
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Bidesh is to bring Rs. 50,000 as Capital foy%th share. Show the Journal 
Entries and the Ledger Accounts, Also determine the new profit-sharing 
ratios. Ў Ci 
[ Ans. : Mahesh: Ganesh : Bidesh= 12125 : 8/25 : 5/25 or 1218: 5.4 1 
2. A, B and C are three partners sharing profit & losses as 3. 2: 1. 
Their Capital Accounts were Rs. 30,000, Rs. 25,000 and Rs. 20,000 respec- 
tively as on 1st January, 1985. They agree to admit D as a new partner who 
will bring cash Rs. 15,000, furniture Rs. 4,000 and stock Rs. 5,000 for $ 
share. ] 
They also agree to readjust their Capital accounts according to 
their profit sharing ratio after admission of D. 1f there is any surplus or 
deficiency in capital accounts it will the transferred to the partners’ Current 
Accounts. qu 
Show the necessary Journal entries, Capital accounts and Current 
accounts in the books of the firm. 


[ Ans. : Balances of Capital Accounts ; A : Rs. 48,000, В: Rs. 32,000, 
Сі Вз. 16,000, D: Rs. 24,000 ; Balances of Current Accounts A ; Rs. 18,000 
(Dr.), В : Rs. 7,000 (Dr.), C : Rs. 4,000 (Ст.). ] m 

3. The Balance Sheet of X and Y is as follows : 


— 


Liabilities Assets 
Rs. Rs. 
Sundry Creditors 5,000 |Land & Buildings 15,000 
Capital Accounts : Plant & Machinery 10,000 
X Rs. 20,000 Furniture 5,000 
Nj Rs. 10,000 Stock 3,000 
———— 30,000 |Cash 2,000 
35,000 35,000 


— 


€ € 

They share Profit or Loss according to their capital contribution. Z 
came into the partnership with a capital of. Rs. 15,000 and was allowed a 
share of Profit or Loss according to his capital contribution. The. following 
revaluation of assets were made on Z's admission : 

(1) Plant & Machinery is to be reduced by Rs. 4,000. (2) Stock is 
to be increased to Rs. 5,000. (3 Furniture is to be depreciated Rs. 400. 

Show the Journal entries and Ledger accounts in connection with the 
admission of new partner and a Balance Sheet after admission of Z. 

[Ans.: New Profit-sharing ratio=X : Y : g—4:.2: 1; Loss on Reva- 

luation Rs. 2,400.1 

4. A and B are two partners’ sharing Profits and Losses 2: 1. 

Balance Sheet of the firm as at 31-12-1983 is given below : 


The 


pum 
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Liabilities 


Sundry Creditors . 
S Accounts : 


B 


Тһе existing partners admit C in the firm on the following terms: C 
will pay Rs. 11,000 as his capital for 4096 of the future profit of the firm. 
The firms assets are to be revalued before his admission as follows: Stock 
Rs. 10,000; Furniture Rs. 5,000 ; Plant Rs. 35,000 and a provision of 22% 
is to be created against Debtors. 

You are required to give Journal entries, the Profit & Loss Adjustment 
Account and the opening Balance Sheet of the firm. 

[ Ans.: (A’s Capital Rs. 41,000 ; B's Capital Rs. 20,500 ; 

C's Capital Rs. 11,000 and Total of Balance Sheet Rs. 84,500.) 

5. M and N are two equal partners. The Balance Sheet of the firm 
as at 31-12-83.is given below : 

Balance Sheet as at 31-12-83 


Liabilities Assets 
Rs. Rs. Rs. 
Capital Accounts ‘Land and Building 80,000 
‚м 80,000 Plant and Machinery 50,000 
N 60,000 Furniture 8,000 
1,40,000 | Stock 30,000 
Reserve 50,000 | Debtors 25,000 
Creditors 18,000 | Cash & Bank 15,000 
2,08,000 2,08,000 


СЕЕ 
М and N рагее to admit О in the firm on the following terms: (1) O 
will bring 5th of the adjusted Capital of M and N for 30% of the future 
profit of the firm. (2) The firm’s assets are revalued as under: Land and 
Building Rs. 1,00,000; Plant and Machinery Rs. 40,000 ; Furniture Rs. 10,000 
and a provision of 5% is to be created against Debtors. 
Show the Journal entries, Profit & Loss Adjustment Account and open- 
ing Balance Sheet of the firm. 
[ Ans.: (М? Capital Rs. 1,10,375 ; № Capital Rs. 90,375 ; O's Capital 
Rs. 80,300 ; Profit on Revalution Rs. 10,750 ; Total fo Balance 
Sheet Rs. 2,99,050.| 
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6. Sambhu and Karuna are partners in a firm. They share profit and 


| losses as Sambhu $th and Karuna 4. Below is given their Balance Sheet 
as on 31st December, 1983. 


Liabilities Rs. Assets Rs. 
| Sundry Creditors 10,000 Machinery 20,000 
General Reserve 3,000 Furniture 5,000 
Capital Accounts : Debtors 8,000 
Sambhu 20,000 Stock 10,000 
Karuna 15,000 Bank 4,500 
Cash 500 
48,000 | 48,000 


Purnendu now wants to join the firm. He agree to pay Rs. 10,000 as 
© his capital. Certain revaluations of the assets are agreed upon: 


(i) The machinery due to over depreciation in previous years was to 
be raised to Rs. 25,000; (ii) Stock was to be taken at Rs. 9,000; (iii) Debtors 
are taken at book value subject to deduction of provition for Doubtful Debts 
@ 5%. i 
Show the necessary Ledger Accounts and revised Balance Sheet after 
admission of Purnendu. 


[Ans.: Balance of Capital Accounts Sambhu Rs. 25,500; Karuna 
Rs. 16,100 and Purnendu Rs. 10,000 ; Total of Balance Sheet 
Rs. 61,600.) 


7. X and Y are engaged in a partnership business sharing profits and 
losses as 2: 1. They admit Z a new partner on 31-12-83 when their Balance 
Sheet was as under : 


| Liabilities Rs. Assets Rs. 
| Capital Accounts : Plant 20,000 
x 25,000 Furniture 10,000 

Y 15,000 40,000 Investment 6,000 
Stock 10,000 
| Bank Overdraft 8,000 Debtors 8,000 
General Reserve 3,000 Bills Receivable 2,000 
Sundry Creditors 10,000 Cash 3,500. 

. Preliminary Expenses 1,500 

61,000 61,000 
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Z will bring ё of adjusted Capitals of X and Y after adjustment of 
the following terms and conditions for 4 share of the profit of the firm : 

(i) Plant should be reduced by 10% ; 

(ii) Furniture should be increased by 20%; 

(iii) Investment should be taken at its market value which is Rs. 10,000 ; 

(iv) 10% of the Debtors are likely to be bad ; 

(v) Provision for Discount on Creditors is to be made at 296. 

Give the Journal entries, Ledger accounts and Balance Sheet of the | 
new firm as on 1. 1. 84. 


[Ans.: Profit on Revaluation Rs. 3,400 ; 
Total of Balance Sheet Rs. 77,667.] i 


8. Antony and Bose are partners in a firm. Their Balance Sheet, as on 
31st December, 1983, is given below : 
| 


BALANCE SHEET AS AT 31ST DECEMBER, 1983 
i 
| 


mE 
Liabilities Amount | Assets Amount | 
Rs. Rs. | Rs. Re. | 
Sundry Creditors 25000 | Plant & Machinery 40,000 | 
Bank Overdraft 10,000 Furniture & Fittings 15,000 | 
Outstanding Expenses 2,000 Stock-in-trade 19,000 | 
Capital Accounts : Sundry Debtors 20,000 

Antony 40,000 Less Provision for | 
Bose 20,000 Doubtful Debts 1,000 | 

60, —— 19,000 
Investments 2,000 | 

Cash in hand 1,500 
Expenses paid in advance 500 | 

97,000 97,000 


The partners agree to admit Azad as a new partner from 1st January, 
1984 and the following terms agreed upon : 

(i) Plant and Machinery are to be depreciated by 5%; (ii) Furniture 
& Fittings are taken at Rs. 16,000; (iii) A provision of 24% is to be created 
on Sundry Debtors; (iv) Stock-in-trade is to be reduced by 10%; (v) The 
investments are to be valued at. Rs. 3,000; (vi) The new partner is to 
introduce Rs. 25,000 as his Capital. 

Show the necessary Journal entries, Ledger accounts and new Balance 

- Sheet of the firm. 


[Ans.: Loss on Revaluation Rs. 1,400; 
Total of Balance Sheet Rs. 1,20,600.] 
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Retirement and Death of Partners : 

9. Alu, Patal & Mulo are three partners in the partnership. business 
sharing Profit & Loss in the ratio of 4:3:1: The Balance Sheet of the firm 
was as follows : 


DU UA ri НЕ. 1,1. 
Liabilities Assets 


Rs. Rs. | Rs, 

Capital Accounts : Land & Building 1,00,000 
Alu 80,000 Plant & Machinery 45,000 
Patal 80,000 Furniture 30,000 
Mulo 17,000 Debtors 15,000 
Cash 4,000 

1,77,000 

Sundry Creditors 17,000 
1,94,000 1,94,000 

-a= e: 


Alu retires on the following conditions : 

(a). Plant & Machinery are to be valued at Rs. 40,000. (b) Furniture 
is to be depreciated at 10%. (c) Provision for Doubtful Debts is to be raised 
to 10% on debtors. (d) Amount due to Alu's Capital Account is to be 
transferred to his Loan Account and retained in the business. 

Show the Journal entries & Alu’s Capital Account. 

(Ans.: Balance due to Alu, Rs. 75,250.) 

10. Shyamal, Bimal and Kamal are three partners, sharing Profit & Loss 
on the ratio of 2: 1:1. The Balance Sheet of the firm as on 31st December, 
1983 was as follows: 


a ne ee ÀÀÀ 


Liabilities Assets 
Rs. Rs. Rs. 
Capital Accounts : Plant ‘and Machinery 25,000 
Shyamal 20,000 Furniture and Fittings 7,000 
Bimal 20,000 Stock 12,000 
Kamal 5,000 Debtors 8,000 
—— Сазһ 3,000 
45,000 
Loan 8,000 
Sundry Creditors 2,000 Д 
55,000 55,00 
————-— 


Kamal retires on 1st January, 1984 on the following conditions : 
(a) Plant & Machinery is to be valued at Rs. 20,000. 
(b) Furniture & Fittings is to be dépreciated at 2096. > 
(c) Provision for Doubtful Debts is to be raised to 596 on Debtors. 


— 21 [IV '85] 


у; 
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(d) The amount due to Kamal is to be transferred to his Loan 


Account and retained in the business with interest @ 6% p.a. 


Show the Journal entries and the Balance Sheet after retirement of 


Kamal from the business. 


(Ans.: Kamal's Loan Rs. 3,300 ; Total of Balance Sheet Rs. 48,200.) 
11. Kabita, Gita and Rita are three partners sharing profit and losses 
3:2:1. The Balance Sheet of the firm is given below: 


Balance Sheet as at 31st March, 1984 


Liabilities Assets 
Rs. Rs. | Rs. 

Capital Accounts : , Land & Building 1,00,000 
Kabita 80,000 | Plant & Machinery 60,000 
Gita 50,000 Furniture & Fixture 10,000 
Rita 40,000 Stock 50,000 
Sundry Debtors 25,000 
1,70,000 | Cash at Bank 10,000 
Sundry Creditors 50,000 | Cash in hand 5,000 

Reserves 40,000 
2,60,000 2,60,000 


— ====— 
Kabita died on 1st July, 1984. Kabita’s children settled their claim in 
the following way: (1) Assets and liabilities revalued as under: Land and 
Building Rs. 1,20,000; Plant and Machinery Rs. 50,000; Furniture & Fixture 
Rs, 7,000; Stock Rs. 40,000; Provision of 5% is to be created against 
Sundry Debtors and Outstanding Liabilities Rs. 1,000 are not recorded in 
the books. (2) Average profits for last five years is Rs. 80,000. (3) Kabita’s 
children will receive Rs. 10,000 in cash and balance will be retained in the 
business as 8% loan. 

"^ Show the Journal entries and Balance Sheet after death of Kabita. 

(Ans.: Total of Balance Sheet Rs. 2,65,750.) 

12. Muri, Chhola and Badam are in a partnership firm sharing profits 
and losses in the ratio 3:2:1. Their Balance Sheet as on 1-1-1984 is given 
below : 


Liabilities Assets 


Rs. Rs. Rs. 

Capital Accounts : Machinery 50,000 
Muri 40,000 Furniture 20,000 
Chhola 30,000 Stock 30,000 
Badam 25,000 Debtors 25,000 
Bank 5,000 

95,000 

Reserves 25,000 

Sundry Creditors 10,000 

у} 

| 1,30,000 1,30,000 
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Badam retires from the business and the following revaluations are 


agreed upon: 


() Stock is to be appreciated by 123% ; 
(ii) Machinery is to be raised to Rs. 60,000 ; 
(iii) Provision for Doubtful Debts Rs. 1,200 are to be created against 


Debtors. 


(iv) Badam will receive Rs. 4,000 in cash and balance is to be trans- 


ferred to 8% Loan A/c. 


Show the Journal entries and new Balance Sheet after retirement of 


Badam. 


Liabilities 


Capital Accounts : 
Kumaro 


General Reserve 
Sundry Creditors 
Bank Overdraft 


(Ans.: Total of Balance Sheet Rs. 1,38,550.) 


13. Kumaro, Lau and Mulo are three partners sharing profit & losses 
as 2:2:1. Their Balance Sheet as on 1. 1. 84 is as under: 


Assets 
Rs. 

Land & Building 1,00,000 
Plant & Machinery 50,000 
Furniture 12,000 
Stock 26,000 
Sundry Debtors 13,000 
Bills Receivable 2,000 
Cash in hand 3,500 
(Debit Balance) 8,000 
Profit & Loss A/c j 
2,14,500 


Mulo retires on 1-1-84 and the following revaluations are agreed upon : 


(i) Land & Building are to be appreciated by 10% ; 
(ii) Plant & Machinery are to be depreciated by 10% ; 


(iii) Furniture is to be valued at Rs. 10,000; 


(iv). Stock is to be taken as Rs. 20,000; 


(v) "Provision for Doubtful Debts and Provision for Discount on 
. Debtors are to be created @ 5% and 2% respectively. [7 


Show the necessary journal entries and new Balance Sheet after retire- 


ment of Mulo. 


(Ans.: Total of Balance Sheet Rs. 2,02,603.) 
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14. Partha, Prabir and Pranab are three partners sharing profit & losses 
as 3:2:1. Their Balance Sheet as on 31.12. 84 is given below : 


Liabilities | Assets 
Rs. Rs. 
Capital Accounts : | Land & Buildings 80,000 
Partha 60,000 | Plant & Machinery 40,000 
Prabir 50,000 | Furniture & Fixture 8,000 
Pranab 30,000 | Stock in trade 28,000 
140,000 Sundry Debtors 40,000 
General Reserve 27,000 | Less Provision for 
Sundry Creditors 23,000 Doubtful Debts 1,000 
Partha’s Loan 25,000 —————— 39,000 
Cash at Bank 18,000 
"| Cash in hand 2,000 
2,15,000 à 2,15,000 


Partha died on 1st April, 1985 and his children settled their elaim as 
under ; 
(i) Average profit for last three years was Rs. 30,000. 


. Gi) Partha's children will receive Rs. 15,000 in cash and balance 
шеша be transferred to the 10% Loan which repayable in 4 equal instal- 
ment plus interest thereon. 


"^ (ii) Тһе revaluations of assets and liabilities are given below: 
(a) Lahd & Building will increase by 20%; 


(b) Plant & Machinery and Furniture & Fixture is reduced to 
9096 and 8046 respectively ; 


(c) Stock is revalued to Rs. 30,000; 
(d) Create a provision for Doubtful Debts @ 5%; 

(Ans.: Balance of 10% Loan Rs. 64,200 and Total of Balance Sheet 

Rs. 2,11,400 ). 

(D) Objective Questions : 

l. Correct the following Statements : 

(a) Sole proprietorship business is controlled by a partners. 

(b) "The admission of a partner is called outgoing of a partner. 

(c) The retirement of a partner is called incoming of a partner. 

[ Ansi: (a) Sole proprietorship business is controlled by a sole proprietor. 
.(b) The admission of a partnar is called incoming of a partner. 
(c) The retirement of a partner is called outgoing of a partner. | 


| 
: 
! 
| 
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CHAPTER XXIX 
Accounting for Capital (contd.) 


RP ies 
Nature of Capital in the case of Company—Equity Shares—Preference Shares 
—Debentu res. 


Company 

Definition: “ ‘Company’ means a company formed and registered 
under this Act or an existing company.”—Jndian Companies Act~Sec. 3(1)(i). 

“Ву a company is meant an association of many persons who contribute 
money or money’s worth to a common stock and employ it fora common 
purpose. The common stock so contributed is denoted in money and is the 
capital of the company. The persons who contribute it or to whom it belongs 
are members, The proportion of capital to which each member is entitled 
is his share.”—Lord Justice Lindly, 

So, a kind of business which is formed under the Companies Act and 
its owned capital is collected by selling the shares and the holders of the 
Shares are the original owners of the concern, is called company. 

Different Types of Company: According to status and right of the 
shareholders, the companies may be divided into two classes; (1) Company- 
Public Sector and (2) Company-Private Sector. 

(1) Company-Public Sector: The company, shares of which are to be 
issued, to the Government and general public, but more than 50% of shares are 
issued to the Government is called а Company-Public Sector. But the 
Public Company and Company-Public Sector are not same. 

(2) Company-Private Sector; The company, shares of which are not 
to be issued to the Government or less than 50% of shares are to be issued 
to the Government ( i.e. more than 50% of shares are to be issued to the 
general public ), is called a Company-Private Sector. The Companies-Private 
Sector may be divided into two classes: (a) Public Company and . (Б) 
Private Company. 

(a) Public Company: The company, the minimum number of share- 
holders of which is not less than 7, the maximum number of shareholders 
is not limited and the shares of the company is transferable, is called a 
Public Company. 

(b)... Private Company : The Company, the minimum number of share- 
holders is two andthe maximum number of shareholders is fifty and the 
shares of the Company are not issued to the general public and these are not 
transferable, is called . а Private Company, The word ‘Private Limited 
i.e. (P) Ltd’ is to be inserted at the end of the Company’s name. 


How do you determine a Company: The concern, at the end of which 
the word ‘Co’ is inserted cannot be called a company. As for example, 
Midnapore Trading Co. is not a company. It may be a partnership or a 
sole proprietorship business. 
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When the word ‘Limited’ is inserted at the end of the concern’s name, 
it is to be called a Company. If the word ‘Limited i.e. Ltd’ is inserted at the 
end of the concern's name, it is called a Company. 

Sources of Capital of Companies : The Capitals ( owned capital, loan 
capital and internal capital) of a company may be collected from various 
sources, The details of sources of Company's Capital are discussed below : 

(1) Sales of Shares : А company can collect owned or equity capital 
by issue of shares, A company can issue two types of shares viz Equity 


and Preference, 
The promoters of a private company sold its shares to their known 
rsons, relatives etc. But, in case of a public company, the prospectus should 
be published and the shares are issued on receipts of applications and decision 
of the Board of Directors, 

(2) Sale of Debentures ; A company can raise its loan capital by issue 
of debentures. The debentureholders are not the owners of the company. 
They are entitled to receive interest at a pre-determined fixed rate. 

(3) Loan from Commercial Banks: A company can collect its loan 
capital loan from the Commercial Banks. Generally, the loan-term loans 
are not to be taken from the Banks, The working capital can be raised by 
taking short-term loan from these Banks, 

(4) Deposits from Public: A company can collect loan capital by 
taking deposits from public, The deposits may be taken for short-term which 
may be paid on sight, Under section 58(a) of the Companies Act, 1956 and 
the companies ( Acceptance of Deposits ) Rules 1975 and amended on 1978, 
a company can take fixed deposits from public, In the case of short-term 

, the rate of interest is low and in the case of long-term deposits, the 
rate of interest is high. 

(5) Loan from Governmental Finance Corporations : The Government 
has formed the financial institutions to supply the loan capital to the business ; 
viz. Industrial Finance Corporation, State Finance Corporation, National 
Industrial Development Corporation etc. The institutions supply the long- 
term and mid-term Loans, 

(6) Loans from Managing Agents : The Managing Agents could supply 
the Toan capital to the: companies which are organised by themselves. 
But, the source of Capital is stopped after abolition of Managing Agency 
system on 3rd April, 1970. 

(7) Loans and grants from International Finance Corporations: A 
company can collect loan capital from the International Finance Corporations 
viz, ional Monetary Fund, Worlk Band, International Finance Corpo- 
ration etc, 

(8) Provision for Depreciation: The creation of provision for 
depreciation on fixed assets is a process of setting aside a portion of profit 
which forms the internal capital of a concern. 

(9) Reserves: A portion of profit is set aside in form of reserves 
which creat the internal capital of a concern. 

(10) Credit Balance of Profit & Loss Account: The credit balance of 
Profit & Loss Account of a company is shown in the ‘Liabilities Side’ under 

the head ‘Reserve & Surplus’. So, it is an source of internal capital, 
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Capital of Company 

The capital of a company is divided into few parts ín equal amount, 
The portion of capital in equal amount is called share. The persons who 
purchase shares, are called shareholders, The Board of Directors is formed 
by the shareholders and the company is maintained by the Board of Directors, 

Classification of the Joint Stock Company: According to the Indian 
Companies Act, 1956, the Capital of the Joint Stock Company is divided into 
following classes : 

(a) Authorised Capital: The amount of total capital which is 
incorporated and mentioned in the Memorandum of Association to be issued 
for collection of share capital on the basis of nominal value of shares is called 
Authorised Capital or Nominal Capital or Registered Capital. The capital 
may not be necessarily issued the whole amount of capital, 

(b) Issued Capital : The part of Authorised Capital of a Company which 
is propoped to issue for collection of share capital is called Issued Capital, 

(c) Subscribed Capiiali The portion of Issued Capital which is 
subscribed and subsequently alloted in shares to the public or to the vendors 
as fully paid or partly paid is called Subscribed Capital, 

(d) Called-up Capital: The portion of Subscribed Capital which is 
called up to pay on the shares by the shareholders is Called-up-Capital, 

The portion of Called-up Capital which is not realised from public is 
called calls unpaid or Calls in arrears. 

The amount of calls or full value of shares which is paid by the share- 
holders before the calls are due is called Calls-in-Advance, 

(e) Paid-up Capital: The amount of capital which has already 
been realised from public is called paid-up capital, 

(f) Reserve Capital: Under Section 39 of the Companies Act, 1956, 
the amount of uncalled money which cannot be issued to public except in the 
case of dissolution by a special resolution of the limited liabilities company 
is called Reserve Capital, 

(g) Watered Capital : The amount of issued capital which is subscribed 
to shareholders and/or promoters without any exchange of cash is called 
Watered Capital, For example, bonus shares, shares of the promoters ete, 

Share 

Definition: The units of Share Capital which are divided into equal 
amount to subscribe from public is called shares, For-example, Equity Shares 
and Preference Shares, 

Classification of Shares: Under Section 85 of the Indian Companies 
Act, 1956, the shares of a company may be classified into two groups : [t 
Preference Share and (2) Equity Share. 
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(1) Preference Share: The holder of those shares are entitled to 
receive dividend or return on capital and/or the amount of share which is to 
be repaid on dessolution of the company before any payment to equity share- 
holder is called Preference Share. 

The Preference shares are to be divided into few classes. They are 
discussed below : 

(a) According to ће condition of distribution of dividend, they are 
divided into two classes :—(i) Cumulative Preference Share and (ii) Non- 
cumulative Preference Share, 

(i) Cumulative Preference Share: The holder of those Preference 
Shares is entitled to receive dividend and arrear dividend out of the profit of 
a year, if dividend is not paid for the previous year or years is called Cumulative 
Prefercnce Share, The dividend of the Cumulative Preference Shares is 
accrued due, if the dividend cannot be declared for insufficient profit or loss. 

(ii) Non-cumulative Preference Share: The holder is not entitled to 
receive dividend from the profit of next year or years if profit of the year is 
insufficient to declare dividend or in the case of loss, is called Non-cumulative 
Preference Shares. 

There is no provision of such share in the Indian Companies Act, 1956. 
All Preference Shares under the indian Companies Act, 1956 are called 
Cumulative Preference Shares, 

(b) According to the nature of repayment of Preference Shares, they 
are divided into two classes:— i) Redeemable Preference Share and (ii) 
Irredeemable Preference Share. 

(i) Redeemble Preference Share: Under Section 80 of the Companies 
Act 1956, the Preference Share which is to be redeemed by the company to the 
preference shareholders who hold such shares is called Redeemable Preference 
Share, 

(üi) Irredeemable Preference Share : The Preference Share value of which 
cannot бе repaid exceptin the case of dessolution of the company is called 
Irredeemable Preference Share, 

(c), According to the nature of participation in profit of the company, 
the Preference Shares are to be divided into two classes: (i) Participating 
Preference Share and (ii) Non-participating Preference Share, 

(i) Participating Preference Share: The holder of those Preference 
Shares is entitled to receive dividend at a fixed rate as previously prescribed 
and also dividend ata fixed rate with the equity shareholder is called Partici- 
pating Preference Share, 

(ii) Non-participating Preference Share: The holder of those Preference 
Shares is entitled to receive dividend at a fixed rate as previously prescribed 
but not entitled to receive any dividend with equity shareholders is called 
Non-participating Preference Share. 
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2. Equity Share: АП the shares except the Preference Shares of a 
company are called Equity Shares. Phe equity shareholders are entitled to 
receive dividend out of the company’s profit after payment of dividend to the 
preference shareholders, The rate of dividend is also fixed by the Board of 
Directors. The equity shareholders are also owner and risks takers. Before, the 


Indian Companies Act 1956, the shares are called ordinary shares. 


Difference between Equity Share and Preference Share : 


The differences 


between Equity Shares and Preference Shares are discussed below : 


Equity Share 


1. The equity shareholders are 
entitled to receive dividend after 
payment of dividend to Preference 
Shareholders at a fixed rate. If there 
is no profit to declare dividend to 
equity shareholders after payment of 
dividend to Preference Shareholders, 
they will not receive any dividend. 

2. The equity shareholders can 
participate in management and elect 
the members of the Board of Directors 
of the company. 

3. The equity shareholders are 
entitled to receive back the amount 
of capital only in the case dessolution, 
if any amount is available after 
payment of external liabilities and 
amount payable to the preference 
shareholders. 

4. The rate of dividend is not 
fixed. The rate of dividend will vary 
according to the change of volume of 
profit, 


5. The equity shareholders can 
apply their voting power in any general 
meeting. 


Preference Share 


1. The preference shareholders 
are entitled to receive dividend at a 
prescribed rate from the profit of the 
company, Again, if the amount of 
profit is more, the participating 
Preference Shareholders will receive 
dividend with equity shareholders. 


2. The preference shareholders 
cannot participate in management 
and elect any member of the Board of 
Directors of the company. 

3. The amount of redeemable 
Preference Shares are repaid after a 
fixed period of time. The Preference 
Shares are to be repaid by purchasing 
preference shares from the open 
market. 


4. The rate of dividend is fixed. 
Only in the case of a participating 
shares, the rate of dividend may be 
changed if the volume of profit is 
increased. 

5. The preference - shareholders 
cannot apply their voting power in 
all shareholders’ meeting, But they 
can apply their voting power in the 
shareholders meeting when any item 
is arised relating to their interest. 


pM iol 
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Stock and Share : Any portion of the amount of capital of a company 
which is represented in term of money is called stock. The value of all 
stocks are called Stock Capital. The fully paid shares are converted to stocks 
for convenient sale and purchase of shares in a stock exchange. They have no 


serial numbers. 


The amount of capital which is divided in various units of equal amount 


is called share. 
have serial numbers. 


Differences between Stock and Shares : 


and shares are given below : 


The value of all shares are called Share Capital. 


They must 


The differences between stock 


Stocks 


Shares 


1. The shares of a company can- 
notbe converted to stock until it is 
fully paid.. 

2. The stocks have no separate 
serial number. 

3. Generally, a company cannot 
issue stocks directly to the general 
public. 

4, A stock has no fixed value. 


5. A stock can be divided into 
different parts and a portion of it may 
be transferred to the public. 


6, A purchaser of a stock is treated 
as an owner of a company. The name 
of stock-holder cannot be recorded 
in Share Transfer Book after payment 
of necessary share transfer fees. 

7. А dividend warrent is attached 
with each stock and dividend can be 
realised by the stockholders by showing 
the dividend warrent at the time of 

payment of dividend, 


1, The shares of a company may 
be fully paid up or partly paid up. 


2; Every shares have a serial 
number. 

3. A joint stock company can 
issue shares to the general public 
directly. 

4. A share has always a fixed 
nominal value, 

5. A share cannot be divided 
into different parts and only full 
amount can be transferred to the 
general public. 

6. The names of the shareholders 
who purchase the shares is to be 
recorded in the Share Transfer Book 
of a company after payment of neces- 
sary share transfer fees, 

7. А purchase ofa share cannot 
be treated as a shareholders until his 
name is recorded in the Share Transfer 
Book. So, dividend cannot be paid 
to such shareholder and rights of a 
shareholder cannot be enjoyed. 
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Issue of Shares 


A company can collectShare Capital by theissue of shares in the following 
manner: (a) Issue of Shares at par, (b) Issue of Shares at premium and 
(c) Issue of Shares at discount. 

(a) Issue of Shares at par: When the shares of a company are issued 
atthe nominal value of shares, is called Issue of Shares at par. The full 
realised amounton behalf of issue of shares are transferred to the Share 
Capital Account, For example, the nominal value of shares is Rs. 100 (one 
hundred) On issue of shares, only Rs, 100 are to be realised par share, 


(b) Issue of Shares at Premium: When the shares of a company are 
issued morethan the nominal value of shares is called Issue of Shares at Premium. 
The difference between realised value and nominal value of a share is called 
Share Premium. Yt is à capital profit and shown under the heading of ‘Reserve & 
Surplus’ in the ‘Liabilities side’ of the company's Balance Sheet. The amount 
of Share Premium depends upon the value of goodwill and the rate of 
dividend. For example, the nominal value of share and realisable value are 
Rs. 100 and Rs, 125 respectively. So, the amount of premium is Rs, 25 
(i.e. 125 – 100). 

(iii) Issue of Shares at Discount : When the issue of shares is made 
less than the nominal value of shares is called Issue of Shares at Discount. 
The difference between nominal value and realised value of shares is called 
Share Discount. The amount of share discount is shown under the heading 
“Miscellaneous Expenditure’. For example, the nominal value and realised 
value of shares are Rs. 100 and Rs. 90 respectively. So, the amount. of share 
discount is Rs, 10 (i.e, 100 — 90). 

Under Section 79 of the Companies Act, 1956, the following conditions 
must be maintained on issue of shares at discount : 


(i) The type of shares which have already issued to public may be 
issued at discount ; 


(ii) The issue of shares at discount cannot be made before one year 
from the incorporation of a company ; 


(11) The issue of shares at discount must be resolved in a shareholders’ 
meeting and approved by the Law Board of the companies. 

(iv) The maximum rate of discount cannot exceed 10% of nominal 
value of share, In the case of higher rate of discount, it must be approved 
the Law Board of the companies, 

(v) The shares are issued at discount more than 10% of nominal value 
within 2 months from the date of approval by the companies Law Board. 
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Stock and Share: Any portion of the amount of capital.of a company 
which is represented in term of money is called stock. The value of all 
stocks are called Stock Capital. The fully paid shares are converted to stocks 
for convenient sale and purchase of shares in a stock exchange. They have no 


serial numbers, 


The amount of capital which is divided in various units of equal amount 
is called share. The value of all shares are called Share Capital. They must 


have serial numbers. 


Differences between Stock and Shares : 


and shares are given below : 


The differences between stock 


hone! ———.——— ——————. 


Stocks 


Shares 


1. The shares of a company can- 
not be converted to stock until it is 
fully paid. À 

2. The stocks have no separate 
serial number. 

3. Generally, a company cannot 
issue stocks directly to the general 
public. 

4. A stock has no fixed value, 


5. A stock can be divided into 
different parts and a portion of it may 
be transferred to the public. 


6. A purchaser of a stock is treated 
as an owner of a company. The name 
of stock-holder cannot be recorded 
in Share Transfer Book after payment 
of necessary share transfer fees. 

7. A dividend warrent is attached 
with each stock and dividend can be 
realised by the stockholders by showing 
the dividend warrent at the time of 
payment of dividend, 


1, The shares of a company may 
be fully paid up or partly paid up. 


2; Every shares have a serial 
number. 

3. A joint stock company can 
issue shares to the general public 
directly. 

4. A share has always a fixed 
nominal value, 

5. A share cannot be divided 
into different parts and only full 
amount can be transferred to the 
general public. 

6. The names of the shareholders 
who purchase the shares is to be 
recorded in the Share Transfer Book 
of a company after payment of neces- 
sary share transfer fees. 

7. A purchase ofa share cannot 
be treated as a shareholders until his 
name is recorded in the Share Transfer 
Book. So, dividend cannot be paid 
to such shareholder and rights of a 
shareholder cannot be enjoyed. 
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Issue of Shares 


A company can collect Share Capital by theissue of shares in the following 
manner: (a) Issue of Shares at par, (b) Issue of Shares at premium and 
(c) Issue of Shares at discount. 

(a) Issue of Shares at par: When the shares of a company are issued 
at the nominal value of shares, is called Issue of Shares at par. The full 
realised amount on behalf of issue of shares are transferred to the Share 
Capital Account, For example, the nominal value of shares is Rs. 100 (one 
hundred). On issue of shares, only Rs, 100 are to be realised par share, 


(b) Issue of Shares at Premium: When the shares of a company are 
issued morethan the nominal value of shares is called Issue of Shares at Premium. 
The difference between realised value and nominal value of a share is called 
Share Premium. Yt is а capital profit and shown under the heading of ‘Reserve & 
Surplus in the ‘Liabilities side’ of the company’s Balance Sheet. The amount 
of Share Premium depends upon the value of goodwill and the rate of 
dividend. For example, the nominal value of share and realisable value are 
Rs.100 and Rs. 125 respectively. So, the amount of premium is Rs, 25 
(i.e. 125 — 100). 

(111). Issue of Shares at Discount: When the issue of shares is made 
less than the nominal value of shares is called Issue of Shares at Discount. 
The difference between nominal value and realised value of shares is called 
Share Discount. The amount of share discount is shown under the heading 
*Miscellaneous Expenditure. For example, the nominal value and realised 
value of shares are Rs. 100 and Rs. 90 respectively. So, the amount. of share 
discount is Rs, 10 (i.e, 100 — 90). 

Under Section 79 of the Companies Act, 1956, the following conditions 
must be maintained on issue of shares at discount : 

(i) The type of shares which have already issued to public may be 
issued at discount ; 


(ii) The issue of shares at discount cannot be made before one year 
from the incorporation of a company ; 


(iii) The issue of shares at discount must be resolved in a shareholders? 
meeting and approved by the Law Board of the companies. 


(iv) The maximum rate of discount cannot exceed 10% of nominal 
value of share, In the case of higher rate of discount, it must be approved 
the Law Board of the companies, 


(v) The shares are issued at discount more than 10% of nominal value 
within 2 months from the date of approval by the companies Law Board. 
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Procedure for Issue of Shares 


Generally, the value of shares is realised by few instalemnts. The 
invitations of share applications can be made by publishing the prospectus 
ofacompany. After receipts of share applications within a specific period of 
time, the Board of Diaectors forms the principles of allocation of shares to the 
share applicants. The applicants, to whom shares are to be allocated, the 
application money of such applicants is to be transferred to the Share Capital 
Account. Again, the share applicants to whom shares are not to be allocated 
in the Board’s meeting, the application money of these applications are 
to be refunded to the applicants. At the time of share allotment, the 
application money of shares is to be transferred to the Share Capital Account 
and at the same time, the amount of Share Allotment is also to be transferred 
to the Share Capital Account and the Letters of Allotment are to be sent for 
the payment of allotment money. On receipts of share allotment money, the 
Bank Account is to be debited and Share Allotment Account is to be credited. 
If the share application and allotment money is realised at atime, the Bank 
Account is to be debited and the Share Application & Allotment Account is 
to be credited. 


In the case of share calls, the similar accounting treatments are to be 
made as in the case of share allotment. The first instalment immediately 
after the share allotment, (i.e. third instalment when application and 
allotment are two separate instalments) is called share first call and the last 
instalment is called share final call. 


If any amount of Share Allotment and Share Calls are not paid within 
a specific period of time, the amount is transferred to the calls in arrears 
Account. Again, the shareholders may pay the share call money in advance. 
The amount received in advance against the share calls is transferred the 
Calls-in-advance Account and it is adjusted when the related share calls 
become due. 


Ifa shareholder is unable to pay the share allotment and share call 
money, the shares held by him are to be forfeited after giving proper notice 
to the shareholder, according to the section of Companies Act, 1956. The 
amount which has already been realised for the shares, is not to be refunded 
to the shareholders. The amount is transferred to the Forfeited Share Account, 
The amount of subscribed Share Capital and the amount of called up money 
of the forfeited shares, are to be deducted from the Subscribed Capital and 
call up Capital on forfeiture of shares. 


The forfeited shares can be re-tissued at par, at premium and at discount, 
The amount of share discount on forfeited shares never exceeds the amount 
of Forfeited Share, After re-issue of forfeited shares, the balance of Forfeited 
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Share Account is treated as a capital profit and transferred to the Capital 
Reserve Account,» 1 


(1) On receipt of the Share Application Money : 


Journal 
Dr. Cr. 

bi ] ТТТ T 1 TAN. ^ 
Date | Particulars А L. F.| Amount | Amount 

| Ез. Rs. 

| Bank Account Dr. td 

| To Share Application Account 

Being the Application money received ол...... 
| Shares (à) Rs ......- per share | 


i RE 


The transaction may be recorded in Cash Book without recording in 
Journal in following mannar : 


Dr. Cash Book Cr. 
pate Particulars L nem Date Particulars L.F. | Amount 
mm" Rs. 


To Share Application 
Ассош 
Being the amount 


received on... shares 
@ Rs. ... per share 


ЕЁ | 
(2) On transfer of Share Application Money of allotted shares to Share 
Capital Account : 


Journal 
Dr. Cr. 
Date Particulars | L. F. | Amount | Amount 

: Rs. Rs. 
Share Application Account Dr. 

To Share Capital Account 
Being the transfer of application money @ R8. 5. 
per share on ... shares to Share Capital Account as 
per Board’s Resolution No....and dated ... | | 


M 


MR EE Е 
* «Any capital profit оп re-issue of forfeited shares should be transferred to Capital 


Reserve." Schedule VI, Part 1 оў Companies Act, 1956. 
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(3) On repayment of cash to rejected Share Applications : 
Dr. Cash Book Gr. 


Date Particulars L.F.Amount| Date Particulars L.F.| Amount 


Rs. Rs. 


By Share Application 
Account 
Application money 
on...shares refunded 
as shares were not 
allotted as per Board's 
Resolution No....and 
dated ... 


| 
| 


(4) On the amount due for Share Allotment : 


Journal 
Dr. Cr. 
Date Particulars L.F.| Amount | Amount 
Rs. Rs. 
m Share Allotment Account Dr. 
To Share Capital Account 
Being the allotment money due on ... shares 
@ Rs. ... per share as per Board's Resolution 
No. ... and dated ... | 
(5) On receipt of Share Allotment Money : 
Dr. Cash Book Cr. 
p—o((—^(^^A^AA——^———XM—————————— 
I 
Date Particulars |L.F.Amount| Date | Particulars Le Amount 
== ! — 
i Rs. ! » | Rs. 
To Share Allotment 
Account ES 
Amount received on 
Shares @ Rs....per | 
shares on allotment | 


(6) On transfer of excess Application Money to Share Allotment or 
Call Account : 


Journal 
Dr. Cr. 
Date Particulars | L.F.| Amount | Amount 
Rs. Rs, 
Share Application Account Dr. 


To Share Allotment or Call Account 
Being the apolication money on ... shares @ Rs. ... 
per share being surplus on... partly accepted 
Application transferred to Share Allotment or 
S ME as per Board's Resolution №... and | 


lnc ME il Pl C Y EF 
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(7) For the amount due on Share First Call : 


Journal 


Dr. Cr. 


PE 


Date Particulars L.F. | Amount | Amount 
Rs. Rs, 
Share First Call Account Dr. 
То Share Capltal Account 
Being the First Call money due оп... shares | 
@ Rs ... per share as per Board's Resolution | 
No ... and dated ... | 
(8) On receipt of Share First Call Money : 
Dr. Cash Book Cr. 
' 
Date | Particulars L.F.|Amount| Date Particulars L.F.Amount 
| тр, 
Rs, Rs. 
To Share First Call A/c 


Amount received on.... 
Share @ Rs...per share 


(9) On adjustment of unpaid Share Allotment or Call money : 


Journal 


Date Particulars L.F. | Amount | Amount 


Rs. Rs, 


Calls іп Arrears Account 
To Share Allotment or Share Call Account 


Being the arrear amount due on Share Allotment 
or Calls transferred to Calls in Arrears Account 


Dr. 
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(10) On forfeiture of shares for non-payment of Share Allotment/Share 
Call Money : 


Journal 
Dr. Cr. 
n 
Date Particulars L. F.| Amount | Amount 
Rs. Rs. 
Share Capital Account » Dr. 


To Share Allotment or Share Calls Aceount 
Or, To Calls in Arrears Account 
To Forfeited Share Account 
Being the shares forfeited for non-payment of 
Share Allotment/Share Call money @_Rs..,. 
per share as per Board's Resolution No. ,.. | 
and dated ... | 


(11) On re-issue of Forfeited Shares : 


‘Journal 
у Dr. Cr. 
i ї —————————— 
Date Particulars L.F.| Amount | Amount 
Rs. | Rs. 
M Bank Account (Actual Amount received) Dr. "ACT 
“© ‚ Forfeited Shares Account (Difference) Dr. | àg | 


To Share Capital Account | 
Being the amount received on ... shares @ Rs. ... : 
per share and balance adjusted from 
Forfeited Shares Account 


(12) On transfer of excess amount of Forfeited Shares Account to 
Capital Reserve Account : 


Journal 
Dr. Cr. 
m MM Ы 
Date Particulars | L.F.| Amount | Amount 
Rs. Rs. 
Forfeited Shares Account Dr. 
То Capital Reserve Account | 


Being (ћејехсеѕѕ amount of Forfeited Shares 
Account transferred to Capital Reserve Account | 


Illustration 1: Shiva Co. Ltd. Һай an Authorised Capital of Rs. 1,00,000 
divided into 10,000 Equity Shares of Rs, 10 each. The Company issued 5,000 
Equity Shares and the money were payable as follows : 

Rs, 2 оп Application; Rs. 5 on Allotment ; Rs. 3 on First and Final Call. 

The whole issue was subscribed by the public and all the money were 
duly received, 


at жаал. Ам 
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Show the Cash Book, Journal, Ledger accounts and Balance Sheet in the 
books of the Company after issue of shares. 


Solution : 


In the Books of Shiva Co. Ltd, 
Cash Book ( without narration ) 


Dr. Cr. 
| 
Date Particulars Particulars IL.F.| Amount 
Rs. 
To Share Application By Balance c/d 50,000 
Account f 
» Share Allotment 
Account 
» Share First Call 
Account 
50,000 | 
To Balance b/d 


Journal 
Dr. Cr. 
a 
Date Particulars L. Е, | Amount | Amount 
Re | Rs. 
Share Application Account Dr. 10,000 
To Share Capital Account 10,000 


Being the transfer of application money @ Rs, 2 
per share on 5,000 shares of Share Capital Account 
as per Board's Resolution No. ... and dated ... 


Share Allotment Account Dr. 25,000 
To Share Capital Account 25,000 
Being the allotment money due on 5,000 shares 
@ Rs. 5 per share as per Board’s Resolution 
No. ... and dated ... 
BEN Leu eI 1 
Share First Call Account Dr. 15,000 
То Share Capital Account 
Being the Final Call Money due on 5,000 Shares 
@ Rs. 3 per share as per Board's Resolution , 
No. ... and dated... = 
M enema 
22 [IV ’85] 


15,000 


rm 
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Ledger 
Share Application Account 
Dr. Cr. 
Date Particulars J.F.Amount| Date Particulars J. Е. | Amount 
Rs. | Rs. 
vee To Share Capital By Cash 10,000 
Account ‚ 10,000 | | 
Share Allotment Account 
Dr. Cr. 
Date Particulars J. F.|JAmount| Date Particulars J. F.| Amount 
| да 
ss To Share Capital " Ju By Cash 
Account 25,000 
| 
Share First Call Account 
Dr. Cr. 
Date Particulars J. F.| Amount] Date Particulars J. F.| Amount 
Rs. Rs. 
To Share Capital e By Cash 15,000 
Account 15,000 
| 058 
Share Capital Account Р 
"DE Cr. 
NN e a O 
. Date Particulars J. F.| Amount} Date Particulars J. F. | Amount 
кў Ёз. Rs. 
To Balance c/d 50,000 By Share Application 
Account 10,000 
» Share Allotment 
Account 25,000 
» Share First Call 
Account 15,000 
50,000 50,000 
= 
* By Balance b/d 50,000 
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Shiva Co. Limited 


BALANCE SHEET AS AT........ (Date) 
Liabilities Amount 
Rs, 
Share Capital : 
Authorised Capital 
10,000 shares of Rs. 10 each 50,000 
Issued & Subscribed Capital 
5,000 shares of Rs. 10 each 
50,000 
Working Notes ; 
STATEMENT OF CASH RECEIVED 
No. of Shares—10,000 Shares ; Face Value—Rs. 10 cach 
Amount of Instalments Amount due Cash received 


Rs. 10,000 
Rs. 25,000 
Rs, 15,000 


5,000 x Rs. 2=Rs. 
5,000 x Rs. 5— Rs. 25,000 
5,000 x Rs. 3—Rs. 


Application Rs.2 
Allotment Rs. 5 
First & Final Call Rs. 3 


Illustration 2: ABC Co. Ltd. issued 10,000 Equity Shares of Rs. 10 
each Rs. 5 per share being payable on application and Rs. 3 on allotment. The 
amounts due on application and allotment were received and the shares were 
alloted. When the call was made for the balance, it was found that all the share- 
holders paid their call money except one shareholder holding 50 shares who finally 
failed to pay the call money due from him. His shares were forfeited and 
re-issued at per on receipt f the entire value of the shares in a png instalment 
аз per decision of the Board of Directors. 4 


Show the Journal entries for the above transactions. 


ie (W. В, Н, S, Examination, 1982) 


Y 4 
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Solution ; 


In the Books of ABC Co. Ltd. 


JOURNAL 


Cr. 


pate 


Particulars 


LF. 


Amount 


Amount 


Bank Account 

To Share Application Account 
Being the атол received on 10,000 shares 
@ Rs. 5 per share on application 


Dr. 


Share Application Account Dr. 


To Share Capital Account 
Being the amount of share application transferred 
to share capital as per Board's Resolution No. .. 


and dated .. 


Share Allotment Account Dr. 


То Share Capital Account 
Being the amount due on 10,000 shares @ Rs. 3 
per share as per Board's Resolution No. .. and 


dated .. 


Bank Account Dr. 


To Share Allotment Account 
Being the amount received on 10,000 shares @ Rs. 3 
per share as per Board's Resolution No. .. and 


dated .. 


Share First & Final Call Account Dr. 


To Share Capital Account 
Being the amount due on 10,000 shares @ Rs. 2per 
share as per Board's-Resolution No. . „and dated.. 


Bank Account Dr. 
Call in arrears Account Dr. 


To Share First & Final Call Account 
Being the amount received on 9,950 shares @ Rs. 2 
per share and the amount unpaid on 50 shares 
@ Rs. 2 per share transferred 


Share Capital Account 

To Calls in arrears Account 

5» Shares forfeiture Account 
Being 50 shares forfeited for non-payment of share 
First & Final Call of Rs. 2 per share as per Board’s 
Resolution Мо... and dated .. 


Dr. 


Bank Account 

To Share Capital Account 
Being the amount received on 50 shar.s @ Rs. 10 
per share on re-issue of forfeited shares at par 


Dr. 


Shares Forfeiture Account” 
„ To Capital Reserve Account 


Dr. 


Rs. 


50,000 


50,000 


30,000 


30,000 


20,000 


19,900 


100 


500 


500 


400 


Rs. 


50,000 


50,000 


30,000 


30,000 


20,000 


20,000 


500 


400 


z Being the balance transferred 
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Working Notes : 


STATEMENT OF CASH RECEIVED 


No. of shares—10,000 ; Face value Rs. 10 each 


Amount Due Cash received 


Amount of Instalments 


Application Rs. 5 10,000: Ез. 5=Rs. 50,000 ` Rs. 50,000 
Allotment Rs. 3 10,000: Rs. 3—Rs. 30,000 Rs. 30,000 
Rs. 9,950: 2— Rs. 19,900 


First & Final Call Rs. 2 10,000 x Rs. 2—Rs. 20,000 


Bonus Shares 


Definition : The shares which are issued to the existing shareholders out of 
reserves, Profit & Loss Account and Share Premium etc. without taking any cash 
or assets, are called Bonus Shares. 

A company cannot declare dividend for lack of cash even if huge amount of 
profit is earned during an accounting period. Again, huge amount of capital 
profit may be earned in form of share premium, profit on sale of fixed 
assets, profit on redeemption of liabilities etc. A company can issue Bonus shares 
out of capital profits and revenue profits. For this reason, the issue 
of Bonus shares is called capitalisation of profit or reserves. 

Journal Entries Regarding Issue of Bonus Shares : The journal entries re- 
garding issue of Bonus shares are given below : 


(1) For declaration of Bonus Shares : 


JOURNAL Dr. ©; 
же——————-—-—.—— 
Date Particulars L.F. | Amount | Amount 


Rs. Rs. 


Dr. 


Reserves Account 
Dr. 


Profit & Loss Account etc. 

To Bonus to Shareholders Account 
Being the amount of bonus declared as per Share- 
holders Resolution No. .. and dated .. 


(2) For issue of Bonus Share : 
(а) At Par : ; 


JOURNAL 


Particulars 


Bonus to Shareholders Account Dr. 
To Equity Share Capital Account 

Being issue of bonus shares @ Rs.. .each at par as 

per Shareholders’ Resolution No. .. and dated .. 


" 
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(b) At Premium : 


Date Particulars 


Bonus to Shareholders Account Dr. 
To Equity Share Capital Account 
» Share Premium Account 
Being issue of .. bonus shares @ Rs. .. each at a 
premium of Rs.. .per share as per General Meeting 
Resolution No. .. and dated .. 


(3) For transfer of amount of bonus to convert partly paid share to 


fully paid : 
JOURNAL Dr. Cr. 
Date | Particulars L.F. Amount | Amount 
Dr. Rs. Rs. 
Re Bonus to Shareholders Account 


To Shares Call Account 
Being issue of .. bonus Shares @ Rs. .. per Share 
to make partly paid Shares to fully paid as per 
General Meeting Resolution No... and dated .. 


Illustration 3: The paid-up Share Capital of X Co. Ltd. is Rs. 1,00,000 
consisting in 9,000 Equity Shares of Rs. 10 each fully paid up and 2,000 Equity 
Shares (face value Rs. 10 each), Rs. 5 per Share paid up. Out of the accumulated 
profit the Board of Directors decides to issue one Bonus Share at a premium of 
Rs. 10 for every fully paid Shares held and to make partly paid Shares fully paid. 


Give necessary journal entries. 


Solution : 
In the Books of X Co. Ltd. 


(C. U. B. Com., 1976) 


JOURNAL Dr. Cr. 
Date Particulars L.F. Amount | Amount 
Rs. Rs. 
K Equity Share Final Call Account Dr. 10,000 
У To Equity Share Capital Account 10,000 
Being the Final Call money @ Rs. 5 per share due 
on 2,000 Shares as per Board's Resolution No. .. 
and dated .. 
$5 General Reserve Account Dr. 1,90,000 у 
To Bonus to Shareholders Account 1,90,000 
Being the amount of bonus sanctioned as per 
General Meeting Resolution No. .. and dated .. 
ч Bonus to Shareholders Account Dr. 1,90,000 
To Equity Share Final Call Account 10,000 
+» Equity Share Capital Account 90,000 
» Share Premium Account 90,000 


Being the amount of bonus utilised to issue one 
bonus share against 9,000 Equity Shares of Rs. 10 
| each fully paid at a premium of Rs. 10 per share 


and to make 200 partly paid Shares as fully paid 


* 


bou: 
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Working Notes : 


Amount due in last call =2,000xRs. 5=Rs. 10,000 
Amount due for Share capital —9,000х Rs. 10=Rs. 90,000 
Amount due for Share premium—9,000:« Rs. 10=Rs. 90,000 


Amount of Total Bonus Rs. 1,90,000 
=ош шшш 


Issue of Preference Shares 


A company can issue the Preference Shares to the public, if the clause of issue 
of Preference Shares is in the Articles of Association of the company. The 
company can forfeit the shares for non-payment of due instalments, after taking 
necessary legal steps according to the Indian companies Act, 1956. The procedure 
of issue of Preference Shares is same as the procedure of issue of Equity Shares 
In brief, we can say that the name of Preference shares with the fixed rate of 
dividend is to be recorded in place of Equity Shares on its issue. 


Debentures 


Definition: A Debenture is a document of loan by the exchange of which a 
company can collect loan capital from the public at a fixed rate of interest. 


Under section 120 of the companies Act, 1956, a company can collect loan 
capital from public by the issue debentures at a fixed rate of interest, when paidup 
capital is insufficient to maintain the business. The debentures may be issued at 
par, at premium and at discount, like Equity shares and Preference shares. If the 
rate of interest on debentures is given in the problem, the rate of interest is to be 
recorded with the debentures ; as 6% Debentures. 

Classification of Debentures : Firstly, according to the nature of mortgage, 
the debentures may be divided into two classes : 

(a) Simple or Nacked Debentures: The debentures which are issued to 
public without any mortgage of a company’s assets are called Simple or 
Nacked, Debentures. The debentureholders are treated as the unsecured 
creditors. 

(b) Mortgage Debentures : The debentures which are issued to public after 
giving necessary mortgage of a company’s assets are called Mortgage Debentures. 
The debentureholders are called secured creditors of a company. 


Secondly, according to the nature of redeemption of debentures, the 


debentures may be divided into two classes : 
(a) Redeemable Debentures : The debentures which are issued to public оп. 


à condition to repay the debentures after a specific period of time are called Re- 


deemable Debentures. 

(b) Perpetual or Irredeemable Debentures : The debentures which are issued 
to public without any condition to repay the debentures after a specific period of 
time, are called Perpetual or Irredeemable Debentures. Generally, the debentures 
are repaid on dissolution or non-payment interest within a specific period of time. 

Simply, the holders of those debentures cannot claim repayment before 
dissolution of the company or non-payment of interest within a specific period of 
time is called Perpetual or Irredeemable Debentures, 
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Differences between Shares and Debentures : The units which are to be issued 
to the shareholders to acquire the share capital is called Shares. 

The documents which are to be issued to public to acquire loan capital by a 
company are called Debentures. 

The differences between shares and debentures are given below : 


SHARES DEBENTURES 

1. A company can collect its share capital | 1. А company can collect its loan capital 
by issue of shares. by issue of debentures. 

2. Each shareholder is an owner of а | 2. Each debentureholder is a creditor of 
company a company. 

3. The owned capital is to be collected by | 3. The loan capital is to be collected by the 
the issue of shares, issue of debentures. 

4. In the case of profit, a shareholder may | 4. The  debentureholder cannot claim 
receive dividend ; but he cannot claim dividend on profit of a company, but he 
dividend in case of loss. is entitled to receive interest even in the 

case of loss 

5. The equity shareholders are the voters of | 5. The debentureholders are not voters of a 
a general meeting of a company. general meeting of a company. 

6. The amount of Equity Shares cannot be | 6. Generally, the amount of Debentures are 
redeemed except in the case of dissolu- to be redeemed at the end of a specific 
tion, The Redeemable preference share- period of time. 


holders are to be redeemed at the end of 
specific period of time. 
7. A shareholder can take part in manage- | 7. A debentureholder cannot take part in 


ment of a company. management of a company. 

8. On dissolution, the shareholders will | 8. On dissolution, the debentureholders will 
receive any amount after payment of all receive their claims prior to repaymentof 
liabilities including debentures. If there amount due to shareholders 


is no surplus to *pay the shareholders, 
they cannot claim anything. 
9. The units of share capital are called | 9, The units of loan capital 


shares debentures are called 
10. The distribution of dividend to the share- | 10. The payment of interest to debenture- 
holders are shown in the Profit & Loss holders are shown in the Profit & Loss 
Appropriation Account, Account. 
11. The Indian Companies Act, 1956, has im- | 11. There is no restriction on issue of 
posed a few restrictions on a company to debentures at premium and at discount. 


issue shares at premium and at discount 


Issue of Debentures 


The procedure and accounting on issue of debentures are same as issue of 
Shares of a company. The amount of debentures may be realised by instalments 
or at a time. If the debentures are issued at premium, the amount of premium ` 
is to be recorded in the ‘Premium on Issue of Debenture Account’ and shown under 
the heading of ‘Reserve and surplus’ in the liabilities side of a company's Balance 
Sheet. If the debentures are issued at discount, the amount of discount is to be 
‘recorded in the ‘Loss on Issue of Debenture Account? under the heading of 
“Miscellaneous Expenditure’ in the assets side of a company’s Balance Sheet. 


З: The transactions relating to issue of debentures are shown in the f ollowing 
illustrations ; 5 
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(a) Amount of Debentures realised at a time : 


Illustration 4 : Madan Co. Ltd. issued 200 84% Debentures of Rs. 500 each 
at par. АП the money due on Debentures were duly received on 315 
March, 1985. Give the Journal entry on issue of Debentures. 


Solution : 


In the Books of Madan Co. Ltd. 
JOURNAL Dr. Cr. 


Particulars 


L.F. Amount | Amount 


1985 Rs. Rs. 
March | Bank Account Dr. 1,00,000 
31 To 8}% Debentures Account 1,00,000 


Being the amount received on 200 83% 
Debentures @ of Rs. 500 each at par 


(b) Amount of Debentures realised in various instalments : 
Illustration 5: Bhajan Co. Ltd. issued 1,000 74% Debentures of Rs. 100 
each at par payable as follows :, On application Rs. 30 ; On allotment Rs. 20 ; 


on first Call Rs. 25 and on final Call Rs. 25. All money due on various 
instalments of Debentures were duly received. Give the Journal entries. 


Solution : 


In the Books of Bhajan Co. Ltd. 


Dr. CASH BOOK Cr. 
Date Particulars L.F. | Amount | Date Particulars L.F. | Amount 
Rs. Rs. 
To 74% Debenture .. | By Balance c/d 1,00,000 
Application Account| 30,000 
Being application 


money received on 
1,000 Debentures 
(à) Rs. 30 each. 
To 73 % Debenture 
Allotment Account 20,000 
Being allotment 
money received on 
1,000 Debentures 
@ Rs. 20 each. 
To 74% Debenture 
First Call Account 25,000 
Being first call money 
received on 1,000 De- 
bentures @Rs. 25 each. 
To 719; Debenture 
Final Call Account 25,000 э 
Being final call money 
received on 1,000 De- 
bentures @Rs. 25 each. 


1,00,000 1,00,000 


To Balance b/d 1,00,000 
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т JOURNAL 


Date Particulars 


74% Debentures Application Account Dr, 
To 74% Debentures Account 

Being application money on 1,000 74% Debentures 

@Rs. 30 each transferred as per Board’s Resolu- 

tion No. .. and dated .. 

74% Debentures Allotment Account Dr. 
To 74% Debentures Account 

Being allotment money due on 1,000 74% 

Debentures @Rs. 20 each as per Board’s 

Resolution No..... and dated .... 


74% Debentures First Call Account Dr. 
To 74% Debentures Account 

Being first call money due on 1,000 73% 

Debentures @ Rs. 25 each as per Board’s Resolu- 

tion Мо... and dated .. 

7$% Debentures Final Call Account Dr. 
To 74% Debentures Account 

Being final call money due on 1,000 73% 

Debentures (2 Rs. 25 each as per Board's 

Resolution No. .. and dated .. 


(c) Debenture issued at Premium : 
Illustration 6 : Sundar Co. Ltd. issued 200 6%, Debentures of Rs. 1,000 each 
at a premium of Rs. 100 per Debenture. All the money due on Debentures were 
duly received. Show the necessary Journal entries. 


Solution : 
In the Books of Sundar Co. Ltd. 


JOURNAL 


Date Particulars L.F. 


Bank Account 


' To 6% Debentures Account 

' ,, Premium on Issue of Debentures А ccount 
Being the amount received оп 200 6 % Debentures 
of Rs. 1,000 each at a premium of Rs. 100 per 
Debenture. x 


(d) Debenture issued at Discount : 


Rs. 
2,20,000 


Illustration 7 : Badar Co. Ltd. issued 500 9% Debentures of Rs. 200 each at 


а discount of 10%. All the moneys due on debentures were duly received. 


Show the necessary Journal entries. 


^ 
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Solution : 


In the Books of Badar Co. Ltd. 
JOURNAL Dr. Cr. 


Amount 


Particulars 


Rs. Rs. 
Bank Account Dr. 90,000 
Loss on Issue of Debentures Account Dr. 10,000 
1,00,000 


To 9% Debenture Account 
Being the amount received on 500 9% Debentures 
of Rs. 200 at a discount of 10% 


Capital Structure 


Definition : All sources of capital of a Joint Stock Company are called 
capital structure. For example, Equity shares, Preference shares, Debentures 
etc. form the capital structure of a company. 

Capital structure and capital employed are not same thing. There are many 
differences. The main difference is that ‘the sources of capital can be known from 
the capital strueture ; but the amount of capital introduced in a business can 
be determined with the help of capital employed’. 

Capital Structure and Debentures: All sources of capital of a business unit 
is called capital structure. But, the shareholders bears all types of risk of 
a company and receiye dividend only in the case of profit ofa company. The 
debenture is the source of loan capital of a company. But the debentureholder 
is entitled to receive interest éven in the case of loss of the company. In the case 
of dissolution, the amount due to debentureholders is to be repaid prior to repay- 
ment to the equity shareholders. For this reason, many learned men of Accoun- 
tancy do not want to include the debenture in determination of capital employed 
of a company. If the debentures are issued to public under the following terms 
and conditions, the amount realised from the debentures may be included with the 
capital structure of a company : М 

(i) The debentures are issued on the condition to convert into share capital 

if these are not, repaid within a specific period of time. 

(ii) The debentures are issued to raise the fixed capital of a company. 

But, the debentures are issued to raise the working capital of the company, 
then these will not be included with the capital structure of a company. 


Solution of Important Problems 


Illustration 8 : Bengal Boys Ltd. with an authorised capital of Rs. 1,00,000 
in Equity Shares of Rs. 10 each issued 4,000 Equity Shares, payable Rs. 2°50 on 
Application, Rs. 2:50 on Allotment and Rs. 5 on Final Call. All moneys payable - 
up to allotment were duly received by the company except that one shareholder 


holding 500 shares failed to pay the allotment money. 
Show the Journal entries and Ledger Accounts in the books of the company 


and draw up the Balance Sheet as on the last date. (Н. S. Examination, 1978) 
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Solution : 


In the Books of Bengal Boys Ltd. 
JOURNAL 


Bank Account 
To Shares Application Account 
Being the receipt of Application money @ 
Rs. 2°50 per share on 4,000 Equity Shares. 
Shares Application Account 
To Shares Capital Account 
Being the allotment of 4,000 Equity Shares @ 
Rs. 2:50 per share as per Board's Resolution 
No. .... dated .... 
Shares Allotment Account 
To Shares Capital Account 
Being the Allotment money due on 4,000 Equity 
Share @ Rs. 2°50 per share as per Board's 
Resolution No. .... dated .... 
Bank Account 
To Shares Allotment Account 


Dr. 


Dr. 


10,000 


10,000 


8,750 


Being the amount received for Allotment money 
@ Rs. 2°50 per share on 3,500 shares. 


Ledger 
Dr, SHARES APPLICATION ACCOUNT Cr. 


Amount Particulars 


Rs. 
10,000 


Particulars 


To Shares Capital A/c. | By Bank А/с. 


Dr. SHARES ALLOTMENT ACCOUNT Cr. 
ы 
Date Particulars kt Particulars 
To Shares Capital A/c. By Bank A/c. 
By Balance c/d 


To Balance b/d 
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Dr. EQUITY SHARES CAPITAL ACCOUNT 
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Cr. 


Particulars Date Particulars 


Amount 


By Shares 
Application A/c 

By Shares 
Allotment A/c 


To Balance c/d 


By Balance b/d 


Dr. BANK ACCOUNT 


Amount | Date Particulars 


20,000 


By Balance c/d 


To Shares Application 
Alc 

To Shares Allotment, 
Alc 


To Balance b/d 


Liabilities Assets 


Current Assets : 
Cash at Bank 


Authorised Capital 
10,000 Equity Shares of 
Rs. 10°00 per share 


Issued & Subscribed Capital 
4,000 Equity Shares of 
Rs. 10°00 per share 


Paid-up Capital 
4,000 Equity Shares of 
Rs. 10°00 per share, 
Rs. 5 called up 20,000 
Less Calls in Arrear 1,250 


18,750 
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Working Notes : 
STATEMENT CASH RECEIVED 


No. of Shares—4,000 ; Face value of Share—Rs. 10 each 


————————————————————— 


Amount of Instalments Amount due 


Cash received 


Application Rs. 2°50 
Allotment Rs. 2°50 


4,000 Shares @ Rs. 2°50=Rs. 10,000 
4,000 Shares @ Rs. 2°50=Rs. 10,000 


Rs. 10,000 
3,500x Rs. 2°50=Rs. 8,750 


Illustration9 : Zenith Co. Ltd. has an issued capital of Rs. 1,00,000 in 
Equity Shares of Rs. 10 each, Rs. 8 per share called up and paid up with 
the exception of one shareholder, who failed to pay the call money of Rs. 2 per 
share on his 500 shares. These shares were forfeited and eventually issued to a 
new shareholder who paid Rs. 1,500 for the shares. 


You are required to journalise the transactions and record them in the ledger 
of the company. Show also the Balance Sheet in this connection. 


(С. U, Three-Year Degree Course, В, Com., 1964) 


LÀ 
Solution : 
In the Books of Zenith Co. Ltd. 
JOURNAL Dr. Cr. 
Date Particulars L.F. | Amount | Amount 
Rs. Rs. 
Equity Shares Capital Account (Rs. 8 < 500) Dr. 4,000 
To Calls in Arrear Account 1,000 
To Forfeited Shares Account 3,000 
Being the forfeiture of 500 shares for non-payment 
of call money of Rs. 2 per share as per Board's | 
Resolution No. .... and dated .... 
Bank Account Dr. 1,500 
Forfeited Shares Account Dr. 2,500 
To Equity Shares Capital Account | б 4,000 
Being 500 shares of Rs. 10 cach, Rs. 8 being called | 
up, previously forfeited, now re-issued for Rs. 1,500 
Forfeited Shares Account Dr. 500 
To Capital Reserve Account 500 
Being the profit remaining after re-issue of 500 
forfeited shares, transferred to Capital Reserve 
Account 


. : 
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Ledger 
Dr. BANK ACCOUNT cr. 
Particulars J.F. | Amount ‘ 
Rs. 
To Balance b/d By Balance c/d 
»» Equity Shares 
Capital A/c 
To Balance b/d ты 
i 
Dr. EQUITY SHARES CAPITAL ACCOUNT Cr. 
Date Particulars J.F. | Amount | Date Particulars J.F.| Amount 
Rs. Rs. 
То Calls in Arrear .. | By Balance b/d 80,000 
А/с 1,000 », Bank A/c 1,500 
„ Forféted Shares А », Forfeited 
Alc 3,000 Shares A/c 2,500 
» Balance c/d 80,000 
84,000 84,000 
By Balance b/d 80,000 ы 
Dr. CALLS IN ARREAR ACCOUNT Cr. Ҹ 
Date Particulars J.F. | Amount | Date Particulars J.F.| Amount 
Rs. Rs. 
To Balance b/d 1,000 ie By Equity Shares 1,000 
Capital A/c __— 
| 
3 
Dr. FORFEITED SHARES ACCOUNT. Cr. 
a. 
J.F. | Amount Particulars J.F. | Amount 4 
Rs. ; E 
To Equity Shares By Equity Shares 
Capital A/c Capital A/c 3,000 \ 
» Capital Reserve 
Alc ' 
3,000 
— 
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Dr. CAPITAL RESERVE ACCOUNT Cr. 
Date Particulars | J.F. | Amount | Date Particulars J.F. | Amount 
Rs. Rs. 
To Balance c/d 500 | .. | By Forfeited 500 
= $һагез А/с EEA 
1 By Balance b/d 500 


Zenith Co. Ltd. 


BALANCE SHEET AS AT....19.... 


—— 


Liabilities Assets Amount 


Rs. 
Curren Assets : 
Cash at Bank 


Shares Capital : 
Authorised Capital : 
Shares of Rs. 10 each 


Issued & Subscribed Capital : 
10,000 Shares of Rs. 10 each, 
Rs. 8 being called up 

Reserves & Surplus : 

Capital Reserve 


Working Notes : (i) Amount of Share forfeiture—500 shares x Rs. (8—2) or 
Rs. 6=Rs. .3,000. 


(ii) Amount of Capital Reserve after re-issue of forfeited shares— Rs. 3,000— 
Rs. (4,000—1,500)=Rs. 500. : 


Illustration 10 : Tripura Paper Mills Ltd. invited applications for 1,00,000 
shares of Rs. 10 each on Ist January, 1978. The price of the shares was payable 
asfollows : Rs. 2:50 with application ; Rs. 3:50 on allotment and balance of the 
amount on first and final call. 


The company received applications for 80,000 shares and the shares applied for 
were issued in full. All the amount due from the shareholders was received in full 
except in the case of one shareholder holding 250 shares who failed to pay the final 
call for which the shares were forfeited. 


Pass the necessary entries to record the above transactions. 


(Tripura H. S. Exam.,—1979) 


COMPANY : 477 


Solu'ion : 
Tripura Paper Mills Ltd. 


JOURNAL Dr. Cr. 
PE z s ARNM чыз __. 
Date Particulars L.F. Amount | Amount 
1978 Rs. Rs. 
Jan, 1 | Bank Account Dr. 2,00,000 
To Shares Application Account | 2,00,000 


Being application money received on 80,000 shares 
@ Rs. 2°50 per share 


Shares Application Account Dr. 2,00,000 , 

To Shares Capital Account 2,00,000 
Being application money on 80,000 shares @ | 
Rs. 2'50 per share transferred as per Board's 
Resolution No. .... and dated .... 

Sit | | 

Shares Allotment Account Dr. 2,80,000 

To Shares Capital Account 2,80,000 - 
Being allotment money due on 80,000 shares @ 1 
Rs. 3:50 per share as per Board's Resolution 
No. .... and dated .... | 
Bank Account Dr. | 2,80,000 

To Shares Allotment Account | 2,80,000 
Being allotment money received on 80,000 shares 
(à) Rs. 3:50 per share 


Shares First Call Account Dr. 1,60,000 

To Shares Capital Account | 1,60,000 
Being first call money due on 80,000 shares @ _ | 
Rs. 2'00 per share as per Board's Resolution 
No. .... and dated .... 


Bank Account Dr. 1,60,000 

To Shares First Call Account 1,60,000 
Being first call money received on 80,000 shares | 
@ Rs. 2°00 per share 


Shares Final Call Account Dr. 1,60,000 
To Shares Capital Account 

Being final call money due on 80,000 shares @ 

Rs. 2°00 per share as per Board's Resolution 

No..... and dated... 


Bank Account Dr. 1,59,500 

To Shares Final Call Account | 1,59,500 
Being final call money received on 79,750 shares 
(à Rs. 2:00 per share 


Shares Capital Account Dr. 2,500 

То Shares Final Call Account 500 

» Forfeited Shares Account 2,000 

Being the forfeiture of 250 shares for non- 

payment of final call money as per Board's Reso- 
lution No..... and dated.... 
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1. Working Notes : 
NO. OF SHARES—80,000 SHARES ; FACE VALUE—Rs. 10 


Amount of Instalments Amount Due | Cash Received 
Application Rs, 2°50 80,000 Shares @ 2°50 | Rs. 2,00,000 
Allotment Rs, 3°50 80,000 Shares @ 3°50 Rs. 2,80,000 
First Call Rs. 2°00 80,000 Shares @ 2:00 Rs. 1,60,000 
Final Call Rs. 2°00 80,000 Shares @ 2°00 79,750 x Rs. 2=Rs. 1,59,500 


2. It is assumed that First Call and Final Call are Rs. 2°00 each. 
3. Amount of share forfeiture=250 shares @ Rs. 10 each— Calls in arrears—Rs. 2,500— 
Rs. 500 or Rs. 2,000. 


Illustration 11 : Tripura Sugar Mills Ltd. invited applications for 10,000 
Equity Shares of Rs. 100 each on Ist April, 1978. The price of the shares 
was payable as follows : on Application Rs. 30 ; on Allotment Rs. 20 ; on First 
Call Rs. 25 ; on Final Call Rs. 25. 

8,700 shares were applied for and allotted. АП moneys were received with 
the exception of First and Final Calls 150 shares held by Sunil Das. 

Pass necessary Journal Entries in the books of Tripura Sugar Mills Ltd. 

(Tripura H. S. Examination, 1980) 


Solution : 
In the Books of Tripura Sugar Mills Ltd. 
JOURNAL Dr. Cr. 
Date Particulars L.F. Amount | Amount 
1978 Rs. Rs. 
April 1 | Bank Account Dr. 2,61,000 
To Shares Application Account 2,61,000 


Being application money received on 8,700 shares 
@ Rs. 30 per share 


Shares Application Account Dr. 2,61,000 

To Shares Capital Account 2,61,000 
Being application money on 8,700 shares @ 
Rs. 30 per share transferred as per Board's 
Resolution No..... and dated.... 


Shares Allotment Account Dr. 1,74,000 

To Shares Capital Account 1,74,000 
Being allotment money due on 8,700 shares @ 
Rs. 20 per share as per Board's Resolution Мо... 
and dated.... 


(Contd.) 
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JOURNAL (Contd.) Dr. Cr. 
Date Particulars L.F. | Amount | Amount 
1978 Rs. | Rs. 
April1 | Bank Account Dr. 1,74,000 | 
To Shares Allotment Account | 1,74,000 
| 


Being allotment money received on 8,700 shares 

@ Rs. 20 per share 

*| Shares First Call Account Dr. 2,17,500 
To Shares Capital Account 2,17,500 

Boing first call money due on 8,700 shares @ 

Rs. 25 per share as per Board’s Resolution 

No..... and dated.... 


Bank Account Dr. 2,13,750 
Call in Arrears Account Dr. 3,750 

To Shares First Call Account A 
Being first call money received on 8,550 shares 
@ Rs. 25 per share and 150 shares held by Sunil 
Das unable to pay the first call money 


2,17,500 


Shares Final Call Account Dr. 2,17,500 

To Shares Capital Account 2,17,500 
Being the amount due on 8,700 shares @ Rs. 25 
per share as per Board's Resolution No.....and 
dated.... 


Bank Account Dr. 2,13,750 
Calls in Arrears Account Dr. 3,750 

To Shares Final Call Account 2,17,500 
Being share final call money received on 8,550 
shares @ Rs. 25 per shares and 150 shares held 
by Sunil Das unable to pay the final call money 


m 
Working Notes : 
NO. OF SHARES 8,700 SHARES, FACE VALUE Rs, 100 PER SHARE 


Amount of Instalments Amount Due Cash Received 


Application Rs, 30 8,700 Shares x Rs. 30=Rs. 2,61,000 8,700 x Rs. 30=Rs. 2,61 ,000 
Allotment Rs, 20 8,700 Shares x Rs. 20=Rs. 1,74,000 8,700 x Rs. 20=Rs. 1,74,000 
First Call Rs, 25 8,700 Shares x Rs. 25=Rs. 2,17,500 8,550 х Rs. 25=Rs. 2,13,750 
Final Call Rs. 25 8,700 Shares х Rs. 25—Rs. 2,17,500 8,550 Ёз. 25-: Rs. 2,13,750 


€ уы RY € a САЛАНЫ ысы ыи к= иес е 
Illustration 12 : The Alpha Co. Ltd. issued 10,000 Equity Shares of Rs. 10 

each Rs. 3 is payable on application, Rs. 2 on allotment and Rs, 5 oa call 

per share. The applications were duly received and the shares properly allotted. 


The amounts payable were timely received. i 
Journalise the transactions and show the Equity Share Capital Account of the 


Company. 


(Н. S. Council Examination, 1980 
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Solution : 
Alpha Co. Ltd. 
JOURNAL Dr. Cr. 
Date Patticulars L.F. | Amount | Amount 

Rx o roi p ant 

Ёз. Rs 

i: Bank Account 30,000 

To Shares Application Account 30,000 


Being application money received on 10,000 

shares @ Rs. 3 each 

Shares Application Account Dr. 30,000 
To Equity Shares Capital Account 30,000 

Being application money on 10,000 shares @ 

Rs. 3 per share transferred as per Board’s Reso- 

lution No.....and dated.... 


Shares Allotment Account Dr. 20,000 
To Equity Shares Capital Account 20,000 
Being shares allotment money due on 10,000 
shares @ Rs. 2 per share as per Board's Reso- 
lution No..... and dated.... 
Bank Account Dr. 20,000 
To Shares Allotment Account 20,000 
Being allotment money received on 10,000 shares 
@ Rs. 2 per share 


Shares First & Final Call Account Dr. 50,000 

To Equity Shares Capital Account 50,000 
Being first & final call money due on 10,000 
shares (à 5 per share as per Board's Resolution 
No..... and dated.... 


Bank Account Dr. 50,000 
To Shares First & Final Call Account 50,000 
Being first & final call money received on 10,000 
shares @ Rs. 5 per share 
Dr. EQUITY SHARES CAPITAL ACCOUNT Cr. 
Date Particulars Particulars J.F. | Amount 
Rs. 
To Balance c/d By Shares Applica- 
tion Account 30,000 
» Shares Allotment 
Account 20,000 
» Share First & 
Final Call Account 50,000 
1,00,000 
sensn 


By Balance b/d 1,00,000 


" 


X COMPANY 4.81 
Working Notes : 


{ | STATEMENT OF CASH RECEIVED 


No. of Shares 10,000, Face Value of Shares Rs. 10 each 


Amount of Instalments Amount Due Amount Received 
Application 10,000 Shares @ Rs. 3.00 Rs. 30,000 
Allotment 10,000 Shares @ Rs. 2.00 Rs. 20,000 
First & Final Call 10,000 Shares (à) Rs. 5.00 Rs. 50,000 


——— ————————— 
Illustration 13: А Limited Company invited applications for 30,000 shares 


of Rs. 10°00 each. The share money was payable Rs. 2:00 on application, 
Rs. 3:00 on allotment and the balance in first and final call. Applications were 
received for all the shares and the shares were duly allotted. The company 
received all money due except on 300 shares held by one shareholder who failed 
to pay the call money. The shares were forfeited and eventually issued to a new 
shareholder who paid Rs. 2,000 for these shares. 

Show the Journal entries and the Balance Sheet of the company. 


Solution : 
JOURNAL Dr. Cr. 


Date Particulars L.F. | Amount | Amount 


Rs. Rs. 

Bank Account Dr. 60,000 
To Shares Application Account 

Being the amount received on 30,000 shares (à 


Rs. 2'00 per share 


60,000 


Shares Application Account Dr. 60,000 
То Shares Capital Account 

Being the amount on 30,000 shares @ Rs. 2°00 

per share transferred as per Board's Resolution 


No..... and dated.... 


60,000 


Shares Allotment Account Dr. 90,000 
To Shares Capital Account 

Being the amount due on 30,000 shares @ 

Rs. 3°00 per share as per Board's Resolution 


No..... and dated.... 


90,000 


Bank Account & Dr. 90,000 
То Shares Allotment Áccount 
Being the amount received on 30,000 shares @ 


Rs. 3.00 per share 


90,000 


Share First & Final Call Account Dr. 
To Shares Capital Account 

Being the amount due on 30,000 @ Rs. 5.00 per 

share as per Board's Resolution No..... and 

dated.... 


1,50,000 
1,50,000 


(Contd.) 
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Dr. Cr. 
——————————— 
Dite Particulars L.F. | Amount| Amount 
Rs. Rs, 
Bank Account Dr. | 1,48,500 
Calls in arrears Account Dr. 1,500 | 
To Share First & Final Call 1,50,000 


Being the amount received on 29,700 shares @ 

Rs. 5'00 per share and unpaid amount on 300 | 

shares @ Rs, 5.00 per share transferred 

Shares Capital Account Dr. 3,000 
"To Calls in arrears Account | 1,500 
»» Forfieited Shares Account | 

Being 300 shares forfeited for non-payment of 

first & final call as per Board's Resolution No... | 


and dated.... 
| Bank Account Dr. 2,000 
Forfieited Shares Account Dr. 1,000 
| То Shares Capital Account 3,000 


Being the amount received on re-issue of 300 
shares and balance transferred from share 
forfeiture Account 


Forfieited Shares Account Dr. 500 
То Capital Reserve Account 500 
Being the balance transferred | 


BALANCE SHEET AS AT.... 


Liabilities Amount Assets Amount 
Rs. Rs. 
Issued and paid-up Capital : Current Assets : 
30,000 Shares @ Rs. 10°00 each Cash at Bank 3,00,500 
fully paid 3,00,000 
Reserve & Surplus : 
Capital Reserve 500 
3,00,500 3,00,500 


Working Notes : 


Ji; STATEMENT OF CASH RECEIVED 
| 
Amount of Instalments Amount Due Cash Received 
Application Rs. 2°00 30. ,000 Shares x Rs. 2 00—Rs. 60,000 Rs. 60,000 
Allotment Rs. 3°00 [30,000 Shares х Rs.3:00—Rs. 90,000 Rs. 90,000 
First & Final Call Rs. 5:00/30,000 Shares x Rs. 5°00= Rs. 1,50,000 | 29,700 x Rs. 500 


А =з. 1,48,500 
00.0002 
2. Amount of Capital Reserve after re-issue of forfeited shares—Rs. 1,500—(300 shares 

© Rs. 10—Rs. 2,000)—Rs. 500. 


COMPANY 


Rs. 100 each at a'discount of 5 %ipayable as follows : 


On application 
On first call 


Rs. 
15 
30 


On allotment 


On final 


all 
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Illustration 14: Jaya Co. Ltd] invited applications for 10,000 Shares of 


Rs. 
20 
30 


The applications received were for 8,000 shares and all of these were accepted. 
All money due were received except the first and final call on 200 shares which 
were forfeited. Subsequently 150 of the forfeited shares were re-issued @ Rs. 90 
as fully paid. The amount of share discount is adjustable on share allotment. 
Show the above transactions in the Cash Book and Journal Proper. 


Solution : 
In the Books of Jaya Co. Ltd. 


CASH BOOK 


Particulars Amount 1 


Particulars L.F.| Amount Date | 


To Shares Application] 
Account 
Being the appli- 
cation money | 
received on 8,000 
shares @ Rs. 15 
per share. 
To Shares Allotment 
Account 
Being the allot- 
ment money 
received on 8,000 
shares (à Rs. 20 
per share. 
To Shares First Call 
Account 
Being the first 
call money on 
7,800 shares @ 
Rs. 30 per share. 
To Shares Final Call 
Account 
Being the final 
call money on 
7,800 shares @ | 
Rs. 30 per share. 
To Shares Capital 
Account 
Being the amount 
received on 150 
shares (à Rs. 90 
per share on re- 
issue of shares. 


1,60,000 


2,34,000 


2,34,000 


13,500 


By Balance c/d 


7,61,500 


To Balance b/d 


a 
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JOURNAL Dr. Cr. 


Date Particulars L.F. Amount | Amount 


RS tm Rs. 

Shares Application A/c Dr. 1,20,000 
To Shares Capital A/c 1,20,000 

Being shares application money on 8,000 shares 

@ Rs. 15 per share transferred as per Board’s 

Resolution No..... and dated.... 

Shares Allotment A/c Dr. 1,60,000 

Shares Discount A/c Dr. 40,000 
To Shares Capital A/c 2,00,000 

Being the amount due on 8,000 shares @ Rs. 20 

per share and 5 % share discount adjusted as рег 

Board’s Resolution No..... and dated.... 

Shares First Call A/c Dr. 
To Shares Capital A/c ооо 

Being the amount due оп 8,000 shares @ Rs. 30 

per share as per Board's Resolution No... .. and 

dated.... 

Shares Final Call A/c Dr. 
To Shares Capital A/c 

Being the amount due on 8,000 shares @ Rs. 30 

per share as per Board's Resolution No..... and 

dated.. .. 

Shares Capital A/c Dr. 20,000 
To Shares First Call A/c 6,000 
To Shares Final Call A/c 6000 
To Shares Discount A/c 1,000 
To Forfeited Shares A/c 7,000 

Being the forfeiture of 200 shares for non-pay- 

ment of First and Final Call as per Board’s Re- 

solution No.. ...and dated. ... 

Shares Discount Dr. 750 

Shares Forfeiture A/c Dr. 750 
Te Shares Capital A/c 1,500 

Being the amount transferred from share 

forfeiture on reissued share of 150 forfeited 

shares as per Board's Resolution No... .. and 
dated.. .. 

Shares Forfeiture A/c Dr. 4,500 
To Capital Reserve 4,500 

Being the balance transferred 


2,40,000 


2,40,000 
2,40,000 


Working Notes : 
T. STATEMENT OF CASH RECEIVED 


No. of Shares 8,000, Face Value of Shares Rs. 100 each 
————————M 


Amount of Instalments Amount Due Cash Received 


Application Rs.15 | 8,000 Shares @ Rs. 15—Rs. 1,20,000 | 8,000 x Rs. 15—Rs. 1,20,000 
Allotment Rs. 20 | 8,000 Shares @ Rs. 20—Rs. 1,60,000 | 8,000 x Rs. 20— Rs. 1,60,000 
Shares First Call Ёз. 30 | 8,000 Shares @ Rs. 30— Rs. 2,40,000 | 7,800 x Rs. 30— Rs. 2,34,000 
Share Final Call Rs.30 | 8,000 Shares @ Rs. 30— Rs. 2,40,000 | 7,800 x Rs. 30— Rs. 2,34,000 


т 


| 


\ 


\ 
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Illustration 15 : Jupiter Со. Ltd. with an authorised capital of Rs. 5,00;000 
divided in Equity Shares of Rs. 20 each issued 15,000 Equity Shares, payable as 
follows : 

Rs. 5 on Application Rs. 4 on first call 
Rs. 5 on Allotment Rs. 6 on final call 


All the money were received by the company but one shareholder holding 300 
shares failed to pay the first and final call money. 
Show the necessary Journal entries to record the above transactions in 
the books of the Company. 
(Tripura Н. S. Examination—1983) 


Solution : 
Jupiter Co. Ltd. 


JOURNAL Dr. Cr. 
Date Particulars L.F. | Amount | Amount 
Rs. Rs. 
Bank Account Dr. 75,000 
To Shares Application Account 75,000 


Being the application money due on 15,000 
shares @ Rs. 5 per share 
Shares Application Account Dr. 75,000 
To Shares Capital Account 75,000 
Being the application money on 15,000 shares @ 
Rs. 5 per share transferred to former account as 
per Board's Resolution No.. .and dated. . 
Shares Allotment Account Dr. 75,000 
To Shares Capital Account 75,000 
Being the allotment money due on 15,000 shares 
(à) Rs. 5 per share as Board's Resolution No. .. 
and dated.... 
Bank Account Dr. 75,000 
То Shares Allotment Account 
Being the allotment money received on 15,000 
shaies @ Rs. 5 per share 
Share First Call Account Dr. 60,000 
То Shares Capital Account 60,000 
Being the first call money due on 15,000 shares 
@ Rs. 4 per share as per Board's Resolution 
No..... and dated... | 
Bank Account Dr. | 58,800 
To Shares First Call Account 58,800 
Being the first Call money received on 14,700 
shares @ Rs. 4 per share 
Shares Final Call Account Dr. | 90,000 
To Shares Capital Account 90,000 
Being the final call money due on 15,000 shares 
@ Rs. 6 per share as per Board's Resolution 
No..... and dated.... 
Bank Account Dr. 88,200 
To Shares Final Call Account | 88,200 


75,000 


Being the final call money received on 14,700 | 
| \ shares @ Rs. 6 per share. | 
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Working Notes : 
STATEMENT OF RECEIPTS OF CASH 


Number of Shares issued 15,000 shares Face value of shares Rs. 20 each 
Amount of Instalments Amount Due Cash Received 
Application Rs. 5 15,000 x Rs. 5=Rs. 75,000 15,000 х Rs. 5=Rs, 75,000 
Allotment Rs. 5 15,000 Rs. 5=Rs. 75,000 15,000 x Rs. 5=Rs. 75,000 
First Call Rs. 4 15,000 x Rs. 4— Rs. 60,000 14,700 x Rs. 4=Rs. 58,800 
Final Call Rs, 6 15,000 x Rs. 6=Rs. 90,000 14,700 x Rs. 6=Rs. 88,200 
Exercises 


(A) Essay-type Answer Questions : 
]. What do you mean by Share Capital of a company ? Describe the 
diflerent types of share of a company. 
Ans.: Write from ‘Shares (P. 4.51-4.53)] 
2. What are the constituents of a company's Capital ? Distinguish between 
Equity share and Preference share. Is debenture a part of Capital structure ? 
(Specimen Question of Н. S. Council—1978 & 1981) 


(Ans. : Write from ‘Capital of Company (P. 4.51), Differences between Equity 
Shares and Preference Shares (P. 4.53) and ‘Capital Structures and Debentures, 
(Р.4.71)] 

3. Distinguish between Equity share and Preference share. 

(Tripura Н. Р.—1982) 


[Ans. : Write from ‘Differences between Equity Shares and Preference Shares’ 
(P.4.53)] 
4. A company wants to raise capital. What are the various sources 
available to it ? 
(W. B. Н. S. Examination —1978 and Tripura—1978) 


[Ans. Write from ‘Sources of Capital of Companies’ (P. 4.50-4.51).] 
5. Distinguish between : 
(i) Share and Debenture ; (ii) Stock and Share. 

[Ans. : Write from ‘Differences between Shares and Debentures (P. 4.68) and 
Differences between Stock and Shares’ (P. 4.54).] 
(B) Short-type Answer Questions : 

l. Write short notes оп: 

(a) Authorised Capital; (b) Issued Capital; (c) Called-up Capital ; 
(d) Watered Capital ; (c) Reserve Capital. S 


{Ans.: Writefrom (a) Authorised Capital (Р. 4.51), (b) ‘Issued Capital 
(Р. 4.51) (c) Called-up Capital (P. 4.51), Watedred Capital (Р. 4.52), (d) Reserve 
Capital (Р. 4. 59). 


= 


COMPANY 4.87 


2. Write short notes on : 
(а) Share Premium, (b) Share Discount, (c) Bonus Share and (d) Debenture. 


[Ans. : Write from'(a) Share Premium (Р. 4.55), (b) Share Discount (P. 4.55), 
(c) Bonus Share (P. 4.65), Debentures (P. 4.50 & 4.67)]. 


(C) Practical Questions : 
(i) Issue, Forfeiture and Re-Issue of shares : 


1.. M/s. X, Y & Co. Ltd. had an authorised capital of Rs. 5,00,000 divided 
into 50,000 Equity shares of Rs. 10 each... The company issued all the shares and 
the money on the shares were payable, on Application Rs. 2, on Allotment Rs. 3, 
on First call Rs, 3 and on Final call Rs. 2. 


The whole issue was subscribed and duly paid up. Show the Journal entries 
and Ledger Accounts in the book of M/s. X, Y & Co. Ltd. in connection with 
the issue of such shares. 


[Ans.: Total of Share Capital Account, Rs. à,00,000.] 


2. ABC Co. was formed with an authorised capital of Rs. 10,00,000 divided 
into 10,000 Equity Shares of Rs. 100 cach. The company issued 6,000 shares, the 
moneys to be paid as follows : 

on Application Rs. 25 
on Allotment Rs. 25 
on First Call Rs. 30 
on Final Call Rs. 20 


All the 6,000 Equity Shares were subscribed and paid up. 
Show the relevant Journal entries and prepare the necessary accounts. 
[Ans. : Total of Share Capital Account, Rs. 6,00,000] 


3. Sen & Bose Co. Ltd, was registered with a nominal capital of Rs. 1,00,000 
divided in 10,000 Shares @ Rs. 10 each fully paid. The company offered for 
public subscription 9,000 Shares payable as Rs. 3:00 on application, Rs. 2:00 on 
allotment and balance on two equal calls. 10,500 Shares were applied for. The 
Board of Directors refunded the money received on 1500 Shares. All amount 
due on allotment and Share calls were realised except a shareholder who 
held 180 Shares, but could not pay the amount due on Share allotment and 
Share calls. 

Show the Journal entries to record the above transactions and also show the 
Balance Sheet after issue of above Shares. 


[Ans. : Total of Balance Sheet Rs. 88,740] 


A. Sona & Mana Co. Ltd. was registered with a nominal capital of 
Rs. 2,00,000 divided into 20,000 Shares @ Rs. 10 each fully paid. The company 
wanted to issue the above Shares @ Rs. 12 per Share including a premium of 
Rs. 2 per Share, payable as Rs, 2 on application, Rs. 4 (including premium) on _ 
allotment, Rs.2 on Share first call and Rs. 4 on Share final call. The company 
received 25,000 applications out of which 5,000 applications were refunded. The 
company received all amount due on allotment, Share first call and Share final call 
except a shareholder who held 250 Shares and was unable to pay the amount due 
on allotment, Share first call and Share final call. 
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After taking necessary legal provisions, the Board of Directors forfeited the 
above Shares and re-issued them @ Rs. 9 per Share. 

Show the necessary ledger accounts and the Balance Sheet of the company 
after re-issue of the above Shares. 


[Ans.: Total of Balance Sheet Rs. 2,39,750] 


5. XYZ Co. Ltd. issued a prospectus offering for public subscriptions 
5,00,000 Equity shares of Rs. 10 each at a premium of Rs. 2°50 per share. These 
shares were payable on application (including premium) Rs. 7:50, on allotment 
Rs. 2.00 and on first and final call Rs. 3.00 per' share. 

Applications were received for 7,60,000 shares along with the money. The 
Directors alloted 5,00,000 shares, rejecting out right applications for 2,60,000 
shares with refund of money realised thereon. The call was duly made on 
all shares and realised in exception of 20,000 shares. 

Show the Cash Book and the Journal entries and prepare the Balance Sheet 


of the company. 
[Ans.: Total of Balance Sheet Rs. 61,90,000] 


6. Alpha Co. Ltd. has an issued capital of Rs. 20,000 in Equity shares 
of Rs. 50 each, Rs. 40 per share called up and paid up with the exception of one 
shareholder holding 50 shares who failed to pay the call money of Rs. 10 per share. 
These shares were forfeited and eventually issued to a new shareholder who 
paid Rs. 1,000 for these shares. 

You are required to journalise the transactions in the books of the company. 

(C. U. B. Com., 1975) 


(Ans.: Capital Reserve Rs. 500] 


7. X Co. Ltd. was incorporated with 10,000 shares divided as 5,000 
Preference shares of Rs. 100 each and 5,000 Equity shares of Rs. 10 each. 


Preference Shares : Equity Shares : 

Application Rs. 50 Application Rs. 2°50 

Allotment Rs. 50 plus Rs. 5 Allotment Rs. 2:50 plus Rs. 2°50 
as premium as premium 


2,000 Preference shares and 4,000 Equity shares were applied for and 
necessary allotment was made. 

Give necessary Journal and Cash Book entries for the transactions and the 
resultant Balance Sheet. 


[C. U. B. Com. (Айу.) 1948—adapted] 
[Ans.: Total of Balance Sheet Rs. 2,40,000] 


8. A Limited Company with a nominal capital of Rs. 5,00,000 in shares 
of Rs. 10 each, issued 20,000 shares payable as Rs. 2.50 per share on application, 
Rs. 2.50 per share on allotment and Rs. 5.00 per share three months latter. All 
the money payable on allotment were duly received, but one shareholder failed to 
pay the amount due on allotment on his 250 shares, while another share- 
holder who held 200 shares, could not pay for last call. 
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Make the necessary Journal and Cash Book entries in the Company’s books 
to record the above transactions and show the company’s Balance Sheet. 


[C. U. B. Com. 1946—adapted] 
[Арѕ. : Total of Balance Sheet Rs. 1,97,125] 


9. 200 shares of Rs. 100 each which were fully called up were forfeited by 
the Board of Directors of a company on account of non-payment of the Final Call 
thereon @ Rs. 20 per share. 

Pass necessary Journal entries relating to forfeiture of shares. 


[C. U. B. Com. 1947—adapted] 
[Ans. : Share forfeiture Rs. 16,000] 


10. National Trading Co. Ltd. has an authorised capital of Rs. 2,00,000 
divided into 10,000 Equity shares of Rs. 20.00 each, payable as follows ; Rs. 8.00 
on application ; Rs. 5:00 on allotment, Rs. 3.00 on first call and Rs. 4.00 
on final call. 

Applications were received for 12,000 shares and application money on 2,000 
shares were refunded. All the applicants paid their dues in full with the exception 
of an applicant holding 100 shares who did not pay the call moneys. The shares 
were forfeited and eventually issued to a new shareholder who paid Rs. 1,600 for 
these shares. 


Give the Journal entries and the Balance Sheet of the Company. 
[Ans. : Total of Balance Sheet Rs. 2,00,900] 


11. A holds 100 shares of Rs. 10 each on which he has paid Re. 1 
on application. 

B holds 200 shares of Rs. 10 each and has paid Re. 1 on application 
and Rs. 2 on allotment. 


C holds 300 shares of Rs. 10 cach and has paid Re. 1 on application, Rs. 2 on 
allotment and Rs. 3 on first call. 


They all fail to pay their arrears and the final call of Rs. 4 per share and hence 
their shares were forfeited. The shares were re-issued at Rs. 11 per share. 
Pass the Journal entries. [C. U. B. Com., 1971) 


[Ans. : Capital Reserve Rs. 2,500] 


12. Jain Co. Ltd. offered for public subscriptions 20,000 shares of Rs. 10 
each fully paid at a market price of Rs. 12 each, payable as Rs. 2 on application, 
Rs. 4 (including premium) on allotment and balance on two equal calls at 
an interval of 3 months. Applications for 25,000 shares were received, application 
money on 5,000 shares being refunded. The shares are allotted and calls made 
and money due on the shares received except the first and final calls on 500 
shares. The shares are forfeited and re-issued at Rs. 9 per share. 

Show the necessary Journal entries and Balance Sheet after recording 
the above transactions. 


[Ans. : Capital Reserve Rs. 1,900 & Total Balance Sheet Rs. 2,41,500] 
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13. Highway Co. Ltd. had an Authorised capital of Rs. 5,00,000 divided 
into 50,000 Equity shares of Rs. 10:00 each. Out of these, the company wanted 
to issue only 40,000 shares at a premium of Rs. 2.50 per share. The share money 
was payable as follows: on Application Rs. 2.00; on Allotment Rs. 4.50 
(including premium) ; on first call Rs. 3.00 and final call Rs. 3.00. 

Applications for 36,000 shares only were received and accepted. АП money 
due were received except a shareholder who held 300 shares and did not 
pay call money. . 

Show the necessary Journal entries and Balance Sheet of Highway Co. Ltd. 


a [Ans.: Total of Balance Sheet Rs. 4,48,200] 


(ii) Bonus Share : 


14. Good-hope Co. Ltd. issued 5,000 Bonus shares of Rs. 10 each out 
of Reserve Fund Rs. 60,000. Give the necessary Journal entries. 


15. Bhanumati Co. Ltd. with a capital of Rs. 1,00,000 divided into 10,000 
shares of Rs. 10 each, had Rs. 65,000 in its Reserve Fund. It is resolved 
to capitalise Rs. 60,000, out of it by issuing 5,000 Bonus shares at Rs. 12 per share 
(including premium Rs. 2). Show the necessary journal entries. 


16. Gavaskar & Solkar Co. Ltd. with a shave capitpl of Rs. 8,00,000 
comprising 80,000 shares of Rs. 10 each had the following Ledger balances ; 
Rs. 1,30,000 in General Reserve ; Rs. 35,000 in Profit & Loss Account and 
Rs. 40,000 in share premium. 

It was decided to capitalise the above balances by issuing 18,000, shares of 
Rs. 10 each fully paid. 


Journalise the above transactions. 
17. The balance Sheet of Joint Traders Co. Ltd. on 31st March, 1985 was as 


follows : 


IUIUS иын ы ы ыш M———— E 


Liabilities Rs. Assets Rs. 
Share capital : Sundry Assets 10,00,000 
14,000 shares of Rs. 50 each 7,00,000 
Share premium 1,00,000 
Reserve Fund 80,000 
Profit & Loss Account 80,000 
Sundry Creditors 40,000 
10,00,000 10,00,000 


a MONUI MEM LL LL d 


The company decided to issue a Bonus shares for three shares held and. utilise 
for the purpose the share premium Rs. 1,00,000, Reserve Fund Rs. 80,000 and 
balance out of the Profit & Loss Account. 


Show the necessary Journal entries and Balance Sheet. 


[Ans : Total of Balance Sheet Rs. 10.00,000] 
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(iii) Issue of Debentures : 

18. Desai and Singh Co. Ltd. issued 1,000 8 % Debentures of Rs. 50 each at 
par. All the moneys due were received in full. Give the Journal entries in the 
books of the company. 

19. M. N. Co. Ltd. issued 2,000 5% Debenture of Rs.100 eachat par; 
payable Rs. 20 on Application, Rs. 30 Allotment, Rs. 20 on First call and Rs. 30 
on Final call. All moneys due are received in full. T 


Give necessary Journal entries and a Balance Sheet. 


[Ans. : Total of Balance Sheet Rs. 2,00,000] 


20. РОВ. Co. Ltd. issued 1,000 6% Debentures of Rs. 100 each at premium 
of Rs. 25, payable as to Rs. 25 on Application, Rs. 50 (including premium) on 
Allotment and Rs. 25 each on two subsequent calls. All money due thereon were 
received in full. 


Show the necessary Journal entries and the Balance Sheet. 


[Ans.: Total of Balance Sheet Rs. 1,25,000] 


21. Make Journal entries for the following transactions : 


(a) Amrita Co. Ltd. issued 1,000 6% Debentures of Rs. 100 each payable, 
Rs. 50 on application and Rs. 55 on allotment (including premium). 

(b) Sabita Co. Ltd. issued 1,000 6% Debentures of Rs. 100 each at a 
discount of 5% payable, Rs. 20 on application, Rs. 50 on allotment and the 
balance on call. (B. U. B. Com., 1970) 


(D) Objective Questions : 
1. Correct the following statements : 
(а) Share Capital of a company is a loan capital. 
(b) Debentures are the owned capital of a company. 
(c) There is no difference between Private Company and Public Company. 
(d) A private company must have at least 10 members. 
(e) Profit on re-issue of forfeited shares is transferred to Capital Account. 


CHAPTER ХХХ 


Accounting for Capital (contd.) 


——————————————————— 
Nature share Capital of a Co-operative Soceity— Differences between 
Shares of Co-operative soceity and shares of company. 


Co-operatives 


Definition : The concern which 15 formed by at least seven members ог 
more under the Co-operative Societies Act to fulfil the social and/or 
financial object of a community is called Co-operative. 


The minimum number of members of a Co-operative is seven ; but, 
the maximum number of members is not limited in the Co-operative Act. 
There is no separated Co-operative Soceities Act in West Bengal. The 
Co-operative Soceities of West Bengal are controlled and guided by the 
Co-operative Soceities Act, 1912. The Co-operative Soceities Act 1940 and 
the Co-operative Soceities Rules 1942. A Co-operative Soceity may be 
formed for various purposes. The names of important Co-operative Soceities 
are given below : 


(a) Co-operative Credit Soceity ; 

(b) Producers’ Co-operative Soceity ; 
(c) Consumers’ Co-operative Soceity ; 
(d) Land & House Building Soceity ; 
(e) Co-operative Transport Soceity etc. 


Nature of Capital of Co-operative Soceities : A Co-operative collects its 
owned Capital by issue of shares. But a soceity can not issue the share 
Capital more their authorised capital. 

The Capital of a Co-operative is divided into few units which are called 
shares of the Co-operative Soceity. The shares of a Co-operatjve soceity is 
not transferable. A shareholder can sell his shares and realise cash only 
when he terminates his relation with soceity. The amount of capital of a 
Co-operative Soceity depends upon the number of members. A member of 
a Co-operative Soceity can not purchase more than one share of the soceity. 
So, the Capital of a Co-operative Soceity will increase with the number of 
members and value per share. Similarly if the number of members will fall, 
the amount of capital will also decrease. The shares of a Co-operative soceity 
are issued in few instalements like the shares of a joint stock company. 


A Co-operative soceity can collect its loan capital from a Co-operative 
Bank and its member. It can create its internal capital out of profit of the 
soceity. 
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CO-OPERATIVE SOCIETIES 
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Differences between Shares of Co-operative Societies and Shares of 
Companies : The differences between the shares of Co-operative Societies and 
shares of companies are given below : 


Shares of Co-operative Societies 


Shares of Companies 


1. The shares are not purchased and sold in | 1. The shares are purchased and sold in a 
a share market. share market. 

2. The shares are not transferable to other | 2. The shares are transferable to other 
persons. persons, 

3. The member of a co-operative society is | 3. The members of a company can only 
entitled to receive cash from the society realise the value of shares on dissolution 
when he terminates his relation with the of the company. Again, they can sold 
society. their shares for want of money in the 

share market. 

4. The member of a co-operative society | 4. Any person can purchase shares from a 
will have to purchase its shares from the share market and becomes;a sharcholder 
society. of a company. 

5. A co-operative Society can sell a single | 5. А company can sell various types of 
type of shares (i.e. Equity Shares.) shares (i.e. Equity shares, Preference 

shares etc.). 

6, Entrance fee is to be paid to obtain | 6. No entrance fee is to be paid to obtain 
the membership of a co-operative the membership of a company. 
societies, 


Illustration 1 : The Paschim Noapara Co-operative Society has ап 


authorised capital of Rs. 1,00,000 divided into 1,000 equity shares of Rs. 
100 each, payable as follows: Rs. 20 on application, Rs 30 on allotment 
and Rs 50 on first & final call. 


750 applications are alloted to the members. All 
the allotment and first & final call money except 10 ‘members did not pay 
the allotment and call money. The shares are forfeited and re-issued to 
another 10 members for Rs 90 each. 


members paid 


Show the necessary journal entries, 
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Solution : 
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In the Books of Paschim Noapara Co-operative Society 


Date 


Rs. 20 per si 


solution No.. 


JOURNAL PROPER 


Particulars 


Bank Account 
To Share Application Account 
Being share application money on 750 shares @ 


re received 


Share Application Account 

To Share Capital Account 
Being share application money on 750 shares @ 
Rs. 20 per share transferred as per Board's Re- 
... and dated. 


Dr. 


tion No..... 


tion No..... 


Share Allotment Account 

To Share Capital Account 
Being share allotment money due on 750 
shares @ Rs. 30 per share as per Board’s Resolu- 


and dated.... 


Bank Account 

Calls in arrears Account 
To Share Allotment Account 

Being share allotment money received on 740 

shares @ Rs. 30 per share as per Board’s Resolu- 


and dated... . 


Share First & Final Call Account 
To Share Capital Account 
Being share first & final call money due on 750 
shares @ Rs. 50 each as per Board's Resolution 
No..... and dated.... 


Bank Account 

Call in arrears Account 
To Share First & Final Call Account 

Being share first & final call money received 

on 740 shares @ Rs. 50 each 


Dr. 
Dr. 


No..... and 


tion No..... 


Share Capital Account 
To Calls in arrears Account 
» Share Forfeiture Account 
Being 50 shares @ Rs. 100 per share called-up 
for non-payment of allotment and share first & 
final call money as per Board's Resolution 


dated... . 


Bank Account 
Forfeited Shares Account 

To Share Capital Account 
Being 50 shares of Rs.100 per share re-issued at 
Rs. 90 per share and balance transferred from 
Forfeited Shares Account as per Board’s Resolu- 


and dated. ... 


Forfeited Shares Account 
То Capital Reserve Account 
Being the balance of Forfeited Shares transferred 


Dr. 
Dr. 


15,000 


22,500 


22,200 


37,500 


37,000 


500 


1,000 


100 


15,000 


22,500 


22,500 


37,500 


37,500 


1,000 


100 
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Working-notes : 
STATEMENT OF CASH RECEIVED 


Amount of Instalments Amount Due Cash Received 


Application Rs. 20 750 Shares @ Rs. 20=Rs. 15,000 | 750 Shares @ Rs. 20=Rs, 15,000 
Allotment Rs. 30 750 Shares @ Rs. 30—Rs. 22,500 | 740 Shares @ Rs. 30=Rs. 22,200 
First & Final call Rs. 50) 750 Shares @ Rs. 50=Rs. 37,500 | 740 Shares @ Rs. 50—Rs. 37,000 


Exercises 

(A) Essay-type Answer Questions : 

1. Whatis a Co-operative Society. Write an essay on Co-operative 
Society. 

[4ns. : Write from ‘Co-operative Society’ (p. 4.92)] 

2. Distinguish between shares of a co-operative and shares of a 
company. 

[4ns.: Write from ‘Differences between shares of Co-operative Societies 
and shares of companies’, (р. 4.93)] 

3. : Describe the nature of capital of a Co-operative Societies. 

[Ans. : Write from ‘Nature of Capital of a шеше Societies’. (p.4.92)] 


(B) Practical Questions : 

1. Hijatee Co-operative Society has an authorised capital of Rs. 30,000 
of Rs. 10 each fully paid. Out of which 2,000 shares are alloted to the new 
members, the moneys to be paid as follows : 

On Application Rs. 2:00 
On Allotment Rs. 3:00 
On first call Rs. 2:50 тА 
On final call Rs. 2:50 

All the 2,000 shares were paid up except 50 members unable to pay the 

final call money and these shares were forfeited and re-issued at Rs. 8 per 


share. 
Share necessary journal entries and ledger account. 


(C) Objective Questions : 
(1) Correct the following sentences : 
(a) The shares of the co-operative societies are sold in the share 


market. 
(b) The shares of the co-operative societies are transferable like 


companies shares. 

(c) The payment of entrance fees of the co-operative societies 18 
not necessary. 

(d) A shareholder of a co-operative societies can purchase more 
than 50% of the total shares. / 

Ans.: (а) The shares of the co-operative societies are not sold in the 
share market. (b) The shares of the co-operative societies are not transferable 
like companies shares. (c) The payment entrance fees to the co-operative 
societies is necessary. (d) A shareholders of a co-operative society cannot 
purchase more than 50% of the total shares.] 


CHAPTER—XXXI 
Accounting for Capital (Contd.) 


Internal Capital—Reserves—Balance of Profit & Loss Account— 


Provision for Depreciation, 


Internal Capital 


Definition: The amount of capital which is collected from the internal 
sources of a concern (i.e out of profit) is called Internal capital. The inter- 
nal capital is shown in the following forms ; Reserves, credit balance of 
Profit & Loss Account, Provision for Depreciation etc, 

Nature of Internal Capital : The | creater of internal capital is the 
business concern itself. So, it cannot be supplied by the outsiders. The 
internal capital is not shown in a separate heading of the Balance 
Sheet. To determine the amount of internal capital, the amount of undis- 
tributed profit is to be ascertained. On creation of internal capital, the 
prosperity of a concern is to be proved. Again, the goodwill of a concern 
will increase on creation of internal capital. 

Objects of Creation of Internal Capital : The objects of creation of 
internal capital are given below : 

(i) A part of profit is not distributed to the proprietors to develop 
the financial position of a concern. 

(ii) А part of profit is introduced in a business to increase the 
working capital. 

(ii) The creation of internal capital is necessary for the development 
and explanation of business. 

(iv) The creation of internal capital is compulsory. Under the com- 
panies (Transfer to Reserves) Rules—1975, 10% of profit is to be transferred 
to the Reserve Account before declaration of dividend. 

Sources of Internal Capital : The main sources of internal capital of 
а business are—(a) Reserves, (b) Balance of Profit & Loss Account and 
(c) Provision for Doubtful Debts. 

The details of sources. of internal capital are discussed below : 

(a) Reserves: The total earned profit of a concern is not distributed 
to the proprietor or proprietors i.e. the full amount of profit is not withdrawn 
by the proprietors. А part of profit is kept in a business to strengthen 
the financial condition in form of reservc or reserves. General Reserve 
is created out of revenue profit and Capital Reserve is created out of capital 
profit. General Reserve is created by debiting the Profit & Loss Account 
and crediting the General Reserve Account. Similarly, Capital Reserve is 
created by debiting the Capital Profit and crediting the Capital Reserve 
Account. Generally, Capital Profit is created out of profit on sale of fixed 
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assets profit оп revaluation of assets and liabilities, premium on issue of 
shares or debentures, profit on redeemption of preference shares and 
debentures, profit on re-issue of frofeited shares, profit prior to incorporation 
etc, All types of reserves are the sources of internal capital. 

(b) Balance of Profit & Loss Account; The credit balance of Profit & 
Loss Account which is not withdrawn by the proprietor or proprietors (ie, 
a portion of undistributed profit) is called internal capital, Under section 87(2) 
of the Indian Companies Act, 1956, “the Board of Directors may also carry 
any profit ; which it may think prudent not to divide without setting them 
asa reserve”. Inthe case ofa sole-proprictorship and partnership business, 
the undistributed profit may not be shown in a Profit & Loss Account. 
Generally, the balance of Profit & Loss Account is transferred to the Capital 
Account of the proprietors or partners. But in the case of a company, 
the balance of a Profit & Loss Account is shwon separately under the heading 
‘Reserve & Surplus. The net assets of a business will increase in the 
case of profit and it will decrease in the case of loss. If the assets 
including cash are withdrawn by the proprietors, the wealth of the concern 
will decrease, So, the credit balance of Profit & Loss Account is a source 
of internal capital, but the debit balance of a Profit & Loss Account never 
be a source of internal capital of a business. Because, the debit balance 
of a Profit & Loss Account indicates the loss of the business. 

(c) Provision for Depreciation +. The reduction of value of fixed assets 
for their uses or any other causes within a particular period of time is called 
Depreciation. Really, depreciation is an estimated expenditure, Because the 
amount of actual depreciation cannot be correctly measured by any method 
or proper verification of assets. So, the charging of depreciation is nothing 
but a creation of Provision for Depreciation on fixed assets (е. Profit & 
Loss Account is to be debited and Provision for Depreciation Account 
is to be credited), Simply, we can say that a part of profit is retained in the 
business for future loss. When the assets are to be destroyed, damaged or 
demolished, the assets can be replaced by providing the funds from the 
provision for depreciation. If the amount of depreciation is invested outside 
the business, the amount of depreciation cannot be treated as a source of inter- 
nal capital, 

Is provision for Depreciation an Internal Capital ? : An estimated value of 
fixed assets which is reduced for their uses, obsolescence etc, and seta side 
out of profit as a provision for future loss, is called Provision for Deprecia- 
tion. The amount of provision for depreciation is not paid for the fixed assets 
in each accounting period. So, it is a portion of profit which is to be retained 
in the business until the fixed assets are replaced. So, it is a source of 
internal capital. 


Again, a group of learned men of Accountancy do not agree to recognise 
the provision for depreciation as a source of internal capital. They called that 
the reduction of value of fixed assets is depreciation. The amount of annual 
depreciation may be invested outside the concern under |the ! Depreciation 
Fund Method and Insurance Policy Method. So, the financial position will 
not improve until it is realised. Again, the financial position may be improved 
on maturity of the Sinking Fund and Insurance Policy, if it is not used to 
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replace the fixed assets immediately. Generally, cash is to be realised from - 
the fund and insurance policy on replacement of fixed assets. T 

Without going to decide whether it is an source of internal capital or not, — 
the modern learnedmen of Accountancy called the creation of provision for - 
depreciation is a process of maintenace of ‘financial capital.. The amount of - 
current assets like ; stock, debtors, cash etc. is not to be increased with the | 
account of provision for depreciation. Generally, these are to be increased only 
in the case of profit. So, it is better to say that the provision for depreciation 
is the process of maintenance of financial capital in place of source of internal 
capital. 


. Exercises 

(A) Essay-type Answer Questions : 

1, What is Internal Capital ? Describe the nature of Internal Capital. aa 

[Ans. : Write from ‘Internal Capital" (P. 4.96) and ‘Nature of Internal 
Capital’ (P, 4.96).] 

2. What is Internal Capital ? What are its different sources ? Is 
depreciation provision a sources of Internal Capital ? 

[ Tripura H. S., 1978, 1980, 1981, 1982. W.B.H.S. Examination—1984 ] 

‚[Апз.: Write from ‘Internal Capital’ (Р. 4.96), ‘Sources of Internal 
Capital’ (P. 4.96-4.97) and ‘Is depreciation provision is a source of Internal 
Capital’ (Р. 4.96)] : 

3... What is Internal Capital ? Is depreciation a source of Internal Capital ? 
Give reasons. [ Tripura. Н, S.—1982 ] 

[Ans. : Write from ‘Internal Capital’ (P.4.96 ) ‘Is depreciation provision a 
source of Internal Capital’ (P4.97-4.98).] 

(B) Short-type Answer Questions : 

l. Write short notes on : 

(i) Internal Capital and (ii) Provision for Depreciation, 

[4ns. : Write from ‘Internal Capital’ (P. 4.96) and ‘Provision -for 
Depreciation’ (P. 4.97).] 


CHAPTER XXXII 
Accounting for Revenue 


Revenue—Need for Recovery of Expenses—charging  against— 
Revenue, 


Revenue 


‘Revenue’ is defined by the experts in Accountancy in various outlooks, 
For this reasons, the definitions of Revenue are many in. number. 

According to Prof. Littleton, **Revenue is the money value of goods and 
services produced by a concern." 

Accordingto Prof. Henridriksen, "Revenue" is the exchange value of goods 
and services, rent, interest or dividend on investment etc, of a profit-seeking or 
non-profit-seeking concern". 

According to Prof. Bedford, ‘Revenue’ is the inflow of assets in exchange 
of goods or services during an accounting period. 

So, ‘Revenue’ is the money valie of inflow of assets in exchange of goods 
and services which are produced or collected by а profit-seeking concern or non- 
profit-seeking concern during an accounting period. 

Features of Revenue : The features of Revenue are discussed below : 

(1) Production or collection of Goods or services : The creation of Revenue 
depends upon the production, purchase or collection of goods or services during 
an accounting period. Without production, purchase or collection of goods or 
services, Revenue can not be raised. 

(2) Transfer of goods or Services: Unless and until goods and services 
are exchanged or sold, Revenue cannot be created in the books of the concern. 
But, a few experts in Accountancy agree to show the Revenue at the time of 
production when the realised value is confirmed and fixed. 

(3) Inflow of Assets: In the case of Revenue earning, the assets or 
promises to pay money areto be inflowed in the concern. Again, the liabilities 
may be reduced for revenue earning. So, without inflow of assets or promises 
to pay moncy or decrease of liabilities, Revenue may not be raised. 

(4) Measurable in term of Money: In the case of Revenue earning, the 
inflow of assets or promises to pay or decreases of liabilities must be measured 
in term of money. 

Need for Recovery of Expenses 

The main object of a profit-secking concern is to earn profit. For earning 
of profit, the exchange of goods or services is necessary. Again, for exchange 
of goods and services, the production or collection of these are necessary. 
For production or collection of goods or services, the payment of expenses is 
also necessary. The expenses are also to be recovered from Revenue at the 
time of determination of financial results. So, at the time of determination of 
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financial results, the amount of revenue, the amount of expenses are to be 
ascertained. 

But, the amount of profit or surplus of a concern depends upon the 
matching of a expenses with Revenue of an accounting period. The financial 
result is effected by the amount of expenses and incomes of an accounting 
period. If the amount of depreciation is determined less than the standard 
depreciation, the amount of profit will increase. Similarly, in the case of over- 
depreciation, the amountof profit will decrease. Again, at the end of effective 
life of the asset, the loss or profit on sale of scrap will effect the financial 
result. So, the recovery of actual expenses from actual Revenue of an accoun- 
ting period is necessary to determine the financial results (profit or loss) and 
financial position (assets and liabilities). 


Charging Expenses against Revenue 

To determine the financial results and financial position, the amount of 
expenses isto be deducted from the amount of Revenue. Ifthe amount of 
Revenue is more than the amount of expenses, the difference is called profit. 
Again if the amount of Revenue is less than the amount of expenses, the 
difference is called loss. So the actual amounts of Revenue and expenses are 
to be determined to ascertain the amount of profit. 

Revenue is meant by the inflow of assets or promises to pay in exchange 
of goods or services. The correct financial results may be determined if the 
full amount of produced or collected amount of goods or services are to be 
sold orexchanged during an accounting period. But it is not possible in 
practice. Because, a long-term business is a going concern and the production 
ofgoods and services isnot possible after completion of sale of goods and 
services. The opening stock will be held in a business : production or collection 
and sale of goods and services will be continued throughout the year. So, it 
is a problem to ascertain the correct amounts of Revenue and expenses for an 
accounting period. 

Again, the amount of financial capital cannot be maintained if the actual 
amounts of Revenue and expenses fora particular accounting period are 
ascertained (i.e. actual financial results and financial position are not ascerta- 
ined at the end of the accounting period). 


Information for Learners 


The details of *Revenue', ‘Need for Recovery Expenses’ and *Charging 
expenses against Revenue’ have already discussed under the heading *Preli- 
minary Ideas for Preparation of final Accounts ofa Business in Chapter XXV. 


Exercises 

(A) Essay-type Answer Questions : 

1. What is Revenue. Describe the features of Revenue. 
[ Ans. : Write from ‘Revenue’ (Р. 4.99) and ‘Features of Revenue (Р. 4.99)] 
3... Write an essay on ‘Need for Recovery of Expenses’. 
[Ans. : Write from ‘Need for Recovery of Expenses (P. 4.99-4.100)] 

3. Whatdo you mean by ‘charging against Revenue’? Describe the 

main problem of ascertainment of expenses. 
[Ans. : Write from ‘charging against Revenue’ [P. 4.100)] 


CHAPTER XXXIII 
Accounting Function 


Collection of data and their organisation— Preparation of organisation — 
Communication. through statements and. other means—Methods and 
frequency of communication—uses of accounting information and their 
characteristics. 


Accounting Function 


Definition : The collection of accounting data, preparation of accounting 
information and communication of information to the users of accounting 
information is called Accounting function. 


So, the accounting function may be divided into four groups: 
(i) Constructive (i.e. collection of accounting data) ; (ii) Recordative (i.e, 
journalising and posting); (iii Interpretative (i.e. analysis of accounting 
results) ; and (iv) Auditative (i.e. examination of recording and interpretation). 


Importance of Accounting Function : The accounting function in modern 
business is very important. If the accounting functions are not properly 
made in competative business, the development and prosperity of the business 
arenot bright. The correct data are to be collected from the proper sources. 
If the correct data are not collected from the sources, the proper planning and 
programming of a business activities are not possible. The proprietor or 
proprietors of the business can analyse the financial results and financial position 
with the help of financial statements and reports at the end of the accounting 
period and prepare the financial budget for the next accounting period. So, 
the administration and contro] ofa business unit depend upon the accounting 
function, 


Data 


Definition : The items by which decision can be taken or necessary 
information can be prepared for planning and decesion-making is called ‘data’. 

It is a Latin word which comes from the word ‘Datum.’ 

So, ‘data’ are the raw materials to the producer of the information. The 
raw materials cannot be consumed until they are converted to the finished 
goods. Similarly, *data' cannot be used until it is converted to *information'. 

Classfiication of Data : Firstly, according to the nature of data, it may be 
classified into two groups: (a) Accounting Data and (b) Non-accounting 
Data. 

(a) Accounting Data : The data which are used to prepare an accounting 
information are called accounting data. For example, a transaction is an 
accounting data. 
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(b) Non-accounting Data : The data which are not used to prepare an acco un- 
ting information is called non-accounting data. For example, a catalogue price 
is not an accounting data. 

Secondly, according to the nature of sources of data, the data may be 
classified into two groups—(a) Primary Data and (b) Secondary Data. 

(a) Primary Data : The data which are not used previously to prepare an 
information after collection from. its sources ( i.e. which are used first time to 
prepare an information) are called Primary Data. For example, cash memo, 
debit note, credit note, invoice etc. 

(b) Secondary Data: Thedata which have already used previously to prepare 
an information after collection from its sources before its present uses ( i.e. 
which are used to prepare an information for the second time or more ) are 
called Secondary Data. For example, Share Market price of the shares. 


Generally, the secondary data are to be collected from the following sources : 
(i) Chamber of Commerce: (ii) Share Market, (iii) Trade Association, 
(iv) Governments, Municipality, Corporation, U N O etc. (v) Daily News- 
paper, Journals etc., (vi) Statistical Institute, (vii) Books and Journals 
published by the statistical and educational institutions etc. , 


Thirdly, according to the nature of collection of sources of data, the data 
may be classified into two groups: (a) Internal Data and (b) External Data : 


(a) Internal Data: The Data which are to be collected from the concern 
who will prepare. an information, are called Internal Data. As, Journal, Ledger, 
Financial Statements etc. 

(b) External Data : The data which cannot be collected from the concern, 
who will prepare the information, (i.e. the data which are to be collected from 
the outside sources of the concern ) are called External Data. 


Generally, the external data may be collected by the following methods: 
© Statistical department of a concern, (ii) Collection of data through ques- 
tionnaire, (iii) Collection of data from books and journals, (iv) Collection 
of data from the government and private sectors, (v) Collection of data by 
local survey etc. 


s Organisation of Accounting Data : At the time of preparation of an accoun- 
ting information, the book-keeper correctly analyses, shorts and edits the 
accounting data. To preparean accounting information, the analysis, sorting 
and editing of an accounting data are called choosing of data. 


The items, which are necessary to prepare an accounting information, 
аге to be recorded systematically and tabulated in such a manner that the 
producer of the information can take the necessary items easily. For example, 
the transactions are recorded in journals and posted them in Ledger Accounts. 
It is called tabulation of data. So, the whole work of editing, sorting and 
analysis of accounting data is called organisation of accounting data. 


Gearing of Data : The utility of data depends upon the proper gearing. 
If the data are not properly geared, a correct information cannot be prepared 
by an organisation. So, the tabulation and organisation of data for prepara- 
tion of an information are called gearing of data. To explain the importance 
of gearing of data, Finney and Miller said that “of course, it is necessary to 
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know the kinds of data available, and to use judgement and imagination or 
organising the information, so, that the pertinent trends and relationship will be 
set forth”. The gearing of data depends on the nature of information. 
Generally, the proprietor or proprietors or directors of the business takes the 
suitable steps for gearing of data. 

Process of Preparation of Data: The following processes of work are 
to be done for preparation of information from data : те 

1. Collection and Measurement of Data : The events and transactions of 
a business are measured in terms of money. The items which cannot be 
measured in terms of money, cannot be termed as data. Again, the con- 
ditions like outstanding expenses, outstanding incomes, pre-received expenses, 
pre-paid incomes, depreciation etc can be expressed in term of money, so these 
are called data. The collection and measurement of data can be made in 
the following orders : 

(а) Sources of Data: Оп occurrance of business transactions, many 
documents are created for the evidences of the transactions ; like, cash memo, 
counterfoil, purchase order and invoice, sales invoice, debit note, credit note, 
complain letters etc. The necessary data may be collected from the documents 
of the concern. 

(b) Sorting : The ‘Data’ of a concern are to be tabulated according to 
their nature. For example, sales invoice for determination of credit sales, 
purchase invoice for determination of credit purchases etc, 

(c) Analysis : The producer of information analyses the accounting data 
before preparation of information. For example, the analysis of transactions 
in debit aspect and credit aspect, preparation of suitable accounting equation 
etc. 

Methods of Collection of Data: First, according to the procedure of 
collection and the methods of collection of data are divided into two classes : 
() Personal Investigation Method and (ii) Postal method of collection of 
data. $ 

(i) Personal Investigation Method : Under this method, the collector of 
data presents at the sources of the data and collects the data with the help 
of necessary questionnaire. The data is more correct. But it cannot be used 
extensively, because the collector cannot present at all sources of data. 

(ii) Postal Method of Collection: Under this method, a questionnaire is 
to be prepared for collection of data and sent by post to the sources of data. 
If the questionnaire is correctly answered by the sources, a correct data 
may be obtained. The person who cannot attend the sources, he can collect 
‘data’ under this method. The cost of collection of data is very minimum. 
The main disadvantages are that all questionnaires are not properly answered 
and secracy of data cannot be maintained. н 

Secondly, according to the extensiveness of the collection of data, the 
methods of collection of data are divided into two groups—(a) Population or 
Complete Enumeration and (b) Sample survey. 

(i) Population or Complete Enumeration: Under this method, all 
particulars of a ‘data’ are to be collected from the sources of data. For 
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example, in case of determination of population of a country, all people of 
houses, prisons, hospital etc. are to be counted. Under this method, all collected 
data are generally correct and true. The method is time-consuming and 
expensive. It is not applicable in all cases. The organisation of collection of 
data is not more effective in this system. 


(ii) Sample Survey Method : Under this method, ‘data’ of a whole things 
are to be collected from a part or selected few things. The ‘data’ may be 
collected from a huge amount of goods within a limited period of time. At 
present, the method is extensively used to collect ‘data’. Under this method, 
it may be collected in three procedures : (a) Random Sampling, (b) Stratified 
Sampling and (c) Systematic Sampling. 


2. Recording and Classifying or Tabulation : After collection of data, it will 
be recorded systematically in Journal and posted them in Ledger Accounts. 
The function of recording and classifying is called Tabulation. 


3.. Summarising and Reporting : After recording and classing an accounting 
data in Journal and posting them in Ledger accounts, the summary of recording 
and posting is tobe determined. For example, the preparation of a trial 
balance with the Ledger accounts’ balances. The financial reports are to be 
prepared with the summary of ‘data’, for example, Trading Account, Profit & 
Loss Account, Balance Sheet etc. 

After recording and Classifying of ‘data’, summarising and reporting are 
to be made in the following procedures : 


(a) Report : After recording and classifying of ‘data,’ the summary may 
be shown in forms of various reports. ‚ 

(b) ‘T’-form: The summary of recording and classifying may be shown 
in 'T'-form statement. As, Trading Account, Profit & Loss Account, Balance 
Sheet etc. 


(c) Graphs: At present, the suppliers of ‘data’ represent it in various 
graphs. Now it isa popular system of presenting data to the information makers. 
For example, Line-chart, Bar-chart, Pie-chart etc. The brief descriptions of the 
charts are given below : 


` 
(i) Line-chart : The chart in which ‘data’ of the particular items are shown 
ina line of a graph is called line-chart. Generally, horizontal lines are treated 
as time and vertical lines are treated as the amounts. Each side of squares in 
graph paper is treated as an unit of measurement. The collected data are put 
in a graph paper and drawn a line on the points, 


Illustration 1 : The particulars of Profits and Losses of a Limited Co. for 
9 years from 1977 to 1985 are given below : 


Years 1978 1979 1980 1981 | 1982 | 1983 1985 — 


Profit in Rs. | 20,000 | 30,000 | 25,000 | 35,000 | 2,000 1,000 | 20,000 
Loss in Rs. 3,000 | 8,000 
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You areto show the above data with the helpof a Line-chart taking 


suitable scales. 


Solution, : 


Two sides of 
small square area of 
OXarm are assumed 
as one year and two 
sides of OY arm are 
assumed as Rs, 10,000 
of profit. The two 
sides of OY' arm 
are assumed as 
Rs. 10,000 of loss 
and 1977 is treated 
as Ist year. 


(ii) Bar-chart : The chart in which ‘data’ is represented by drawing the 
bars is called Bar-chart. The ‘data’ is represented by drawing an oblong in 
graphs. The measurement of data is proportionately shown in graph papers, 

Illustration 2 : The particulars of Profits and Losses of a business of 
M/s. Kiran & Co., for the ten years from 1971 to 1980 are given below : 


STATEMENT OF PROFITS AND LOSSES 


Year 1971 | 1972] 1973 | 1974 | 1975 | 1976] 1977 
Profits in Rs. | 10,000 | 5,000 9,000 | 9,500 
Losses in Rs. 2,000 2,000 | 8,000 


Solution : 


In the Books of M/s. Kiran & Co. 


NY 


1978 


1,500 


1979 | 1980 


6,000 | 7,500 
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OY arm is used for profit, OY’ is used for loss and ОХ агт is used -for 


years. 
(iii) Pictograph : The chart in whicha special type of picture is used to 
present ‘data’ is called Pictograph. Every picture is used asan unit anda 
number is used for a picture. 
Illustration 3: The following figures regarding sales ofa firm for 4 years 
are given : А 
1977 Rs. 55,000 ; 1978 Rs. 47,200 ; 1979 Rs. 30,000 ; 1980 Rs. 42,500. 


Draw a pictograph showing above information in suitable picture. 


Solution : 


(iv) Pie-chart or Circular-chart : The chart in which ail ‘data’ and every 
type of ‘data’ are shown separately in a circle is called Pie-chart or Circular- 
chart. A circle is to be drawn at first and all ‘data’ are treated as the whole 
area of the circle. The area of the circle is to be |divided according to the 
number of each type of ‘data’. Generally, a percentage is to be used to determine 
the area ofeach ‘data’. The circumference of the circle is to be divided 
according to the quantity of data and added with centre point of the circle. 
The area of each type of ‘data’ may be drawn separately. 


Illustration 4 : Siva Sankar Co. Ltd., a manufacturing concern, incurred 
the following expenses to manufacture a machine : Raw materials Rs. 1,20,000 ; 
Direct Wages Rs. 80,000 ; Direct Expenses Rs. 40,000 and Overhead Charges 
Rs. 60,000. The machine is sold for Rs. 3,60,000. 

Draw a Pie-chartto indicate the percentage and degree in comparison to 
total sales. 
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In the Books of Siva Sankar Co. Ltd, 


STATEMENT OF ANGULAR DISTANCE OF A PIE-CHART 
———————D 


Items Amount Percentage of Sales Angular Distance 
1,20, 
1. Raw Materials | Rs.  1,20,000 dopo 100-339; 360° x 331 %=120° 
И 80,000 
2. Direct wages , 80,000 СОО х100=22#% 360° x 225%= 80° 
3. Direct Expenses | ,, 40,000 p x100—114 9; 360x115 %= 40° 
4. Overhead » 60,000 60,000 —163 * 360° х 168 = 60° 
| “з x100—163 9; ° 
5. Profit +» . 60,000 60,000 P %= 60° 
Spp 190-180 |. У m 
3,60,000 100% 360° 
—— —— == 
—ÀM—— e REIR e 


* 
2503 
кула 


Seling Price of the machine 


(v) Break-Even Chart: Cost of production of goods is to be divided 
into two classes—fixed cost and variable cost. The amount of fixed cost is 
not changed with the volume of production. But the amount of variable cost 
is proportionately changed with the volume of production. The volume of , 
production in which total sales is equal to total fixed cost and variable cost 
is called Break-Even point. The profitable state of production or optimum 
Production can be determined from the break-even chart. 
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Illustration 5 : The fixed cost of a firmis Rs. 40,000 and variable cost is 
Rs. 20 per production unit. The selling price is Rs. 30 per unit. Draw the 
Break-Even Chart of the firm. 


Solution: Profit 


2 
: б 
осо 
о 
в. 18 
S Ош 
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AED EROS pe ae am Ss 
‘6 12 Margin of Safety $2 
Ё 55 
2 
8 ys 
Е Hao 
3 88 
B4 5 
© 
х 
ц. 


24 32 40 48 72 


Production units in hundreds 
-Total Sales 40,000 


Break-Even Point ———————— S58 _ 5000 _ i 
(BEP) Sales per unit-Varioble cost unit 39-29 ^ 4009 units 


56 64 


Information 


Definition : ‘Information’ is an item which is used by the users and 
determined from ‘data’. After collection of data, the necessary information is 
to be prepared according to the requirement of users. As,the owners of the 
rice mills want to know the amount of production of paddy for a year. 
Generally, agricultural department and statistical department ofthe government 
publish the statement of production of each type of product. The owners 
of the rice mills determine the amount of production of paddy from the 
statements. 


In Accountancy, the function of a book-keeper is to prepare an information 
from the supplied ‘data’ through different process. So, data are the input and 
information is the output. - 


Accounting Information 
(Output) 


Accounting Data 


(Input) e Accounting Process |» 


and 
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Differences between Data and Information : 
But they are not to be used in same 


‘Information’ are same -thing, 


4.109 


A few persons told that ‘Data’ 


meaning. The differences between ‘Data’ and ‘Information’ are given below : 


hi 


ә 


Data 


Information 


‘Data’ is the original particulars of an 
event. 

‘Data’ is the raw materials of infor- 
mation. 


‘Information’ is the particulars from data 
for decision making. 


‘Information’ is the output of raw 
materials, i.e. ‘data’, 


‘Information’ is used by related persons 


3. ‘Data’ is used by the producers of infor- 
mation. according to their requirements. 
4. 'Data' is not systematic and organised. ‘Information’ is ја. systematic and 
organised item. 
5. The amount of data is very heavy. The amount of information is not heavy, 


‘Decision’ is to be taken with the help of 
information, 


6. ‘Decision’ is not to be taken with the help 
of ‘data’. 


Characteristics of Information : According to the nature of ‘data’, infor- 
mation has many characteristics. The main characteristics are discussed below : 

(a) Information must be unknown to the users of the information. 
If any information is known to the users it cannot be told as an ‘Information’, 

(b) An ‘information’ is to be supplied to anwer a particular question 
within a particular period of time. An ‘information’ may vary according to 
the nature of questions and period of time. 

Preparation of Information : The preparation of information out cf ‘data’ 
is an important aspect. An ‘information’ may be prepared through the 
different processes. Generally, two types of'information are prepared from 
‘data’.—(a) Regular Information and (b) Special Information. 

(a) Regular Information : The information which is regularly used in 4^ 
concern is called Regular Information, For example, Budgeted Profits & 
Loss Account, Statement of Production, Orders ete. 

(b) Special Information: The information which is used for a particular 
case is called Special Information, For example, Information regarding Tax, 
Duty, Import & Export ete. 

Communication of Information 2 

The importance of information depends upon the proper communication 
of information to users. The information must be communicated to proper 


persons in proper time. e 
Methods of Communication of Information : The methods ofcommunication 


of information may be divided into two types—(a) Communication through 
Statement and (b) Communication through other means. : | 

[A] Communication through a Statement: The information relating to 
particular item may be communicated to the users through a statement, In 
preparation of statement the following items must be kept in mind : (i) Proper 
heading of the statement, (ii) Date of collection of data, (iii) Name of pro- 
ducer of the information, (iv) Names of the users of information, (у) Name 
of unit, (vi) Date of communication of information, (vii) Brief description of 
an event, (viii) Special Note, (ix) Description of correct picture, (x) Correct 


figure, net and clean etc. 
25[ iv '85] 
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The advantages of communication through statement are given below : 
(a) The statement may be used as an important document of the concern. 
(b) The statement may be prepared correctly if proper attention is given in 
preparation of the statement. (с) The statement may be communicated easily 
to the users. (d) The communication may be made to the many users through 
the statement. 

The disadvantages of communication through the statement are given below : 

(a) The secrecy of information cannot be maintained when communication 
made through statement. (b) The proper explanation is of data is necessary to 
understand the information. (c) There may be the mistake in printing and 
typing. (d) If the size of the statement is very extensive, a correct information 
cannot be ascertained. 

How to remove the disadvantages of communications through statement ? : 
The disadvantages of communication through a statement can be removed if 
the necessary measurements are to be taken : 

(i) Thestatement may be prepared in sucha manner that only related 
person or persons can understand it. (ii) The mistakes in typing and printing 
may be protected if proper care isto be taken. (iii) А proper care is to be taken 
onthe size of the statement. (iv) The statementis to be prepared in such 
a manner that it is not necessary for further explanation. 

Specimen forms of statements for communication of information : The 
specimens of communication through statements are given below: 

1, Comparative Trading and Profit & Loss Account or statement: А state- 
ment may be prepared for comparative study of Trading and Profit & Loss 
Account for consequitive two or more years : 

TRADING AND PROFIT & LOSS ACCOUNT 

Dr. FOR THE YEAR ENDED 31ST DEC., 1983, 1984 & 1985 Cr. 

Particulars 1983 
Rs Rs. Rs. 


10,000 | 15,000 | By Sales less 
Returns | 50,000 | 80,000 |1,20,000 


Particulars 


To Opening stock| 8,000 
s» Purchases less 


Returns » Closing stock 10,000 | 15,000 | 30,000 
s Carriage 2,000 
» Freight 500 
» Wages 5,000 
s Profit & Loss 
A/c.—Gross 


Profit 
transferred 14,500 | 24,000 | 48,000 
60,000 | 95,000 |1,50,000 
SS pe—X — 


———— 


To Office and Ad- By Trading A/c. 
ministration — Gross Profit 
Expenses transferred 14,500 | 24,000 | 48,000 
s, Selling Expenses „ Interest on 
» Distribution Investment 1,000 | 2,200 2,700 
Ехрепѕеѕ » Dividend 500 800 1,300 


» Capital—Net 
Profit 
transferred to 

Capital A/e. 
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2. Statement of working capital : The statement by which amount of 
working capital is determined fora particular pzriod of time is called statement ` 
of working capital. The statement of working capital is discussed in Chapter 
No. XXXVI. 

3. Statement of changes in working capital: The statement by which the 
changes of working capital is shown for consequitive two or more years is 
called statement of changes in working capital. 


STATEMENT OF CHANGES IN WORKING CAPITAL 


1984 1985 Increase | Decrease 
Particulars | — of of 
Amount | Amount |Working | Working 


Amount | Amount 


Capital Capital 


Rs ~ Rs, Rs. Rs. Rs. Rs. 
Current Assets : 
Prepaid Expenses 500 600 100 — 
Cash 1,400 900 — 500 
Bank 3,000 4,500 1,500 — 
Debtors 5,000 7,300 2,300 — 
Bills Receivable 900 1,600 700 — 
Stores 1,200 1,400 200 — 
Stock 6,000 8,700 2,700 = 
Less Current Liabilities + |— 18,000 |—————| 25,000 
Unpaid Expenses 900 
Bills Payable 1,300 
Bank Overdraft 5,000 
Creditors 4,800 
Increase in Working 
Capital 


4. Fund flow statement: The statement in which sources of funds and 
heads of applications are shown for an accounting period is called fund flow 
statement. A speciman form ofthe statement is given below : 


FUND FLOW STATEMENT 
FOR THE YEAR ENDED 31ST DEC., 1985 
Application Amount 


Sources 


Redemption of Debentures — 
Redemption of Preference Shares — 
Repayment of Long-term Loan — 
Repayment of Short-term Loan — 
Purchase of Fixed Assets — 
Purchase of Investments С 
Non-trading Expenses — 
Payment of Dividend (1984) ш 
Increase of Working Capital 
(if any) i 


Share Capital 

Share Premium 

Debentures 

Long-term Loan 

Short-term Loan 

Sale of Investment 

Sale of Fixed Assets 

Trading Profit 

Non-trading Profit 

Decrease of Working Capital (if any) 
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5. Cash flow statement : The statement in which cash receipts and cash 
payments are shown for an accounting period is called cash flow statement. 


CASH FLOW STATEMENT 


FOR THE YEAR ЕМР”Ер......:... (Date) 
————-————— - 


Cash Inflow Amount Cash Outflow Amount 


Rs. 


Cash Purchases — 
Creditors = 
Fixed Expenses — 
Other Expenses — 
Taxes - 
Dividends — 
Loans (Repayment) — 
Fixed Assets (Purchase) — 
Preference Share Capital 

(Repayment) 


Opening Balance (in hand 
with Bank) — 
Cash Sales = 
Received from Debtors = 
Loans taken 
Share Capital — 
Debentures 
Other sources 


[B] Communications through other means : The information may be commu- 
nicated orally to the users if the users and producers are co-related and lived 
within a reasonable distance. It is an easy method of communication, of informa- 
tion, but it cannot be applied if itis not correctly understood by the users. 


Again, the information may be communicated to users by an implication. 
Atpresent,the communication of informatiom through graphs is a popular 
method, Ithas already been discussed in preparation of information from data, 


i Frequency of Communication : There is specific time of communication of 
information, Generally, communication of information is made according to 
the needs of users. Again, the communication of information depends upon 
the nature of information. For example, few information may be supplied 
weekly ; again it may be supplied after one month or six months or one year. 
In the case of long term planning, the information may be communicated after 
along period of time. According to the nature of a concern, an information 
is prepared and supplied to its users. 


Accounting Information 


Definition : The information relating to incomes, expenses, assets, liabilities 
etc. of an accounting unit is to be determined from an accounting data is called 
Accounting Information. 


| Characteristics of Accounting Information : The characteristics of accounting 
informations are discussed below : 


(a) Simpleness : The accounting information must be simple to understand 
the related persons of the informetion. 


(b) Comprehensible : The accounting information is to be understandable 
to all users according to their needs. 


——— 
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(c) Unit : The accounting information must be measured in а specific unit 
i.e. pound, kilogram, tonnes etc. for weight and rupees, paise, doller, ruble, 
etc. for money. 

(d) Timeliness : The accounting information must be communicated in time 
for decision-making. Ifthe information is not supplied in reasonable time a 
correct decision cannot be taken. 


(e) Usefulness: The accounting jnformation must be prepared according 
to needs of theusers. For example, a Balance Sheet cannot be supplied in place 
of net warth to fixed asset ratio. 


(f) Time span : The accounting information is to be prepared on the 
basis of a particular period of time, For example, amount of sales, purchases, 
rent, etc. must be for a particular period of time. 

(в) Elaborateness :. The volume of information is an important item of 
the preparation of information. The volume of information depends on the 
nature of information and its uses. So, the volume of information cannot be 
marked without knowing nature of information and its users, When the users of 
information want a short description of an information, the information must 
be prepared according to their description. If the users want a detailed 
information, the information must be elaborate. The volume of information 
will be in such a nature that all users can take necessary decisions according to 
their needs, The secrete information may be prepared in a form which 
cannot be understood by the all persons. Simply, we can say that the volume 
of information depends on the needs of users. 

(h) Base year : The financial statements аге analysed on the basis of parti- 
cular accounting year or period. The particular year is called base year. In the 
case of a comparative study, the name of base year must be written on the 
statement ; but the base year must be closely related with the current year. 

Users of Accounting Information and their characteristics : The users of 
accounting information may be divided into two groups: (a) External users of 
Information and (b) Internal users of Information. They are. discussed 
below : 

[A] External users of Information : The persons who are the outsiders of 
the information, use the accounting information, are called external uscrs of 
information. The brief description of the users are given below : 

(i) Owner and owners : The contributers of capital are called owner or 
owners, So, the shareholders are also the owners. The owners are interested 
to know the financial results and financial position. 

Generally, they collect the necessary information 
Profit & Loss Account and Balance Sheet of a concern. 

(ii) Creditors : The suppliers of goods and services and money-lenders 
want the accounting information relating to financial results and. financial 
position. Generally, they collect the necessary information from the Trading 
and Profit & Loss Account and Balance Sheet of a concern. 

The investors in company’s share, debentures and money- 
е help of accounting information, whether the invest- 


from the Trading and 


(iii) Investors : 
lendors detrimined with th 
ment is justified or not. 
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(iv) Employees : The employees are interested in the sound financial 
position and financial result of the concern, A portion of profit may be 
enjoyed by the employees. The service conditions of the employees are stable 
with the sound financial condition of the business. 

(у) Government: Generally Government receives the Income Tax on 
incomes and the Sales Tax on sales. In determination of national income, the 
amount of profit and financial position of the business are essential, So, the 
accounting information is essential to ascertain the financial strength of the 
country. 

(vi) Public; The purchasing power of the public depends on the cost of 
production of goods and services. The change of price level can be ascertained 
from the accounting information. The industrial development of the country 
can also be known from the accounting unit. 


(wi) Researchers : The researchers determine the financial results and 
financial position of a concern and recommended the necessary suggestions 
to overcome the difficulties. The researchers cannot start the research work 
without any accounting information of a concern. 


[B] Internal users of Information : The main internal users of the accoun- 
ting information are the proprietors or directors or managers. The proprietors 
or directors or managers take the managerial decisions with the help of 
accounting information, They depend on the accounting information of previous 
year or years. The principles of management, organisation and control are 
prepared with the help of accounting information, 


Direction of Accounting Information : The directions of accounting infor- 
mation are three types: (a) Upward flow, (b) Downward flow, and 
(c) Horizontal flow. 


(a) Upward flow: The direction of accounting information from down- 
ward to upward stage of management of a concern is called upward flow of 
accounting information. 


(6) Downward flow: The direction of accounting information from up- 
ward to downward stage of management of a concern is called downward 
flow of accounting information. 


(c) Horizontal flow : The direction of accounting information within a 


same level of management of a concern is called horizontal flow of accoun- 
ting information. 


Uses of Accounting Information : The accounting information is used 
for various purposes. The uses of accounting information are given below : 


@) Assets : The related persons of a concern use the accounting infor- 
mation to know the amount of assets, its change and nature of assets. 


à (i) Liabilities : The related persons of a concern use the accounting 
information to know the amount of liabilities, increase and decrease of liabilities 
and the amounts of external and internal liabilities, Again, accounting informa- 
tion is necessary to determine the procedure of repayment of loans. 

(iii) Profit: The amounts of gross profit, net profit and the rate of dividend 


are to be determined fromthe accountinginformation. Onthe basis of accounting 
information, necessary measures may be taken to increase the rate of dividend. 
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(iv) Loss : The amounts of gross loss and net loss are to be determined 
from the accounting information. The necessary measures are to be taken to 
minimize the loss of the concern, 

(v) Opening and Closing stock : The rate of stack turnover, method of 
valuation of stock, etc. are to be determined from the accounting information 
relating to opening and closing stock. The price fixation of produced goods is 
to be done with help of accounting information. 

(vi) Details of Debtors and Creditors : The amount of realised debts, bad 
debts, provision for doubtful debts and discounts, etc. are to known from the 
accounting information, The necessary steps аге to be taken to realise debts 
from the debtors, 

The amount of creditors, discount received, provision for discount on 
creditors, etc. are to be determined from the accounting information relating to 
creditors. The necessary steps for repayment of loans may be ascertained 
from the accounting information relating to creditors. 

(vii) Productivity : The productivity of a concern isto be ascertained from 
the accounting information. 

(viii) Profitability : The determination of profitability of a concern is an 
important function of a business, Itis to be determined on the basis of the 
accounting information. 

(ix) Planning of Purchases and Sales : To prepare a planning for purchases 
and sales of an accounting unit may be determined with the help of the accoun- 
ting information of previous year or years. 

(x) Determination of. cost of Production : The cost of production of 
goods is to be determined with the help of accounting information relating to 
raw materials, wages, overheads ete. 

(xi) Capital structure : The Capital structure of a business may be formed 
on the basis of accounting information for few years. 

At last, we can say that a business is formed, organized and controlled by 
the accounting information, 


Exercises 


(A) Essay-type Answer Questions : 


1. Whatdo you mean by accounting informati 


accounting information and to whom ? } 
3 [ Specimans Question of H. S. Council, 1982 ] 


«Accounting Information’ (Р. 4,112), ‘Suppliers of 
4,115) and ‘Users of Accounting Information’ 


оп ? Who supplies the 


[4ns.: Write from 
Accounting Information’ (P. 4.114- 
(P. 4.113-4,114 ).] 

2. ‘Accounting information should be ma 


D 9 Give reasons for your answer. 
ig aa aki 7 Брьааа Questions of Н. S. Council, 1982] 


de as elaborate as possible,’ — 


[Ans.: Write from ‘Accounting Information’ (P. 4,112-4,113),] 
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3. What do you mean by accounting information ? ‘What are the uses 
of accounting information. 


[Tripura H. S. 1979, '80 ; Speciman Questions of H. S. Council, 1978 ] 
` [Ans.: Write from ‘Accounting Information’ (P. 4.112) and ‘Uses of 
Accounting Information (P. 4.113-4.114).] 


4. What are the sources from which accounting data are collected ? 


[Tripura Н. S. 1978] 
[4ns.: Write from sources of ‘Accounting Data’ (р. 4.103).] 

5. Give an idea of the preparation of accounting information, How аге 
they communicated. [Speciman Questions of H. S, Council, 1978, ^80] 
[4ns. :. Write from ‘Preparation of Accouitting Information (P. 4.109).] 

6. Who are the users of accounting information and what are their 
characteristics ? [Speciman Questions of H. S. Council, 1980, 82] 
[4ns.: Write from *Usersof Accounting Information’ (Р. 4.113-4,114).] 

7. Who are interested in accounting information ? Who сап these be 
communicated ? [H. S. Examination, 1978 ; Tripura Н. S. ^78] 

[4ns.: Write from *Users of Accounting Information" (P.:4.112-4.114) and 
*Communication of. Accounting. Information (Р. 4.109-4.110).] 

8. Whatare the uses of accounting information ? [H.S. Examination, 1980] 

[Апз. : Write from ‘Uses of Accounting Information’ (Р, 4.114-4,115).] 

9. What do you understand by accounting information ? In case ofa 


private limited company, how accounting information may be communicated 
to its shareholders ? [H. S. Examination, 1979] 


[Ans. : Write from ‘Accounting Information’ (Р 4,112) and *Communi- 
cation of Accounting Information’ (P. 4,109-4,112).] 

10. What is accounting information ? What are its characteristics ? 
How does it differ from data ? [Speciman Questions of Н. S. Council, 1980] 


[Ans. : Write from ‘Accounting Information’ (P. 4.112) ; “Features of Accoun- 


ting information" (Р. 4,112-4,413) and Difference between data and information 
(Р. 4.100), 


11. What is accounting data ? How. does it differ from Accounting 
Information 2 


[Ans. : Write from “Accounting Data’ (P. 4.101 ) and ‘Difference between 
Data and informatiom (Р. 4.109).] 


12. (a) What is an ‘accounting information’ ? (b) What are their 
characteristics ? (с) Who are interested in it ? 


[W. В. Н. 5. Examination (Extcrnal)—1983] 


[4ns.: Write from (a). ‘Accounting Information’ (P. 4.109), ‘Features of 


танаси ас: (P..4.112-4.112) and ‘Users of Accounting Information 
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(B) Short-Type Answer Questions : 


1. Write short notes оп: 
(a) Data, (b) Information, 


(c) Primary Data, (d) Second: ty Data. 


[4ns.: Write from (a) Data(P. 4.101), (b) Information (Р. 409] . 


(c) Primary Data (Р. 4,102) and (d) Secondary Data (P. 4. 100) 


2. Write short notes on: 


(a) Bar-chart, (b) Line chartand Ф) Pie-chart. 


[Ans. г Write. from (a) Bar-chart (P. 4.105), (b) Line-chart (P. 4,10 


and (c) Pie-chart (р. 4.106).] 
(C) Practical Questions. : 


1. The following figures show the amount of import during last 6 years ? ie 


Years Import (in crores Rupees) 


1976 50 
1977 60 
1978 40 


Construct a Line-chart. 


Years Import (in crores Rupees ) 


1979 35 
1980 65 
1981 55 


2. The following figures show length of life on 2,230 motor lorries which 
were operated, until scraped, by a large transport firm : 


Life ( in years ) 


1 10 
2 30 
3 440 
4 500 


Construct a Bar-chart : 


No. of Lorries 


Life (in years) No. of Lorries 


3. The following figures show the population in crores of 6 countries. 


Name of Population 
countries (in crores ) 
A 40 
B 10 
Cc 15 


Construct a Pie-chart : 


4. The Purchases of а big firm given below : 


Years ^ Amount (in Rupees) 


1981 20,000 
1982 25,000 
1983 - 30,000 


Construct a Pictograph. 


5. The fixed cost of a firm is Rs. 


5 600 

6 420 

7 180 

8 50 

Name of Population 

` countries (in crores) 
D 30 
MUR 8 
Е 7 

Years Amount ( in Rupees) 
1984 35,000 
1985- - 40,000 
1986 + 15,000 


2,00,000 and the variable cost is Rs. 25 


per unit, The selling price is Rs. 35 рег unit. Drawa Break-Even Chart. 


(D) Objective Questions : 
1. Fill up the gaps : 
(а) The main function of... .. 


is to provide service. 


(b) Accounting information is collected from Accounting... 

(c) Shareholders are the......of information. 

(d) Information is communicated through statement and others...... 
[Ans. : (a) Accounting. (b) Data. (с) Users. (d) means] 


SPECIMEN QUESTIONS ( 1981 & 1982) 
ACCOUNTANCY : Paper I 


I. Accounting for an Event : 
1. What is an Eventthat may require for its accounting ? Give a few 


examples of such events. [Ans. : Р. 1-10] 
2. What do you mean by accounting for an Event ? What are its main 
features ? [Ans. : P. 1-10] 


3. What is meant by the term ‘classification’ and ‘condensation’ of trans- 
actions 2 What are its objects ? What principles are followed for classification 
and condensation of transactions ? [Ans. : Р. 1-24] 

4. In a marriage festival there are innumerable transactions. What 
information you get from their recording ina single cash statement ? Can you 
suggest better recording and presentation to make the statement more infor- 
mative ? [Апз. : P. 1-15] 

[Students may be required to prepare a Cash Statement and a final 
Statement of Receiptand Payments after classification and condensation of 
transactions recorded in the Cash Statement of a family festival or ofthe annual 
social functions of a Students Union. ] 

5. “The need for classification and condensation of records of financial 
transactions has given rise to the idea of Accounts under distinct heads." 
Elucidate the Statement. [Ans. : P. 1-94] 

6. “The balance of the Cash Account gives us actual amount of the cash 
we have in hand at any time.” 

“The actual amount of cash in hand can never be accurately determined 
without actual counting of cash in the Cash Box.’—Reconcile the above two 


statements. [Ans, : P. 1.119] 
7. “Ап Account isthe code or Language in which Accountancy records 
and supplies information.'— Discuss. [Ans. : P. 1-95] 


8. (a) Define ‘Transaction’. Give your answer with illustration. 
(b) “Every transaction must be an event but every event may not bea 
transaction," — Explain the statement supporting your answers with illustrations. 
[Ans. : P. 1-81.] 


9. Explain the advantages of the Double Entry System and make a 


comparative study with those of the Single Entry System. [Апз. : P. 1-89] 
10. “Single entry system is nothing buta mixture of Single entry, Double 
entry and no entry."—Do you agree to the statement ? [Ans. : P. 1-90] 


П. Accounting for Households, Clusb, Secieties, etc. (Non-Profit-seeking units) : 
11. What do you understand bythe doctrine of continuity and periodical 
Accounting ? [Ans. : P. 1.139] 
12. Whatis periodical Accounting ? How does it differ from the Accou- 
nting for an Event ? Give your answer with reference to Households, Clubs 
or Societies, (Aas, : Р. 1.140] 


4.118 


SPECIMEN QUESTIONS „ "disc 4.119 


13. Whatdo you mean by Accounting for Household? What are the 
different aspects of Household . Accounting ? [Ans. Р. 110] 


14. ‘Iu is meaningless to maintain Family Accounts except оп double entry 
basis; Do you agree ? Give reasons. [Ans. : P. 1.112] 


15. How do you distinguish between ‘Capital Expenditure’ and ‘Revenue 
Expenditure’ ? Why is this distinction necessary ? [Ans. : P. 1.115] 


16. How do you distinguish between. 

(i) A Receipt and an Income ? [Ans. : P. 1.146] ; (ii) A Payment andan 
Expenditure ? [Ans. : Р. 1.147] ; (iii) A Capital Receipt and Capital Income ? 
[Ans. : P. 1.147]. { 

17. What is meant by the following. 

(i) Recurring Expenditure; [Ans. P. 1.743]: (ii) Non-recurring Expen- | 
diture [Ans : Р. 1,143] ; (їй) Capitalised Expenditure [Aas. : Р. 1.143] ; (iv) 
Deferred Revenue Expenditure [Ans : Р. 1,143]. 

18. Whatdo you mean by an ‘Account’ ? How Account are classified ? 
What arethe various advantages of such classification of Accounts ? How 
Accounts are balanced ? [Ans. : P. 1-93, 1-99] 

19. What do you mean by ‘Assets’ and ‘Liabilities’ ? How are these 
classified ? Illustrate your answer. [Ans. : P. 1.1-48., 1.149] 

20. Explain the terms : 

(i) Accrued income [Ans. : P. 1.188] ; (ii) Accrued Expense. [Ans P.1.119] 
(iii) Prepaid income [Ans, : P. 1.190] ; (iv) Prepaid expense. [Ans. : P. 1.189]. 

How these аге to be treated in the Books of Accounts ofa Club or 
Society having periodical accounting ? [Ans. : P. 1.186, 1.190] 

21. Correct the following considered wrong. ; 

(a) Building A/c is a liability. (b) Investment A/c is an asset. (с) Claims 
against a party represent our liability. (d) Bank overdraft is an asset. (е) 


Salary isan asset. (f) Interest is a liability. (8) Furnitre is an expense. 
[Ans. P. 1.151] 


22. Correct the following if found necessary. in: Н 
(i) Furniture A/c is Nominal, (ii) Building A/c is Personal. (iii) Bank Alc is 
Nominal. (iv) Investment A/c is Personal. (v) Salary Ас is Personal. б) 
Purchase Return A/c is Real. (vii) Income-tax Ajc is Nominal. [Ans. P. 1.152 


[Students may be asked to prepare a Multi-column Cash Book of a 


Charitable Institution or of a Society and explain its advantage over Single- 
[Ans. Р. 172] 


column Cash Book.] 
ПІ. Accounting for Terminable Venture (Profit-secking) : 

23. Whatis Terminable Venture ? What are its salient features ? How 
does it differ from a contiinuing Profit-seeking enterprise ? [Ans. Р. 1.172] 


24. Through what accouat or accounts, do you think can the Profit or 
[Ans. : P. 1.249] 


Loss of a terminable venture be ascertained ? 
25. Explain with reference to the activities of a terminable venture. What 
is Capitaland how it is maintained? How is profit related to it ? [Ans. : P. 1.162] 


26. What is meant by maintenance of capital ofa Business ? How is the 
maintenance of business capital affected by rising prices?  [Ans. : P. 1.163] 
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IV. Accounting for Going Concerns ( Profit-seeking) : 


27. What is a Journal Proper ? How does it differ from Special fo 
. What types of transactions are recorded ina Journal Proper ? Illustr 
answer, e. ) [Ans. 
28. Define a Ledger. How does it differ froma Journal ? Is 
a Journal or a Ledger ? [Ans. 
29. Define and distinguish, between ‘Trade Discount' and ‘Cash D 
Can a particular trader enjoy both the discounts simultaneously? [Ans, 


[From some given particulars students may be asked to prepare 
Column Cash Book, post transactions recorded in the Cash Book to th 
tive accounts in the Ledger.] i 

30. What do you mean bya Bank Reconciliation Statement ? 3 
how is it prepared ? Is it an Account ? [Ans. 

[From some information relating to Bank transaction of a Firm, 
may be required to prepare a Bank Reconciliation Statement, ine ‹ 
Where Bank Balance as per Cash Bookor Pass Book shows an 
position.] 

31. “A TrialBalanceis only a prima facie evidence of the aril 
accuracy of records.”—Do you agree ? [Ans. 

[From а list of Ledger balances students may be asked to 
Balance Trial Balance, or from the debit total or credit total of diffe 


unts in (һе ledger. Students may be asked to prepare a Total Trial B 
а Firm.] 


32. What is a Manufacturing Accounts ? Why and how is i 
How a Manufacturing Account differs from a Trading Account? [Ans, 


33. What do you mean by Trading Account ? How it is 
What accounting information do we get from it ? 

34. What do you mean by the following : 

(i) Cost of goods sold... (ii). Stock Turnover, лз. : P. 2.212 8 

From which account or accounts these can be ascertained ? 


35. “At the closing time, Stock-in-hand should be valued al 
market price whichever is lower" —Explain the reason. 


[From some given particulars stud i 508 
ents may be required to asce 
Of goods sold, Profit on manufacture, etc.] 4 BH 


SPECIMEN QUESTIONS 4.121 


+ 


ACCOUNTANCY : Paper II 


I. Accounting for Going Concerns (Contd.) : 


1. How do you distinguish between cash and accrual basis of accounting ? 


Give examples of their use. [Ans. Р, 3.12] 
2. How do you convert cash basis of accounting into accrual basis of 
accounting ? [4ns. Р. 8,21] 


3. Whatdo you understand by mixed basis of accounting ? Do you 
recommend this basis for accounting in professional concerns ? If so why ? 
[Ans. Р, 3.111] 

4. How do you distinguish between Bad Debt and Doubtful Debt ? Why | ^l 

is it necessary to create provision for Doubtful Debt ? [Ans. P. 3.8-3.4] 
5. What do you mean by “Depreciation” ? What are its causes ? Why 

is it necessary to charge depreciation ? What should be the considerations for 
deciding on the amounts or rates of depreciation tobe charged ? [4ns. P. 2.47] 


6. Would you make any distinction between a Reserve and a Provision ? 


Why are they created ? Ts Reserve a charge against profit ? [Ans. P. 3.94) 
7. State the chief points of distinction between a Trading A/c and a 
Manufacturing A/c of a Trader, [Ans. P. 2.255] 


8. Whatare the differences between a Trial Balance and a Balance Sheet ? 
[Ans. P. 2.131] 


9. What is Balance Sheet ? What ars the information available from it ? 
[Ans. P. 2.128] 


10. “Balance Sheet may be called a second Trial Balance," Do you 
agree ? [4ns. P. 2,120] 
11. What do you understand by marshalling a Balance Sheet ? What 
are the different methods of marshalling Assets and Liabilities in a Balance 
Sheet ? Explain with suitable examples, [Ans. P. 2.145] 


[Problems may be seton conversion of cash basis of accounting into 
mercantile basis, Provision for doubtful Debt, Depreciation under Fixed Instal- 
ment and the Reducing Instalment methods and preparation of Final Accounts 
from given Trial Balance with usual adjustments.] 


п. Accounting Bases : 


12. Distinguish between the Proprietary concept and the Entity concept 
regarding relationship between assets and liabilities. [Ans. P. 3.240) 
13. “The whole of the accounting is focussed on the proprietor and he 
is regarded as owning all the enterprise assets and being obliged to meet the 
claims of creditors." —Explain the accounting concept referred to in the above 
statement. [Ans. P. 3.236] 
14. “The business unitis distinct from its proprietor.” —What is the 


accounting concept mentioned in the statement 7 Explain the salient anos 
of the concept. [Ans, P.3.238] 
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[From some given particulars relating to the working of a terminable 
venture students may be required to prepare a Cash Account and a Venture 
Account and reconeile between the two regarding the Profit or Loss from the 
Venture.] 


IV. Accounting for Going Concerns ( Profit-seeking) : 


27. What is a Journal Proper ? How does it differ from Special Journals ? 
_ What types of transactions are recorded ina Journal Proper ? Illustrate your 
answer. [Ans. Р. 2-20] 
28. Define a Ledger. How does it differ froma Journal ? Is Cash Book 

a Journal or a Ledger ? [4ns. P. ] 
29. Define and distinguish between ‘Trade Discount’ and ‘Cash Discount.’ 
Can a particular trader enjoy both the discounts simultaneously? [Ans. P. 2.139] 


[From some given. particulars students may be asked to prepare a Triple 
Column Cash Book, post transactions recorded in the Cash Book to the respec- 


tive accounts in the Ledger.] 
30. What doyou mean bya Bank Reconciliation Statement 7 Why and 
how is it prepared ? Is it an Account ? [4ns. P. 2.112] 
[From some information relating to Bank transaction of a Firm, students 


may be required to prepare a Bank Reconciliation Statement, including one 
where Bank Balance as per Cash Book or Pass Book shows an overdraft 


position.] 
31. *A TrialBalanceis onlya prima facie evidence ofthe arithmetical 
accuracy of records,"—Do you agree ? [Ans. P. 2.173] 
[From а list of Ledger balances students may be asked to prepare a 


Balance Trial Balance, or from the debit total or credit total of different acco- 
unts in the ledger. Students may be asked to prepare a Total Trial Balance of 


aFirm.] 


32. What is a Manufacturing Accounts ? Why and how is it prepared ? 
How a Manufacturing Account differs from a Trading Account? [Ans.. P. 2-255] 


33. What do you mean by Trading Account ? How it isprepared ? 
What accounting information do we get from it ? [4ns. P. 2.239] 


34. What do you mean by the following : 
(i) Cost of goods sold... (ii) Stock Turnover. [Aas. : P. 2.212 and P. 2,215] 
From which account or accounts these can be ascertained ? 


35. “At the closing time, — Stock-in-hand should be valued at cost or 
market price whichever is lower” —Explain the reason. [4ns. P. 2.222 
36. Explain the terms ‘Gross Profit" and ‘Net Profit’ with their significance. 
[Ans. Р. 3.79] 


[From some given particulars students may be required to ascertain cost 
of goods sold, Profit on manufacture, etc.] 


=” 


SPECIMEN QUESTIONS 4.121 
ACCOUNTANCY : Paper II 


I. Accounting for Going Concerns (Contd.) : 


1. How do you distinguish between cash and accrual basis of accounting ? 
Give examples of their use. [Ans. P. 3.12] 
2. How do you convert cash basis of accounting into accrual basis of 
accounting ? [4ns. P. 2.21] 
Be What do you understand by mixed basis of accounting ? Do you 
recommend this basis for accounting in professional concerns ? If so why ? 
р [Алѕ. Р. 3.111] 

де 4. How do you distinguish between Bad Debt and Doubtful Debt ? Why 
is it necessary to create provision for Doubtful Debt ? [4лѕ. Р. 8.3-3.4] 
de 5. What do you mean by *Depreciation" ? What are its causes ? Why 
is it necessary to charge depreciation ? What should be the considerations for 
deciding on the amounts or rates of depreciation to be charged ?. [Ans. P. 3.47] 
6. Would you make апу distinction between a Reserve and a Provision ? 


Why are they created ? Is Reserve а charge against profit ? [Ans. P. 3.94] 
7. State the chief points of distinction between a Trading A/c and a 
Manufacturing A/c of a Trader. [Ans. P. 2.255] 


8. What are the differences between а Trial Balance and a Balance Sheet ? 
[Ans. Р. 3.181] 


9. What is Balance Sheet ? What ars the information available from it ? 
[Ans. Р. 3.128] 


10. “Balance Sheet may be called а second Trial Balance," Do you 
agree ? [4ns. P. 3.129] 
11. Whatdo you understand by marshalling a Balance Sheet ? What 
are the different methods of marshalling Assets and Liabilities ina Balance 
Sheet ? Explain with suitable examples. [Ans. Р. 3,145] 


[Problems may be seton conversion of cash basis of accounting into 
mercantile basis, Provision for doubtful Debt, Depreciation under Fixed Instal- 
ment and the Reducing Instalment methods and preparation of Final Accounts 
from given Trial Balance with usual adjustments.] 


П. Accounting Bases : 


12. Distinguish between the Proprietary concept and the Entity concept 
regarding relationship between assets and liabilities. [Ans. P. 3.240] 
13. “The whole of the accounting is focussed on the proprietor and he 
is regarded as owning all the enterprise assets and being obliged to moet the 
claims of creditors."—Explain the accounting concept referred to in the above 
statement. [Ans. P. 3.236] 
14. “The business unitis distinct from its proprietor."—What is the 
accounting concept mentioned in the statement ? Explain the salient features 
of the concept. [Ans. Р. 3.238] 
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15. “The basis of accounting is not the proprietor or the business entity, 
but a collection or group of assets applied to a set of activities or functions.” — 


State and explain the accounting concept referred to in the statement. 
: [Ans. Р. 3.241] 
[Problems may be set on accounting of Prize Fund, Building Fund, 
Sinking Fundand Provident Fund.] 


IH. Accounting for Capital and Revenue : 


16. What do you understand by Fixed Capital A/c and fluctuating Capital 
A/c in a partnership business ? Point out the distinction between the two with 
example. [Ans. Р. 3.103] 
17. How do you classify the sources of capital as owned capital, loan 
capital and internal capital ? [Ans. P. 4.3] 
18. What is internal capital ? What are its different sources? Is deprecia- 
tion provision a source of internal capital ? [Ans. Р. 4.96 & 4.98] 
19. What are the constituents of a Company's capital ? Distinguish be- 
tween Equity Shares and Preference Shares. Is Debenture a part of capital 
structure ? [Ans. Р. 4.51] 
20. Explain the term ‘capital employed.’ (From a given Balance Sheet 
students may be asked to ascertain owned capital, loan capital and internal 
capital.) [Ans. P. 4.8 &2.217] 
21. “Income is generally conceived to be a residum which emerges out 
of matching expired costsagainst revenue."—Discussthe statement. [Ans. P. 4.99] 
22. Define ‘Revenue’ and distinguish it from Income.’ Ans. P. 2.221[ 
23. What do you mean by ‘matching principle’ ? Explain with suitable 
examples. [Ans. P. 2.18] 
24. Explain the implications оѓ the following in determining profit or 
income in a business : (i) need for recovery expenses, (ii) charging against 
revenue. [Ans. Р. 4.99 & 4.100] 
[ Sums may be set on issue of Shares and Debentures (avoiding pro-rata 
allotment), forfeiture and re-issue of forfeited shares, admission and retirement 
of partners (avoiding treatment of goodwill) and P. & L. Appropriation A/c.] 


IV. Accounting Functions : 

25. What is information ? What are its characteristics ? How does it 
differ from data ? [Ans. P. 4.108] 

26. What do you mean by accounting information and to whom ? 
[Ans. P. 4.112 & 4.113] 
27. Give an idea of the preparation of accounting information. How are 
they communicated ? [4пѕ. P. 4.109-4.110] 
28. “Accounting information should be made as elaborate is possible." 
—Do you agree ? Give reasons for your. answer. [Ans, P. 4.118] 
29. Who are the users of accounting information ? Describe their 


characteristics. [Ans. P. 4.113-4.114] 


COUNCIL QUESTIONS 4.123 


Objective Questions 
1. Correct the following sentences : 
(i) The excess of liabilities over assets represents capital. . 
(ii) Cash basis of accounting reflects the true result, 
(iii) Bad debt is debited to Debtors A/c. 
(iv) Bad debt recovered is credited to Debtors A/c. 
(v) Trade expenses debited to Trading A/c. 
(vi) Outstanding income appears on- liabilities side of Balance Sheet, 
2. Fill up the gaps : 


Rs. 
(a) Expenses: Paid 1,600 
Outstanding 400 
Pre-paid 100 
To be debited to ? 
P. & L. A/c. 
(b) Machinery : Cost 4,000 
Scrap value 100 
Life 10 years 
Annual ? 
depreciation 
(c) Bad Debt 800 
Provision for 
Doubtful Debt—Old 2,400 
do New 8% 
Closing Debtors 20,000 
To be charged to ? 
P. & L. A/c. 
COUNCIL QUESTIONS 
1984 
FIRST PAPER 
Group ‘A’ 
Answer any two questions : 
: i ion in a business ? [Ans. P. 1.81] 
1. (а) What isa transaction in a b (Ило P. 183] 


(b) How does it differ from an суеп? de 
(c) Whatarethefeatures ofa transaction ? [4ns. P. 1.82] 


i jecti nd necessity of ‘classification’ and 
2. (a) What are the objectives а! y veis 


‘condensation’ of transactions ? йй Pa 
(b) What principles are followed for classification and condensation o 
transactions ? [Ans. Р. 1.24] 
3. Sri Haren Ghatak gives the followin 
ments in connection with the marriage of his only daughter : 


g details of receipts and рау- 


Recei Rs. 
eceipts aub 
Loan taken from Provident Fund 3000 


Receipts from matured Life Insurance Policy і du 
Loan from Employees’ Co-operative Credit Society Я dm 
Contribution from his sons , 


EA. 
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Payments 
Cost of ornaments, furniture, utensils ete. 9,000 
Caterers’ charges for supplying food and entertaining the guests 
and bridegroom’s party 6,500 
Cost of printing of invitation cards 700 
Conveyance charges H 800 
*Pranami" Sarees, gifts, сіс. for’ bridegroom’s family 2,500 
Family expenses during the period of marriage ceremony 1,600. 
Rent of a house for marriage 800 
Cost of decoration and lighting 1,500 
Paid for cosmetics; flower, cold drinks, etc. 150 
Cost of articles necessary for puja, marriage function, ctc. 130 
Honorarium for the priest and his assistant 120 
Cost of fish, sweets, brass plate, etc. for. bridegroom's house 250 
Bus hire for attending *Bowbhat" ceremony at 
bridegroom’s place. 500 


You are required to prepare a Statement for Receipts and Payments 
after classification and condensation of Receipts and Payments of the 
marriage. 

[ Ans. Total expenses Rs. 24,550 ; — Cash in hand Rs, 450 ] 


Group ‘B’ 


Answer any two questions 


4. (a) Explain the concept of ‘Continuity’ of a business. [Ans. : P. 1.139] 
(b) Distinguish between 


(i) a ‘Receipt’ and an ‘Income’ ; [Ans. P. 1.139] 
(ii) a ‘Payment’ andan ‘Expenditure’ ; [Ans. P. 1.146] 
(iii) ‘Capital Receipt’ and ‘Capital Income.’ [Ans. P. 1.147] 


5. (a) What are the characteristics of accounting for going concerns : 
[A4ns. P. 1.137] 


(b) Enter'uüp the following transactions in the Sales Day Book of 
M/s. Kar & Co. and post the entries to respective ledger accounts : 
1983 І ч 
' берб. 1 Sold to Madhusudan & Sons 40 bags of Sugar @ Rs, 560 per bag 
less trade discount @ 5%; "paid freight Rs. 5 per bag as per 
Invoice No. K/105/83. 
15 Soldto Dock & Co, 120 quintals of Molasses @ Rs. 325 per 
quintal /ess trade discount @ 10% as per Invoice No. K/218/83. 
28 Sold to Khemka Bros. 90 bags of Cement @ Rs, 65 per bag 
less trade discount @ 7177, paid Cooli charges Rs. 2 per bag 
as per Invoice No. K/405/83. Lyco 
[ Ans. Total of Sales Day Book Rs, 62.171.25 | 


—IÉ Ml Í m Rm аеоси 


COUNCIL QUESTIONS 4.125 


6. (a) Whatare the books of original entry ? Why is the word 


‘Original’ used here ? [Ans. : P. 2.2] 
(b) Whatdo you mean by subsidiary books of accounts ? Why are 
they called so ? [Ans. : P. 2.2] 


(c) State why the maintenance of both sets of books at a time is 
indispensable. E [ Ans. : P. 2.2] 


7. (а) What do you mean by ‘cost of goods sold’ and ‘stock turnover’ ? 
[Ans. : P. 2.212 & 2.215) 


(b) From the following particulars, calculate the ‘cost of goods sold’ 
during the year ended 31st December, 1983 and find out the amount of Sales 
for the period if profit earned is Rs. 1,80,000. h 


Rs. 
Stock as on Ist January, 1983 yis 1,68,000 à 
Purchases zs don 9,00,000 
Purchases Return axe ed 30,000 
Sales Return ane de 37,200 
Wages ўе а 60,000 
Freight 3 „> 7,200 
Carriage Inwards PN ps 7,600 
Carriage Outwards АЖ, Th 1,500 
Stock as on 31st December, 1983 ч 1,92,000 


[Ans. : Cost of Goods sold Rs. 9,22,800 ; Sales Rs. 11,02,300) 


Group—C 


Answer any Two questions 


8. (a) Compare between accounting system of a going concern and that 
of a terminable venture. [Ans.-: Р. 1.248] 
(b) Explain why adjustments for closing stocks, pre-paid expenses; 
accrued income and outstanding expenses are not necessary in venture 
accounts. [Ans. : P. 1.261] 
9. “Profit arises out of inflow of excess assets," Discuss the statement 
in the context of a terminable venture. ; [Ans. : Р. 1.252] 
10. Sri Dalal purchased a pieceof land from Calcutta Development 
Corporation at a cost of Rs. 5,00,000. He spent Rs. 50,000 for registration 
ofland and Rs. 1,50,000for its development, The entire land was divided 
into 10 equal plots. He sold two plots toa Co-operative Housing Society 
for Rs. 2,00,000. He sold two more plots at cost price—one to his married 
daughter and the other to his eldest son. On the remaining plots he cons- 
tructed six one-storeyed similar buildings at a cost of Rs. 4,80,000. He sold 
five of such buildings at a price of Rs. 1,60,000 each and he retained the 
remaining building for his own residence. 
From the above particulars, prepare Venture Account, Cash Account and 
Capital Account of Sri Dalal. [4ns.: Profit on. Venture Rs. 1,10,000] 
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- 1984 
SECOND PAPER . 
aio * Group—A 
Ре, Answer any Two questions 
i (a) "What do you mean by accrual basis of "Accounting ? — (Ans. P. 3.ii] 
(b) SriP. С. Roy, an eminent physician, supplies the following informa- 
tion on his incomes and expenses for the year ended 31st December, 1983 : 


р ч Rs. 
/. Fees received in Cash (Gross) 1,46,500 
+ © Fees accrued but not received 15,000 
Rent of the chamber paid 15,750 
Salaries of Staff paid (Gross) 16,000 
Fees received in advance 6,500 
. Rent of the chamber outstanding 8,000 
Salaries of staff paid in advance 3,000 
~ Telephone charges paid 2,406 


You are required to ascertain Sri Р. С. Roy’s net income for the year 
ended 31st December, 1983 under the following methods : 
(i) Cash basis of accounting and 
(i) Accrual basis of accounting. 
[4ns. : Net Income : (i) Cash Basis Rs. 1,12,350 ; 
(ii) Accrual Basis Rs. 1,15,850] 
2. (a) Whatis *Fund Concept' in accounting ? [Ans. : P. 8.2411 
(b) Compare between the ‘Fund Concept’ and the ‘Entity Concept.’ 
[Ans. : Р. 3.243-3.244] 
(c) Fund accounts are maintained in company accounts, though the 
latter are drawn according to entity concept. State -how the two concepts 


are co-ordinated here. [Ans. : P. 8.241] 
3. (a) What is a Balance Sheet ? [Ans. : P. 3.126] 
(b) Describe the relations between a Balance Sheet anda Profit & Loss 
Account. [Ans. : Р. 3.127] 
(c) Cana Balance Sheet be called a second Trial Balance ? Answer 
with reasons. [Ans. : P. 3.129] 


4. (a) What do you understand by Adjustment in accounting ? 
[ Ans. : P. 2.196] 
E Correct the following Journal entries Tes that the narrations 
of the Journal entries are correct : 


Dr Cr. 
Rs. Rs. 
(i) Wages А/с.......... «Dr. 600 
To Wages Advance A/c 600 
( being the adjustment of wages paid in advance ) 
(ii) Outstanding Salaries A/c......... Dr. 800 
To Salaries A/c 800 


( being adjustment of salaries but not paid ) 


COUNCIL QUESTIONS 4.127 
" ND. DN Cr. 
| ^s > ‚Кз. Rs. 
(i) Furniture A/e... Dr. " » 500 
. To Depreciation E. 500 
* (being adjustment of depreciation charged on furniture ) 
А (iv) Interest Аус *.........рг. 400 
To Accrued Interest A/c x 400 
( being adjustment of'interest due but not received ie - 
(у) Pre-received Rent A/c .................Dr. 200° 6 
To Rent Received A/c м 200 
( being adjustment of rent received in advance ) E 


[ Ans.: All debit items will be the credit items and all credit пету will 
be the debit items) Т» 


Answer any two questions # 


| (b) How is accounting information of a company communicated to its 
shareholders ? ‚ (Ans. 2 Р. 4,108] 
(c) Who are its users ? Briefly state their needs. [ Ans, :P. 4.109] 
6. “A business unit is distinct from its proprietor or proprietors.” 
(1) What concept does this statement refer ? 
(ii) Explain the salient features of the concept, [ Ans. ; Р. 2.38) 
^ 7. (а) What is internal capital ? [ Ans.: P. 3.239] 
(b) What are its different sources ? 
(c) Is depreciation provision a source of internal capital ? [Aas 2 P. 4,97] 
8. Ashok, Bimal and Chandan are partners of a firm. Оп Ist January, 
1983 their capitals were — : 
А (а) Ashok—Rs. 80,000, (b) Bimal—Rs. 60,000 and (c) Chandan— 
$ Rs. 50,000. } 
All of them agreed that : 
(i) Interest on capital is payable @ 5% p. a. 
(ii) Ashok is to receive Salary @ Rs. 500 per month. : 
(її) Bimal is to receive commission @ 5% on Net Profit after charging 
Е. such commission. 
| (iv) 10% of the Net Profit is to betransferred to General Reserve. 
The net profit for the year ended 31st December, 1983 before considering 
_ the above facts was Rs. 40,000. 
d $ Prepare the Profit & Loss Appropriation Account and the Partners’ 
Capital Accounts. 
[ Ans. : Share of Devisible Profit : Ashok Rs. 6,667, Bimal Rs. 6,667, 
Ew Chandan R$. 6,600; Capital Aecount : Ashok | Rs, 96,667, 
Bimal Rs. 70,667, Chandan Rs. 59,166 ) 


WUTPWS 


Group —B (DM 


5. (a) What do you mean by ‘accounting information’ % [Ans. : P. 411% 


Л 
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Group—C 
` Answer the following question 


9. The Trial Balance ofa business, as on 31st December, 1983, is given 
below : T" 


7 Rs. d Rs. 

Freehold Premises 30,000 Reserve 16,000 

Salaries _ 5,000 Sundry Creditors 20,500 

Cash at Bank 6,900 Sales 1,40,000 

Wages 6,700 Capital 30,000 

Stock ( opening ) 20,300 Returns ( Purchases ) 1,000 

Purchases - 86,600 Discount Received 4,000 

Bills Receivable 16,800 Bills Payable 7,500 

. Furniture 10,000 - Commission 21,000 
~ Plant 25,000 
. Discount 400 
Returns (Sales ) 700 
Carriage outwards 560 
Sundry Debtors 29,340 
Freight 670 
Cash in hand 400 
Carriage Inwards 630 

2,40,000 2,40,000 

— ааа 


Prepare (а) a Trading Account, (b) a Profit & Loss Account for the 
year ended 31st December 1983, and (c) a Balance Sheet as on that date afjer 
taking into account the following adjustments : 

(i) Closing Stock —Rs. 30,000; (ii) Outstanding liabilities for 
Salaries—Rs. 1,500 and Wages—Rs. 1,000; (iii) Depreciate Plant @ 20% 
p.a.and Furniture @ 10% p. a. ; (iv) Sundry Debtors include Rs. 1,340 as 
bad ; (v) Create a provision for Bad debt @ 5% on the balance amount of 
Sundry Debtors. A 

[ Ans. : Gross Profit Rs. 54,400, Net Profit Rs. 63,200, Total of Balance 

Sheet Rs. 1,39,700 ] 


1985 
FIRST PAPER 
Group—A 
Answer any TWO questions 
l. (a) What is Accounting ? [ Ans. : P. 1.1] 
(b) What is the necessity of Accounting ? [ Ans. : P. 1.4] 


(c) What are the features of accounting for an event ? [Ans.: P.1.7] 


2. One cultural institution of your locality organised a cultural function on 
30th March, 1985 at the ‘Rabindra Hall’ on the occasion of the birth 
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anniversary of famous novelist Sarat Chandra Chattopadhaya. From the 
following particulars of Receipts and Payments, prepare&Statement of Receipts 


and Payments after classifying and condensing them appropriately : 15 
в . Rs. 
Subscriptions received from the members 12,000 
Subscriptions collected from the local people 7,000 
Cost of printing Receipt Books 500 
Cost of printing Posters 1,000 
Printing of Invitation Cards 200 
Donations from the patrons and distinguished persons _ 6,000 
Expenses paid for printing Souvenir 2,500 
Hall-Rent paid 1,500 
Income received from advertisements in the Souvenir 14,000 
Expenses for lighting, decoration and mike 3,000 
Travelling Expenses paid to the participants їп the Seminar 
on ‘Literature and Culture’ А 1,400 
Cost of ‘Exhibition’ оп ‘Saratchandra and Bengali Literature’ 1,200 
Paid travelling expenses and remuneration to vocal music artists 12,500 
Entertainment Expenses 800 
Tiffin for Volunteers . 3,200 
Flowers and Garlands (for Seminar) 600 
Cost of ‘Sarat-Works’ presented to the distinguished guests 9,500 


6. 


[ Ans. : Cash in hand Rs. 1,100 & Total payment Rs. 37,900] 
Write short notes on any three of the following :— 


(a) Double Entry System [ Ans. : P. 1.88] 
(b) Single Entry [ Aus. : P, 1.90] 
(c) Debit and Credit [ Ans. : P. 1.87] 
(d) Balancing [ Ans. : P. 1.96] 
(e) Ledger [ Ans. : P. 1,161} 
Group— B 
Answer any Two questions 
(a) What is meant by an ‘Account’ ? [Ans. : P. 1.93] 
(b) Classify it with illustrations. [Ans. : P. 1.99] 


(c) What are the rules for ‘Debiting’ and ‘Crediting’ accounts ? 
[Ans. : P. 1.101] 
(a) What is Periodical Accounting ? 


(b) How does it differ from the accounting for an Event ? 


(c) Give your answer with reference to Households and Clubs. 
[ Ans. : P. 1.140] 


(a) Is Cash Book a journal or a ledger ? [ Ans. : Р. 2.56] 
(b) Record the following transactions in a Double Column Cash Book 


with Cash and Bank columns and balance the Book on 30th June, 1984 :] 
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Й 


ES КЫ GER е... e Rs. 
.' June 1 . Cash in hand 550 
^» 1. Cash at bank | 12,480 
: » .3 Paid Salary to Staff by cheques 4,200 
7 o.» 5 Interest paid by Bank on Bank Balance · 100 
» 5 Received from Gora Cash Rs. 60 and a cheque 
.. for Rs. 300 ; and the cheque was sent to Bank 
Bots Withdrawn cash from Bank for office use ` 4,500 
» 12 . Purchased Furniture in cash 3,800 
» 16 · Paid Pal & Co. by cheque 2,300 
5023 The proprietor withdrew from office cash for 
^ his personal use 300 
- „ 27. Sold Goods to Mahabir for cash 3,400 
"a 30 Deposited office cash into Bank 2,500 


[ Ans. : Cash in hand Rs. 2.070, Cash at Bank Rs. 4,280] 


(a) What are Capital Expenditure and Revenue Expenditure ? 

. .* (b) How do you distinguish between them ? 
1 (c) Why is this distinction necessary ? Answer with illustration. 
[ Ans. : P. 1.144 & 1.145] 
, 8. (а) Whatis a Trial Balance ? [Ans. : P. 4.280] 

(b) From the following ledger balances of a family available on 31st 
December, 1984 prepare (i) Trial Balance as onthat date and (ii) an Income 
and Expenditure Account of the family forthe month : 


Rs. 

- Expenses for fish, meat, eggs etc. 1,250 
Expenses for foodgrains 2,100 
Newspaper subscription 70 
Expenses for pulses 300 
Expenses for mustard oil 250 
Expenses for spices 280 

. Expenses for vegetables 650 
-.* Cost of Almirah and Dinner Table 5,200 
Cash in hand (31-12-84) 300 
Income from House Property 5,400 
Income from Salary 4,200 
800 


Income from Agriculture 
[Ans. : Total of Trial Balance Rs. 10,400 ; Excess of 


Income over expenditure Rs. 5,500] 


Group—C 
Answer ALL questions 


9. (a) What is ‘Revenue’ ? When is revenue considered to be realised ? 
Discuss with illustration. [Апз. : P. 2.216] 


(b). Distinguish крш a venture and a going concern. 
[Ans. : P. 1.248] 


ae Name the accounts which are usually prepared for a venture. 
[Ans. : P. 1.245] 
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10. Amir Ali, a Kashmir pedlar, came to Calcutta to sell woollen goods 
during the winter. Hes invested Rs. 40,000 as his capital in the venture and 
purchased at Srinagar the following goods : 

100 Gents’ Shawls @ Rs. 160 each ; 
60 Ladies’ Shawls @ Rs. 140 each ; 
; 50 Sweaters @ Rs. 120 each. 

Sri Ali paid carriage for Rs. 180 and railway freight for Rs. 215. 

At Calcutta he sold all the ladies Shawls @ Rs. 200 each and alsolsold all 
the Gents’ Shawls @ Rs. 220 each. He sold 48 Sweaters @ Rs. 160 each. He 
kept two Sweaters for his family. 

Sri Ali paid rent Rs. 250 and Miscellaneous expenses Rs. 125. 

From the above particulars, prepare necessary accounts relating tó the 
venture, 


[Ans. : Profit of the Venture Rs. 10,753, 
Value of Stock taken by Venturer Rs. 243] — 


1985 


SECOND PAPER 
Group—A 
Answer any TWO questions 


1. (a) What is depreciation ? [Ans. : p. 2.47] 
(b) On 1-1-1982 a company purchased a machinery for Rs. 1,00,000. 
It was decided to write off 10% depreciation under Straight Line Method, 
estimating the life of the machine at 10 years and scrap value at Rs. 10,000. 
You are required to prepare Machinery Account up to 31-12-1984. 
2. (a) What do you mean by ‘Assets’ and ‘Liabilities’ ? [Ans.: P. 2.147] 


(b) What is marshalling of assets and liabilities in a Balance Sheet ? 
[Ans. : Р. 3.145] 


(c) Describe briefly the various methods of marshalling a Balance 

Sheet, [Ans. : P. 3.145] 

3. (a) Distinguish between ‘Reserve’ and ‘Provision’ [4п5. УР. 3.94) 

(Б) What do you mean by ‘Bad Debts and ‘Doubtful Debts’ ? Distin- 

guish between the two. [Ans. : P. 3.3] 

4. (a) Whatis meant by adjustment at the end of an accounting period ? 

What is the use of such adjustments ? [Ans. : P. 2.196] 

(b) From the following information available on 31-12-1984 make 

necessary adjustment entries in the journal for the year ending as on that 
date : 


(i) Interest accrued Rs, 1,500 
(ü) Wages for December, 1984 outstanding Rs. 8,500 
(iii) Rent for January, 1985 received in advance Rs. 2,400 

Rs 1,000 


(iv) Insurance Prepaid 


413 — -HIGHER SECONDARY ACCOUNTANCY 
г 
Group—B 


Answer any 1WO questions 


5. (a) What is ‘Proprietary Concept’ ? [Ans. : Р. 3.236] 

"(b) What is ‘Fund Concept’ ? [Ans. : Р. 3.241] 

. (c) Compare between the two. [Ans. : P. 3.240] 

6. In determining profit or income of an = explain the: need for 
matching process. [Ans. : P. 2.218] 
7. (a) Howare accounting information prepared ? [Ans. : P. 4.109] 

(b) How are they communicated ? [Ans. : P. 4.109] 

(c) Which parties use them ? [Ans. : P. 4.113] 

8. (a) What is ‘capital employed’ ? [Ans. : P. 4.8] 

(6) What is ‘internal capital ? [Ans. : P. 4.96] 


(с) From the following information ascertain with explanation the 
amount of capital employed : 


Rs. 

Equity Share Capital 25,000 
Preference Share Capital 10,000 
Reserve & Surplus ^ 15,000 
5% Debentures 10,000 

- Bank Overdraft 8,000 
Bills Payable [3 7,000 
Sundry Creditors 6,000 
81,000 

[ Ans.: Amount of capital employed Rs. 60.000] 


Or 


Darjeeling Company Ltd. had an authorised capital divided into 40,000 
Equity Shares of Rs. 10 each. The Company issued 30,000 Equity Shares to 
the public. The price of shares was payable in following instalments : 
Rs. 2°50 on application, Rs. 2:50 on allotment, Rs. 2:50 each on First Call 
and Final Call. 

All shares were fully subscribed by the Public. АП money were duly 
„ Teccived, but a shareholder holding 200 shares did not pay the First Call and’ 
" Final Call. 

Show necessary journal entries to record the above transactions in the 
books of the Company. 


[Ans. : Cash Received Rs. 2,99,000 & Calls-in arrears Rs. 1,000] 


Group—C 
Answer the following question 


9. In a partnership business Jyoti and Bikas share profits and losses in 
the ratio of 3 : 2. From the following Trial Balance of the firm as оп 315 
December, 1984 prepare the (a) Trading Account and the (5) Profit & Loss 
Account for the year ended 3151 December, 1984 and the (c) Balance Sheet 
on that date : 
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Dr. Cr. 
Rs. Rs 
Wages 10,000 ^ Capital 80,000 
Furniture 15,0000 ^ Purchase Returns : 3,000 : 

Discount 600 Sundry Creditors ' 30,000; 

Carriage outward 300 Reserve Fund 60,000 

Freight and Insurance 1,500 Bills Payable 12,000 

Purchases 1,52,000 Commission 8,000 

4 Stock (1-1-84) 35,000 Sales 2,58,000 
Bills Receivable 40,000 
Freehold Premises 60,000 
Sales Returns 1,500 
Sundry Debt ors 50,000 
Salaries 12,000 
Bad Debts 4,400 
Wages 18,000 
Plant and Machinery 45,000 
Advertising 5,000 
Repairs to Machinery 700 

s 4,51,000 A 4,51,000 

panic. Сан ушай Se 


The following adjustments are to be taken into account :— (i) Closing 
Stock valued at Rs. 62,000 ; (ii) Outstanding liabilities for: — (a) Wages 
Rs. 2,500; (b) Salaries Rs. 3,000 ; (iii) Depreciation @ 10% per annum on Plant 
and Machinery and @ 5% per annum of Furniture is to be provided ; (iv) Provi- 
sion for Doubtful Debts is to be made @ 5% on Sundry Debtors. 

[Ans. : Gross Profit Rs. 1,20,500, Net Profit Rs. 76,750, 
Total of Balance Sheet Rs. 2,64,250] 


WEST BENGAL HIGHER SECONDARY EXAMINATION (External) 


1983 
FIRST PAPER 
Group—A 
Answer any two questions 


1. (a) Briefly state the necessity of classification and condensation of 
transactions from Cash Statement: [Ans. : Р: 1.5] 
(b) What is a ‘Transaction’ in business ? [Ans. : P. 1.81] 

(c) How would you determine "Debit" and “Credit” of a transaction ? 

[Ans. : Р. 1.101] 


2. Write short notes on any three of the following : 


(а) Cash Statement, [Ans. : Р. 1.15] 
(b) Event, [Ans. : P. 1.6] 
(c) Ledger, [Ans.: P. 1.61) 


(d) Household Marketing [Ans. : P. 1.101] 
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8? Nazrul Pathagar of your area has supplied you with the following 
particulars in connection with the celebration of “Rabindra Jayanti” (25th 
Baisakh 1390). You are required to prepare a 'Receipts and Payments 
Statement" after making classification and condensation of receipts and payments, 
from the following particulars: 


Jeu ` Rs. 
Expenses for printing and stationery 800-00 
` Income from advertisements in the Souvenir 2,000:00 
Expenses for Exhibition of History of Independence Struggle 600-00 
Subscriptions collected from the members of Pathagar 1,600900 
Expenses for making a Pandal 500°00 
Subscriptions collected from the people 1,800:00 
Travelling expenses for participants in the Seminar 250:00 
Cost of flowers, garlands and other articles for decoration 300:00 
(For Music Conference) 
Expenses for Music Artists 600-00 
Cost of Prizes for participants in the Seminar 500-00 
Cost of light, decoration and Mike 300°00 
Entertainment Expenses for participants in the 
_» ‘Seminar and Special Guests 400-00 
' Expenses for providing light tiffin for Volunteers and Members : 
(a) For Seminar 200-00 
(b) Music Conference 300-00 


[Ans. : Total Payments Rs. 4,950 and Cash in hand Rs. 450) 


Group—B 
Answer any two questions 
4. (a) What do you mean by an ‘Account’ ? [4ns.: P. 1.93] 
(b) How Accounts are classified ? [4ns.: Р. 1.99] 


(c) What are the various advantages of such classification of accounts ? 
[Ans.: Р. 1.100] 


(d) How accounts are balanced ? [Ans. : P. 1.96) 
5. (a) What do you understand by Journal? Briefly state the various 
subdivisions of Journal for accounting. [Ans.: Р. 2.2] 


(b) Prepare a Trial Balance as at 31-3-83 from the following ledger balances :— 
Discount—Rs. 3,600, Carriage Inwards—Rs. 26,100, Purchases—Rs. 1,08,000, 
Carriage Outwards—Rs. 6,900, Capital—Rs. 1,20,000, Plant & Machinery— 
Rs. 32,100, Stock on 1-4-82—Rs. 46,500, Sundry Debtors—Rs. 60,600, Sundry 
Creditors—Rs. 36,000, Cash at Bank—Rs. 30,300, Motor Car—Rs. 13,800, Cash 
in hand—Rs. 300, Sales—Rs. 1,80,000, Returns Inward—Rs. 900, Rent and Taxes 
—Rs. 3,600, Commission— Rs. 5,400, Returns Outward—Rs. 2,100 and Stock on 
31-3-83— Rs. 54,900. [Ans. : Total of Trial Balance Rs. 3,38,100] 


6. (a) What is Manufacturing Account ? [Ans. : P. 2.255] 


(b) How a Manufacturing Account differs from a Trading Account ? 
[Ans. : Р. 2.255] 
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(c) From the following particulars write up a Manufacturing Account for the 
year 1982: 


Rs. 

1-1-82— Stock of Raw materials at Factory 56,000 
Stock of Semi-finished Goods 24,000 
Purchases of Raw materials during the year — . 2,28,000 

Wages of Workers 1,20,000 

Cost of Electricity, Light, Gas, etc., for the поа 16,000 

Other Expenses incidental to Production 20,000 

Salary of Works Manager 48,000 

Salary of Factory Staff 12,000 

Wages of Darwan 8,000 
31-12-82—Stock of Raw materials 60,000 
* Stock of Semi-finished Goods 32,000 


[Ans. : Cost of Production Rs. 4,40,000] 


7. (a) Distinguish between Trial Balance and a Balance Sheet. 
[Ans.: Р. 3.131) 


(b) “It is said that the Balance Sheet is a Statement and not an Account."— 


Do you agree ? Answer with reasons. [A4ns. : P. 3,127] - 
8. (a) What is meant by Bank Reconciliation Statement ? Briefly state its 
utility to the businessman. [4ns. : Р. 2.112] 


(b) Write up the following transactions in a three-column cash book, Balance 
the boon and bring down the balance : 


1983 Rs. 
December 1 Cash balance in hand 500 
Cash at Bank 2,600 

2. *5 Received Cash from Rakesh i 190 
Allowed him discount 10 

9 Purchased Stationery for cash 40 

^ 11 Paid Anup by cheque 350 
Received Discount 50 


14  Rashul settled his account for Rs. 1,000 after 
allowing 5% discount 


F: 17 Paid Jadu in Cash 230 

Received discount 20 
» 18 Paid Sundry Expenses in Cash 50 
» 21  Withdrew from Bank for Office Cash 400 
5 27  Withdrew from Bank for personal use 200 
„ 28 Bought Goods by cheque 450 
5». 30 Sold Goods 600 


[Ans. : Cash (Dr.) Rs. 2,220, Bank (Dr.) Rs. 1,200, Discount (Dr.) Rs. 60 and 
Discount (Cr.) Rs. 70] 


Group—C 
Answer all questions 
[4п5. : „Р. 1.252) 
P. 1.262] 
P. 2.262) 


9. (a) What is Capital ? 
(b) How is it maintained ? Joi [Ans. : 
(c) How is Profit related to it ? [Ans. : 
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10. Stee Abhaga started a venture to buy clay-toys from Krishnagar, Nadia 
and to sell at the fair of Baghbazar, Calcutta. From the following information 
prepare necessary ledger accounts : 


Кз. 

' "Capital invested 18,000-00 
"Purchased clay-toys 12,500:00 
Loan taken from father 2,700:00 
Construction Expenses of temporary stall 500:00 
Paid Stall Rent to Fair-Committee 30000 
Paid Salary to Salesman 650-00 
Sale proceeds from clay-toys 19,500-00 
Sundry Expenses 500-00 
Unsold clay-toys taken for household - 1,200:00 
Paid Donation to Puja Committee 250°00 
Paid Travelling Expenses 120-00 


[Ans. : Profit of the Venture Rs. 5,880 ; Final Payments to Venture Rs. 22,680]. 


1983 


SECOND PAPER 
Group—A 
Answer any two questions 


_ l (а) How do you distinguish between Bad debt and Doubtful debt ? 
: [Ans. : P. 3.3] 
(b) Why is it necessary for making provision for Doubtful debts ? 
[Ans. : Р. 3.4] 


(c) The balance of Provision for Doubtful Debts Account on 1st January, 
1982 was Rs. 8,400. The Bad debts during the year amounted to Rs. 6,000. The 
debit balance of Debtors Account оп 31st December, 1982 was Rs. 80,000. The 
Provision for Doubtful debts is to be provided @ 74%. 

Show necessary Ledger accounts and Balance Sheet as on 31st December, 1982 


2. (а) What do you mean by ‘Depreciation’ ? (b) What are its causes ? 
(c) Why is it necessary to charge depreciation ? (d) What should be the 
considerations for deciding on the amounts or rates of depreciation to be charged ? 

[Ans. : P. 3.47, 3.48 and 3.49] 
s 3. (a) What do you understand by ‘Adjustment’ in accounting ? What is 
its utility ? [Ans. : P. 2.196] 

(b) Pass necessary journal entries for recording the following adjustments 
while preparing ‘Final Accounts’ : 

(i) Outstanding Salary—Rs. 4,500; (i) Interest due but not received— 
Rs. 1,500 ; (iii) Insurance premium paid in Advance—Rs. 600 ; (iv) Rent received 
in Advance—Rs. 1,200. 


4. (а) What is a ‘Balance Sheet’ ? Why is it prepared ? [Ans.: Р. 3.128] 


(b) What is an ‘Asset’ in accounting ? [4ns. : Р. 3.135] 
(c) Distinguish between ‘Assets’ and ‘Liabilities’. [Ans. : >Р. 3.141] 


(d) Why is ‘Capital’ called a liability 7 [Ans. ғ Р. 3.140] 


Kine) е а ааай 
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Group—B 
Answer any two questions 
5. (a) What is an ‘accounting information’ ? [Ап.: Р. 4.112] 
(b) What are their characteristics ? [Ans. : P. 4.112] 
(c) Who are interested in it ? [4ns. : Р. 4.113] 
6. (a) What is *Revenue' ? _[Апз.: Р. 2.216] 
(b) What are the features of *Ravenue' ? [A4ns. 2. P. 2,217] 
(c) Distinguish between ‘Revenue’ and ‘Income’. [Ans. : „Р. 2.220] 
(d) Explain the term ‘Capital Employed’. [Ans. > P. 4.8] 


7. “A business unit is distinct from its proprietors”. 

(i) What is the accounting concept indicated in the Statement ? (ii) Explain 
the main features of the concept. (ii) Two what type of organisation is such 
statement legally applicable ? [4ns.: P.3.988] 

8. Purulia Cement Ltd. with an authorised capital of Rs. 1,50,000 in Equity 
Shares of Rs. 15 each, issued 5,000 Equity Shares, payable Rs. 5 on Application, 
Rs. 5 on Allotment and Rs. 5 on Final Call. АП moneys payable up to final call 
were duly received by the company except that one shareholder holding 1000 
shares failed to pay the allotment and final call. His shares were forfeited 
immediately after final call. 

You are required to journalise the transactions and record them in the ledger 
of the company. [Ans. : Balance of Share Forfiture Rs. 5,000] 


Group—C 
Answer the following question 


9. Aloke, Bindu and Chandan are partners of a partnership firm. They 
share profits and losses in the tatio of 3 :2 :1. The Trial Balance of the firm as 
on 31st December, 1982 is given. below : 


Dr. Cr. 
Rs. Rs. 
Land 1,20,000 
Sundry Debtors 90,000 
Purchases 4,80,000 
Capital : . 
Aloke : Р 90,000 
Bindu 60,000 
Chandan 30,000 
Reserves 67,500 
Furniture 67,500 
Stock on 1-1-82 1,05,000 
Wages 45,000 
Commission 52,500 
Returns Inward 5,400 
Plant 1,35,000 
Bills Receivable 67,500 
37,500 


Salaries 
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Dr. Cr. 
Rs. Rs. 
Sales 7,50,000 
Discount . 2,700 
. Freight 3,300 
Carriage outwards 5,250 
Return outward 2 3,600 m 
Bills Payable 45,000 : 
Cash in hand 2,100 Y 
Cash at Bank 14,400 
Carriage Inwards 1,500 
Sundry Creditors 83,550 


11,82,150 11,82,150 


Prepare a Trading Account, a Profit & Loss Account for the year ended 31st 
December, 1982 and a Balance Sheet as on that date after taking into thefollowing 
adjustments : 


(a) Closing Stock—Rs. 1,20,000 ; 

(b) Outstanding liability for Salary—Rs. 15,000 ; 
(c) Outstanding liability for wages—7,500 ; 

(d) Depreciate Plant at 10% and Furniture at 5% ; 
(e) Sundry Debtors include Rs. 6,000 a Bad debts ; 
(f) Provide for Provision for Bad debts at 5%. 


[Ans. : Gross Profit Rs. 2,25,900 ; Net Profit Rs. 1,90,875 ; Total of Balance 
Sheet Rs. 5,89,425] 


ae ore os ar 


1984 
FIRST PAPER 
Group—A 


Answer any two questions JA 


1. (a) What do you mean by 'accouting for an event. ? [Ans. : Р. 1.10] | 
(b) What is the necessity of such accounting ? [Апз.: Р. 1.10] 1 
(с) What аге the features of accounting for an event ? [4ns.: P. 1.11] 

2. Write short notes on any three of the following : 
(a) Debit and Credit, [Ans.: Р. 1.87] 
(b) Double Entry System, [Апз.: P. 1.88] 

(c) Account, [Ans. : P. 1.93] 
(d) Receipt and Payment Statement. [Ans.: Р. 1.84] 


у 3. On 14th April, 1984 Nabarun Club organised a Cultural Function in order 
to make donation to ‘The West Bengal Chief Minister's Drought Relief __ 
Fund'. The Receipts and Payments of the said function are stated below : 


> 

5» 
WEST BENGAL HIGHER SECONDARY EXAMINATION (EXT.) 41399. — 
^ 


Receipts : Rs. 
Subscription from Public 24,000 
Donation.by the Members of the club à 21,000 
Sale proceeds of the tickets of cultural function 30,000 
Income from Advertisements in the Souvenir 15,000 
Contribution from the General Fund of the Club | 10,000 

Payménts : } 
Expenses for making Pandal $ 8,000 
Cost of Illumination and hire-charge for Mikes 3,500 
Cost of Printing Invitation Cards, Souvenir including its paper 12,500 
Cost of Coloured paper for decoration, Flowers, Garlands etc. 1,500 
Expenses for Music-Artists 11,000 
Conveyance charges for Volunteers and Members 2,500 
Entertainment Expenses for Music-Artists 1,200 
Tiffin expenses for General Members, Volunteers and the Executives 

of the Club 1,600 
Expenses for Instrumental-Artists 2,600 
Conveyance charges for Guest-in-chief and other Speakers for this 

function 300 


From the above particulars, prepare a ‘Statement for Receipts and Payments’ ` 


after making classification and condensation of receipts and payments. 
[4ns.: Cash in hand Rs. 55,300, Total Payment Rs, 44,700] 


Group—B 


Answer any two questions 


(а) What is Periodical Accounting ? (b) How does it differ from the 
accounting for an event ? (c) Give your answer with reference to Households, 
Clubs or Societies. [Ans. :. P. 1.140] 
(a) How do you distinguish between ‘Capital Expenditure’ and ‘Revenue 

Expenditure. ? [Ans. : P. 1.145] 


(b) Classify the following transactions into Capital and Revenue : 


Rs. 
(i) Purchase of Machinery 20,000 
(ii) Carriage for bringing the Machinery 3,000 
(iii) Wages paid for installation of the Machinery 600 
(iv) Repairing for the Machinery 1,500 
(a) How does a journal differ from a ledger ? [Ans. : Р. 2.139-2:140] 


(b) Describe briefly the importance of ledger. [4п5. : P. 1.162-1.163] 


(c) Correct the following sentences, if necessary : 
(i) Bank Account is nominal ; 
(ii) Building Account is personal ; 
(iii) Investment Account is personal ; 


(iv) Income-Tax Account is nominal. [Ans. : P. 1482] 
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) Bri tate the utility of Bank Reconciliation Statement. 
7. (a) Briefly state the utility o TT 


(b) From the following particulars, prepare a statement showing the balance 
that would appear in the Cash Book of Sri Bose as on 31st December, 
Е 1983 : 
(i) On 31 December, 1983 the Pass Book of Sri Bose showed a 
favourable balance of Rs. 21,960. 
(ii) Rs. 18,300 is entered in the Cash Book as paid into Bank on 30th 
December, 1983, but it was credited by the Bank on 3rd January. 
1984. 
(iii) A cheque for Rs. 9,600 was received from Kamalesh on 29th 
December, 1983, but it was paid into Bank without recording the 
'same in the Cash Book on the same date. 
(iv) Bank charges Rs. 250 on 31st December, 1983 was not entered in the 
Cash Book. 
(v) А debtor paid Rs. 9,200 directly into our Bank Account on 
28th December, 1983, but no entry of it was made in the Cash Book. 
[Ans.: Bank Balance as per Cash Book Rs. 21,710] 


8. (a) “The Closing Stock should be valued at the cost price or market price, 
whichever is lower".—Explain with reasons. [Ans. : Р. 2.222] 


(b) From the following particulars prepare a Balance Sheet : 


Rs. 
Library Books 84,000 
Accrued Interest 750 
Capital Fund 1,50,000 
Outstanding Liability for Rent 1,500 
Cash in hand 1,200 
Prize Fund 30,000 
Cash at Bank 61,650 
Salary paid in Advance 6,000 
Outstanding Liability for Printing 750 
Furniture 30,000 
Subscription Received in Advance 1,500 
Investment 45,000 
Income and Expenditure Account (Credit Balance) 44,850 


[Ans. : Total of Balance Sheet Rs. 2,285,600] 


Group—C 


9. (a) What is а Terminable Venture ? (b) What are its features ? 
с [Ans. Р 1.244] 
10. Sri Pulak Chakraborty opened a plastié goods stall at Mahesh in Seramput 
during the last Chariot Festival: Fromthe particulars given below, : Prepare 
Cash Account, Venture Account and Capital Account : 


— 


я 
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Introduced Capital 2m 
Purchased Goods in Cash 25,200 
Paid Stall Rent 12,000 
Purchased goods from Bengal Plastic Company ^ 9,800 
Sold to Hamid on Credit 5,300 
Amount due to Bengal Plastic Company Paid : 

Selling Expenses 5,700 

Sold Goods for Cash 64,700 

Received Cash from Hamid 5,300 

Paid Salary to an Employee 400 


[Ans. : Profit on Venture Rs. 17.900) 


1984 
SECOND PAPER 
Group—A 
Answer any two questions 

І. (а) How do you distinguish between Cash and Accrual Basis of accounting ? 
oo [Ans.: Р, 3.00] 

(b) Sri Ajit Sen, a physician, supplies the following information relating to 

his incomes and expenses for the year ended 31st December, 1983 : 


Fees Received in Cash Rs. 87,900 
Fees Accrued but not received " 9,000 
Rent of the Chamber outstanding » 4,800 
Fees Received in Advance 5 3,900 
Rent of the Chamber paid ” 9,450 

9,600 


Salaries of Staff paid i 
Salaries of Staff paid in Advance 1,800 
From the particulars stated above, ascertain the Net Profit of Sri Sen 

under (i) Cash basis, and (ii) Accrual basis. 
[Ans. : Net Profit under (i) Cash Basis Rs. 68,850 ; (ii) Accrual Basis Rs. 70,950] 
2. (a) How you will distinguish between Profit and Loss Account and Profit 
and Loss Appropriation Account ? [4п5. 5 Р. 8.98] 
(Б) How you will distinguish between Reserve and Provision ? 
[Апз.: P. 2.94] 


. (а) Explain the term “Gross Profit” and **Net Profit” with their significance. 
[Ans. : Р. 3.99] 


(b) Rectify the following Journal Entries assuming that narrations are 
correct : 
Rs. Rs. 


(i) Sundry Debtors A/c...... Dr. =- = 
To Bad Debt A/c 
(being the amount of bad debts written off) 


(ii) Provision for Bad and Doubtful Debts i 
r. = 


$ To Sundry Debtors A/c 


(being the amount of provision for Bad 
and Doubtful debts created @......) 
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7, (a) Briefly state the utility of Bank Reconciliation Statement. 
[Ans.: Р. 2.112] 
(b) From the following particulars, prepare a statement showing the balance 
that would appear in the Cash Book of Sri Bose as on 31st December, 
| 1983: 
‚ (i) On 31st December, 1983 the Pass Book of Sri Bose showed a 
favourable balance of Rs. 21,960. 

(ii) Rs. 18,300 is entered in the Cash Book as paid into Bank on 30th 
December, 1983, but it was credited by the Bank on 3rd January. 
1984. 

(ii) A cheque for Кз. 9,600 was received from Kamalesh on 29th 
December, 1983, but it was paid into Bank without recording the 
same in the Cash Book on the same date. 

(iv) Bank charges Rs. 250 on 31st December, 1983 was not entered in the 
Cash Book. 

(vy) A debtor paid Rs. 9,200 directly into our Bank Account on 
28th December, 1983, but no entry of it was made in the Cash Book. 

[Ans. : Bank Balance as per Cash Book Rs. 21,710] 


8. (a) "The Closing Stock should be valued at the cost price or market price, 
whichever is lower"".—Explain with reasons. [Ans. : P. 2.222] 


(b) From the following particulars prepare a Balance Sheet : 


Rs. 
Library Books 84,000 
Accrued Interest 750 
Capital Fund 1,50,000 
Outstanding Liability for Rent 1,500 
Cash in hand 1,200 
Prize Fund 30,000 
Cash at Bank 61,650 
Salary paid in Advance 6,000 
Outstanding Liability for Printing 750 
Furniture 30,000 
Subscription Received in Advance 1,500 
Investment ‚ 45,000 
Income and Expenditure Account (Credit Balance) 44,850 


[Ans.: Total of Balance Sheet Rs. 2,928,600] 


Group—C 


9. (a) What is a Terminable Venture ? (5) What are its features ? 
[Ans. Р 1.244] 
10. Sri Pulak Chakraborty opened a plastié goods stall at Mahesh in Serampur 
during the last Chariot Festival: From the particulars given below, : Prepare 
Cash Account, Venture Account and Capital Account : 


] 
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Introduced Capital 
Purchased Goods in Cash 
Paid Stall Rent 


Purchased goods from Bengal Plastic Company 


Sold to Hamid on Credit 


Amount due to Bengal Plastic Company Paid : 


Selling Expenses 

Sold Goods for Cash 
Received Cash from Hamid 
Paid Salary to an Employee 


[Ans. : 


1984 


SECOND PAPER 


Group—A 


Rs. 
26,000 
25,200 
12,000 
9,800 
5,300 


5,700 
64,700 
5,300 
400 


Profit on Venture Rs. 17.900] 


Answer any two questions 


1. (а) How do you distinguish between Cash and Accrual Basi 


s of accounting ? 
[4ns.: Р. 3.iv] 


(b) Sti Ajit Sen, a physician, supplies the following information relating to 


his incomes and expenses for the year ended 31st December, 1983 : 
Rs. 


Fees Received in Cash 

Fees Accrued but not received 
Rent of the Chamber outstanding 
Fees Received in Advance 

Rent of the Chamber paid 
Salaries of Staff paid 

Salaries of Staff paid in Advance 


From the particulars stated above, ascertain the 


under (i) Cash basis, and (ii) Accrual basis. 
[Ans. : Net Profit under (i) Cash Basis Rs. 68,850 ; (ii) Accrual Basis. Rs. 70,950) 


2. (а) How you will distinguish Бе 


and Loss Appropriation Account ? 


(b) How you will distinguish between Reserve and Provisio 


3. (a) Explain the term 


(b) Rectify the following Journal Entries assuming that narr: 


correct : 


(i) Sundry Debtors А/с...... 
To Bad Debt A/c 


Dr. 


(being the amount of bad debts written off) 


(ii) Provision for Bad and Doubtful Debts 


Аб.» 
= To Sundry Debtors A/c 


(being the amount of provision for Bad 


and Doubtful debts created @ 
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) 


Dr. 


87,900 
9,000 
4,800 
3,900 
9,450 
9,600 
1,800 


Net Profit of Sri Sen 


tween Profit and Loss Account and Profit 


[Ans.s Р. 3.98] 


п? 


[4ns.: Р. 2.94] 
“Gross Profit” and “Net Profit” with their significance. 


[Ans. : Р. 8.99] 


Rs. 


ations are 


Rs. 
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(iii) Bad Debts А/с...... Dr. ae 
To Profit & Loss A/c ak 
(being the balance of Bad Debts Account 
transferred) 
(iv) Bank A/c Dr. — 
To Sundry Debtors A/c E 
(being the amount received previously 
written off as Bad Debts) 


[Ans.: (i) Bad Debts Dr. ` (ii) Profit & Loss A/c. Dr. 
To Sundry Debtors To Prov. for Р] Debts. 
(iii) Profit & Loss Alc (iv) Bank A/c 
To Bad Debts. To Bad Debts Recovered} 
4. Discuss the nature of Profit with reference to Sole Proprietorship, Partnership 
and Company forms of business, [Апз.: P. 8.101] 
Group—B 


Answer any ¢wo questions 


5. “The whole of the accounting is focussed on the proprietor and he is 
regarded as owning all the enterprise—assets and being obliged to meet the 
claims of creditors.” Explain the features of the accounting concept 


referred to in the above statement. [4п5. : Р. 3.241] 

6. (а) How do you classify the sources of Capital as owned Capital, Loan 
Capital and Internal Capital ? [Ans.: Р. 4.4] 

(b) What are the different sources of Internal Capital ? [Ans. : P. 4.96] 

(c) Is depreciation a source of Internal Capital ? [Ans. : P. 4.97] 


7. Ashoke and Badal are two partners sharing profits and losses in the fratio of 
2:1. The Balance Sheet of the firm as at 31st December, 1983 is givenbelow : 


Balance Sheet as at 31st December, 1983 


Liabilities Assets 


Rs. Rs. 
Reserve 25,000 | Land & Building 1,00,000 
Creditors 10,000 | Plant & Machinery 50,000 
Furniture 10,000 
Capital Accounts : Stock 15,000 
Ashoke 1,00,000 Debtors 12,000 
Badal 60,000 1,60,000 | Cash in hand 8,000 


1,95,000 


Ashoke and Badal agree to admit Chayan in the firm on the following 

` terms : (1) Chayan will bring in Rs. 80,000 as his capital for 40% of the | 

future profit of the firm ; (2) The firm's assets are revalued as under: Land 

and Building Rs. 1,20,000 ; Plant and Machinery Rs. 40,000 ; Furniture 
Rs, 15,000 and a provision of 5 % is to be created against Debtors. 


—— 


E 
* 
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Show the Journal Entries, Profit & Loss Adjustment Account and 
Opening Balance Sheet of the firm. 
[Ans. : Profit on Revaluation Rs. 14.400 ; Total of Balance Sheet Rs. 2,89,400] 


8. (a) Give an idea of the preparation of accounting information. 
[Ans.: P. 4.112] 


(b) Who supplies accounting information ? [Ans. : P. 4.112] 
(c) How are they communicated ? [4л5. : Р. 4.109] 
Group—C 


Answer the following question 
9. From the following Trial Balance as on 31st December, 1983, prepare the 
Trading Account and Profit & Loss Account for the year ending 31st December, 
19 83 and the Balance as on that date : 


Dr. Cr. 
Rs. Rs. 

Plant & Machinery 1,20,000 
Wages 72,000 
Stock (opening) 60,000 
Debtors i 1,20,000 
Land and Building 1,80,000 
Furniture 30,000 - 
Sales 8,25,000 
Cash in hand 1,500 
Capital 3,00,000 
Insurance Premium 4,500 
Cash at Bank 1,26,000 
Sales Returns 3,000 
Salaries 36,000 
Creditors 1,20,000 
Purchase Returns 3,000 
Rent and Taxes B 15,000 
Bad Debt 3,000 
Postage and Telegram 8,700 
General Expenses 300 
Purchases 4,50,000 
Travelling Expenses 6,000 
Electric charges 4,500 

7,500. 


Telephone charges Lig. 
12,48,000 12,48,000 
===> Oo 


The following matters are to be taken into account : 
(a) Closing Stock valued at Rs. 1,40,000 
(b) Outstanding Liabilities for : 
(i) Wages —Rs. 12,000 (ii) Salaries—Rs. 4,000 · 
*(c) Provide depreciation @ 10% p.a. on Plant & Machinery and 5% p.a. 
on Furniture. 
(d) Sundry Debtors include Rs. 8,000 as Bad Debt. 
(e) Provision for Doubtful Debts is to be made @ 5%. 
[Ans. : Gross Profit Rs. 3,71,000 ; Net Profit Rs. 2,54,400 and Total of 


Balance Sheet Rs. 6,90.400] 
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i 1985 4 
FIRST PAPER 
Group—A 
Answer any two questions 

1. (a) What is a transaction in a business ? [Апз.: P. 1.81] 
(b) How does it differ from an event ? [4п5. : P. 1.83] 
(c) What are the features of a transaction ? [Ans.: P. 1.89] 
2. (a) What is meant by the term ‘classification’ and ‘condensation’ of 

transactions ? [Ans.: P. 1.24] 
(b) What are its objects ? [Ans.: Р. 1.25] 
(c) What principles are followed for classification and condensation of 

transactions ? [Ans.: P. 1.24] 
3. Write short notes on any three of the following : 
(a) Single Entry [Ans. : P. 1.90] 
(b) Cash Statement [Ans.: P. 1.25] 
(c) Balancing of an account [Ans.: P. 1.96] 
(d) Ledger ` [4п5. : P. 1.161] 

Group—B 
Answer any two questions 

4. (a), What do you mean by a going concern ? [Ans.: P. 1.186] 
(b) What is meant by ‘Household’ Accounting ? [Ans. : P. 1.110] 
(c) What are its features ? [4ns. : P. 1,110] 


(d) Describe the accounting features of a going concern. [4л5.: Р. 1.136] 


5. From the following Receipts and Payments Account and the information 
given below prepare an Income & Expenditure Account for the year ended 31st 
December, 1984 : 


Receipts and Payments Account 


1984 Jan. 1 Rs. 1984 Dec. 31 Rs. 
_ То Balance b/d By Maintenance 6,629 
» Match Expenses 9,268 
Cash 7,630 ` ,, Conveyance 1,974 
Bank 14,000 21,630 ,, Salaries 7,000 
ae » Upkeep of Lawn 3,668 
» Tournament 
Expenses 12,600 
Dec. 31 » Postage Stamps a 735 
To Subscription (Inclu- » Purchase of Sports 
ding Rs. 700 for 1983) 1 Materials 6,804 
4 50,400 ,, Investments 4,550 
, Entrance fees 1,925 „ Balance c/d 
» Donation 3,507 Cash 1,540 
» Tournament fund 14,630 Bank 37,324 38,864 
92,092 92,092 


t 
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Further Information : (a) Salary outstanding—Rs. 1,400, (b) Stock of sports 
materials—on 31.12.83—Rs. 700 and on 31.12.84—Rs. 2,100, (c) Outstanding 
subscription for 1983—Rs. 3,500 and for 1984— Rs. 9,000, (d) Subscription 
received in Advance for 1985—85. 4,000. 

[Ans. : Excess Income over Expenditure Rs. 4,447] 

6. (a) Pass the necessary adjustment entries for the following. (Year closed 
on 315 December, 1984) 

(i) Salary Rs. 5,000 for December, 1984 is outstanding. 
(ii) Interest accrued on Investment—Rs. 2,000. 
(iii) Insurance Pre-paid—Rs. 1,500. 
(iv) Closing stock—Rs. 30,000. 
(b) What do you understand by ‘Adjustments’ in Accounting ? [Ans. : P. 2.196] 
7. (a) State with reasons the errors that cannot be detected even when both 


the sides of the Trial Balance agree. [Апз.: P. 1,174] 
(b) Correct the following Trial Balance : 
Dr. Cr. 
Rs. Rs. 
Rent Received 21,000 Machinery 1,26,000 
Discount Allowed 14,000 Capital 3,86,400 
Bills Payable 1,40,000 Debtors 1,05,000 
Return Outward 1,12,000 Building 1,40,000 
Salaries 84,000 Carriage Outward 35,000 
Creditors 1,96,000 Return Inward 21,000 
Opening Stock 2,39,400 Sales 9,80,000 
Bank 3,15,000 Trade Expenses 42,000 
Purchases 7,00,000 Discount Received 28,000 
Carriage Inward 42,000 
18,63,400 18,63,400 
———— = Å 


Note : Assume that Donation is Capital receipts and Entrance fees is Revenue receipts, 
[Ans.: Total of Trial Balance Rs. 18.63,400) 


8. (a) What do you mean by Manufacturing Account ? [Ans.: P. 2.255] 

(b) How does it differ from a Trading Account ? [4ns.: Р. 2.255] 

(c) What is ‘Cost of Goods Sold’ ? [Ans. : Р. 2.212] 
Group—C 


9. (a) What do you mean by Realisation of Revenue ? — [Ans.: Р. 2.217] 
(b) What do you mean by maintenance of business capital ? 
[4ns.: P. 1.262] 

10. A contractor entered into a contract with a municipality for the construc- 
tion of a 10 kilometer long road at Rs. 5,00,000. He contributed towards 
the venture Rs. 3,50,000. He spent Rs. 1,75,000 for materials and paid 
Rs. 1,20,000 as wages to the workers for the construction of the road. In order 
to facilitate the work of supervision he purchased a Second-hand Moter Car for 


^ 


\ 


4 


y 
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Rs. 40,000. A further expenditure of Rs. 10,000 was incurred for its maintenance. 
The construction work was completed as per contract. The contractor received 


_ the amount due to him. Не sold out the Motor Car for Rs. 25,000. From the 


above prepare Venture Account, Cash Account and Capital Account in the books 
of the contractor. : 
[Ans. : Profit of the Venture Rs. 1,580,000] 


1985 
SECOND PAPER 
Group—A 


Answer any two questions 


1. (a) What is depreciation ? [4ns.: P. 3.47] 
(b) What are its causes ? [Ans.: P. 3.47] 
__ (c) A machine was purchased on 1.1.83 for Rs. 1,50,000. On 1.7.83 another 
machine was purchased for Rs. 90,000. Depreciation is to be provided @ 15% 
per annum on the machines under the Reducing Balance System. 
() Show the Machine Account for 1983 and 1984. The accounting 
period is from the Ist January to the 31st December. 
(ii) Show how the Machine Account did appear in the Balance Sheet as 
at 3Ist December, 1984. 
[Ans.: P. 3.126 & 3.129] 


2. (a) What is a ‘Balance Sheet ? Why is it prepared ? 
(b) What is an asset in accounting ? [Ans. : P. 3.135] 
(c) What is a liability ? Can capital be called a liability ? 
[4лѕ. : Р. 3.188 & 3.140] 
3. (а) How do you distinguish between Bad Debts and Provision for 
Doubtful Debts ? [4ns.: P. 3.6] 
(b) On Ist January, 1984 the balance of provision for Doubtful Debts was 
Rs. 10,500. The Bad Debts during the year were Rs. 5,000. The Sundry Debtors 
as on 315 December, 1984 stood at Rs. 1,23,600. Out of the Debtors, Rs. 3,600 
are Bad Debt and cannot be realised. The probision for Doubtful Debts is to be 
raised to 5% on Sundry Debtors. 


Show the relevant accounts and show how Bad Debts and provision for 
Dcubtful Debts will appear in the Profit & Loss Account and Balance Sheet as 
at 3lst December, 1984. 

[4ns.: Balance of Provision for Doubtful Debts Rs. 6,000] 


4. (a) What do you understand by mixed basis of accounting ? 
[Ans.: P. 3.11] 
(b) Do you recommend this basis for accounting in professional concerns ? 
" [Апз.: Р. 3.iii] 
(c) How do you convert the Cash Basis of accounting into Accrual Basis of 
accounting ? [Апз.: P. 3.iv] 


+ 
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Group—B 
Answer any two questions . 
5. “The business unit is distinct from its proprietor”. [Ans.: Р. 3,238] 
(а) What is the accounting mentioned in the statement ? [Ans. : Р. 3.239] 
(b) Explain the salient features of the concept. [Ans.: P. 3.239] 
6. (a) What is Internal Capital ? [Ans. : Р. 4.96] 
(b) What are its different sources ? [4ns.: Р. 4.96] 
(c) Is depreciation a source of Internal Capital ? [Ans.: Р. 4.97] 


7. A Limited Company invited applications for 50,000 shares of Rs. 10 each. 
The share money was páyable Rs. 3 on application, Rs. 2 on allotment and the 
balance in first and final call. Applications were received for all the. shares and 
the shares were duly allotted. The company received all money due-except on 
500 shares held by one shareholder who failed to pay the call money. The shares 
were forfeited and eventually issued to a new shareholder who paid Rs. 4.000 for 
these shares. " 

Show the Journal Entries and the Balance Sheet of the company. 

8. (a) What do you mean by accounting information ? — [4ns.: Р. 4.112] 

(b) What are the uses of accounting information ? [Ans. : P. 4.113] 


(c) What are the characteristics of accounting information ? 
[A4ns. г P. 4112] 


Group—C 


9. From the following Trial Balance as on 31st December, 1984, prepare the 
Trading Account and Profit and Loss Account for the year ended 31st December, 
1984 апа a Balance Sheet às at that date. 


Dr. Cr. 
Rs. Rs. 
Furniture 1,20,000 Sundry Creditors 63.600 
Cash in hand 9 300 Sales 12,20,250 
Wages 48,300 Reserve Fund 2,10,000 
Advertisement 9,000 Capital 2,40,000 
Repairing to Machinery 2,160 Returns 2,370 
Bad Debt * 6,900 ы 
Insurance 4,560 
Cash at Bank 34,800 
Opening Stock 75,000 
Fixture and Fittings 2,85,000 
Purchases 6,15,000 
Machinery 2,55,000 
Salaries 61,200 
Returns 3,600 
Carriage Outward 7,500 
Sundry Debtors 1,95,000 
Carriage Inward. 3,900 


17,36,220 Мыр 1136220 
eae ioe Maret Feeder 


t 
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The following matters are to be taken into account : 
(a) Closing Stock valued at Rs. 1,53,900. 
(b) Provide depreciation @ 575 p.a. on Machinery and 71 % p.a. on Furniture. 
(c) Outstanding Liabilities for : 
(i) Salaries—Rs. 8,250 ; (ii) Wages—Rs. 11,790. 
(d) Pre-paid Insurance Premium Rs. 900. 
(е) Provision for Doubtful Debts @ 5% is to be made on Debtor 
[Ans. : Gross Profit Rs. 6,18,930; Net Profit Rs. 4,88,670, Total of Balance 
Sheet Rs. 10,22,400] 


TRIPURA BOARD [Zigher Secondary] 
1983 
FIRST PAPER 
Group—A 
Answer any two questions 
1. (ay What is an event that may require accounting ? [Апз.: Р. 1.10] 
(b) What are the different stages of Accounting ? [Ans,: P. 1.14] 
(c) Distinguish between Accounting for an event and Periodical 
Accounting ? [4ns. : Р. 1.140] 
2. (a) What is an Account ? Classify it with illustrations. 
[4ns.: Р. 1.98 & 1.99] 
һе rules for ‘Debit’ and ‘Credit’ of an Account ? 
[4ns.: P. 1.87] 
3. (a) What is Ј ва ? кє [Ans.: P. 1.157 
(b) Pass Још n e following transactions : 


(b) What are 


(i) Starté 
with . 

(ü) Paid f ods for Rs. 1,500 by cheque and purchase 
goods | Datta for Rs. 3,000. 

(iii) Good C Т. Bose for Rs. 1,200. 

(iv) Issue 8 R 00 to S. Datta and discount allowed by 
S. Dat 

(v) Rs. 1,1 bh from T. Bose and allowed him discount 
Rs. 25. [4ns.: Р. 2.4] 


[Алз.: Р. 2.9) 


4. (а) What is Pur hi 
the following transactions and 


(b) Prepare a Р 
show the neces 


аап Co. @ Rs. 600 each less 


trade 
moy Chatterje @ Rs. 500 each 


18 Purchased bt Mitra & Co. Ltd. @ Rs. 30 


each less dit. 
28 Purchased tala Mart @ Rs. 5 each 


less trade d 
Book total Rs. 69,040] 
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5. (a) What is imprest system of Petty Cash Book ? [4ns. : Р. 2.83] 
(b) Give the form of a Petty Cash Book on imprest analytical system and 
enter therein eight imaginary figures taking imprest to be Rs. 100 and 

show at the end of the week recoupment of the imprest. 


6. (a) Distinguish between Manufacturing Account and Trading Account. 
[Ans.: Р. 2.225] 
(b) From the following particulars prepare a Trading Account for the year 

: ended 31st December, 1982: 

Paid wages Rs. 5,000 ; Opening stock Rs. 10,000 ; Cash purchase Rs. 50,000 ; 
Credit purchases Rs. 60,000; Factory Rent Rs. 2,500; Factory Lighting 
Rs. 2,000 ; Factory Overhead Rs. 2,500 ; Administrative Overhead Rs. 1,000 ; 
Selling and distribution overhead Rs. 1,500. 


All goods have been sold at a profit of 25% on production cost ; butgoods of 
the selling price of Rs. 10,000 have been returned. These have been treated as 
closing stock at cost. 

[4ns.: Gross Profit Rs. 31,000 ; Value of closing stock Rs. 8,000, Sales 

Rs. 1,65,000.] 


7. Write short notes on : : 
Transaction ; Deferred Revenue Expenditure ; Fictitious Asset ; Cost of goods 
sold. 
[Ans. ; Transaction (P. 181) Deferred Revenue Expenditure (Р. 1.143)] 
Fictitious Assets (P. 135), Cost of goods sold (P. 2.212)] 


Group—C 

Answer all the questions 
8. (a) What do you mean by terminable venture ? [4п. : Р. 1.22] 
(b) Distinguish between terminable venture and continuous profit-seeking 
business. [4ns.: P. 248] 


9. Bivas Sarkar started a venture with Rs. 60,000 cash and made the following 
transactions : 
(i) Purchased a piece of land for Rs. 25,000. 
(ii) Legal expense for purchase of land Rs. 3,000. 
(iii) Expenses for development of Rs. 12,000. 
(iv) Divided the land into four plots of equal area. 
(v) Sold two plots of land @ Rs. 16,000 per plot. 
(vi) Constructed two exactly similar buildings on the remaining two plots at 
a further cost of Rs. 1,75,000. 
(vii) Sold one of the buildings at Rs. 1,25,000 and retained the other for 


himself. 
From the above particulars prepare the Cash Account, Venture Account and 


Capital Account of Bivas Sarkar. е 
[Ans. : Profit Rs. 39,500 ; Hints : Value of house for him Ёз. 97,500]. 
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The following matters are to be taken into account : 

(a) Closing Stock valued at : Rs. 1,53,900. 

(b) Provide depreciation @ 5% p-a. on Machinery and 74 % p.a. on Furniture. 
(c) Outstanding Liabilities for : 


(i) Salaries—Rs. 8,250 ; (ii) Wages—Rs. 11,790. 


. (d) Pre-paid Insurance Premium Rs. 900. 
(е) Provision for Doubtful Debts (2 5% is to be made on Debtor 


[4ns. : Gross Profit Rs. 6,18,930; Net Profit Ёз. 4,88,670, Total of Balance 
Sheet Rs. 10,22,400] 


TRIPURA BOARD [Higher Secondary] 
1983 
FIRST PAPER 
Group—A 
Answer any fwo questions 
(a) What i is an event that may require accounting ? [4ns. : Р. 1.10] 
- (Б) What are the different stages of Accounting ? [Ans,: Р. 1.14] 


* (с) Distinguish between Accounting for an event and Periodical 


Accounting ? [4ns. : P. 1.140] 
(а) What is an Account ? Classify it with illustrations. 
[Ans.: P. 1.93 & 1.99] 
(b) What are the rules for ‘Debit’ and ‘Credit’ of an Account ? 
[Ans.: P. 1.87] 
(a) What is Journal ? [4п5. : P. 1.157] 
(b) Pass Journal entries for the following transactions : 
(i) Started a business with Cash Rs. 15,000 and opened a Bank A/c. 
with Rs. 10,000. 
(ii) Paid for purchase of goods for Rs. 1, 500 by cheque and purchase 
goods on credit from S. Datta for Rs. 3,000. 
(iii) Goods sold on credit to T. Bose for Rs. 1,200. 
(iv) Issue a cheque of Rs. 2,000 to S. Datta and discount allowed by 
. S. Datta Rs. 50. 
(v) Rs. 1,175 received— in cash from T. Bose and allowed him discount 


Rs. 25. [4ns.: P. 2.4] 
Group—B 
Answer any two questions 
(a) What is Purchase Day Book ? [Ans.: P. 2.9) 


(b) Prepare a Purchase Day Book from the following transactions and 
show the necessary Ledger posting : 


5 Purchased 100 Electric fans from Khaitan Co. @ Rs. 600 each less 
trade discount @ 15%, on credit. 

12 Purchased 20 Gramophones from Chinmoy Chatterje @ Rs. 500 each 
less trade discount @ 10%, on credit. 

18 Purchased 300 Gramophone records from Mitra & Co. Ltd. @ Rs. 30 
each less trade discount @ 5%, on credit. 

28 Purchased 100 boxes of Pin from Agartala Mart @ Rs. 5 each 
less trade discount @ 2% on credit. 

[4ns.: Purchase Day Book total Rs. 69,040] 
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5. (a) What is imprest system of Petty Cash Book ? [4ns.: Р. 2.83] 
(b) Give the form of a Petty Cash Book on imprest analytical system and 
enter therein eight imaginary figures taking imprest to be Rs. 100 and 

show at the end of the week recoupment of the imprest. 


6. (a) Distinguish between Manufacturing Account and Trading Account. 
[4ns.: P. 2.224] 
(b) From the following particulars prepare a Trading Account for the year 

: ended 3151 December, 1982 : 

Paid wages Rs. 5,000 ; Opening stock Rs. 10,000 ; Cash purchase Rs. 50,000 ; 
Credit purchases Rs. 60,000 ; Factory Rent Rs. 2,500; Factory Lighting 
Rs. 2,000 ; Factory Overhead Rs. 2,500 ; Administrative Overhead Rs. 1,000 ; 
Selling and distribution overhead Rs. 1,500. 


All goods have been sold at a profit of 25% on production cost ; butgoods of 
the selling price of Rs. 10,000 have been returned. These have been treated as 
closing stock at cost. 

[Ans.: Gross Profit Rs, 31,000 ; Value of closing stock Rs. 8,000, Sales 

Rs. 1,65,000.] 


7. Write short notes ол: - 
Transaction ; Deferred Revenue Expenditure ; Fictitious Asset ; Cost of goods 
sold. 
[Ans. : Transaction (P. 181) Deferred Revenue Expenditure (Р. 1.143)] 
Fictitious Assets (P. 135), Cost of goods sold (P. 2.212)] 


Group—C 
Answer all the questions 
8. (a) What do you mean by terminable venture ? [Ans.: P. 1.22] 
(b) Distinguish between terminable venture and continuous profit-seeking 
business. [Ans.: Р. 248] 


9. Bivas Sarkar started'a venture with Rs. 60,000 cash and made the following 
transactions : 
(i) Purchased a piece of land for Rs. 25,000. 
(ii) Legal expense for purchase of land Rs. 3,000. 
(iii) Expenses for development of Rs. 12,000. 
(iv) Divided the land into four plots of equal area. 
(») Sold two plots of land (2) Rs. 16,000 per plot. 
(vi) Constructed two exactly similar buildings on the remaining two plots at 
a further cost of Rs. 1,75,000. 
(vii) Sold. one of the buildings at Rs. 1,25,000 and retained the other for 
himself. 
From the above particulars prepare the C 
Capital Account of Bivas Sarkar. 
[Ans. : Profit Rs. 39,500 ; Hints : Value of house for him Rs. 97,500]. 


ash Account, Venture Account and 
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SECOND PAPER 
Group—A 
Answer any two questions 


1. (a) Distinguish between Bad Debt and Doubtful Debt. [4ms.: Р. 3.3] 

(b) There was a credit balance of Rs. 2,200 in Reserve for Bad and Doubtful 
Debt Account on Ist January 1982. Bad Debts during the year 1982 were 
Rs. 1,700. Debtors on 31st December, 1982 were Rs. 40,000. Reserve for Bad 
and Doubtful Debt is to be created @ 5% on Debtors. 

Give necessary Journal entries and prepare Ledger Accounts. 

[Ans. :. Balance Provision for Doubtful Debts Rs. 2,000] 


2. (a) What is ‘depreciation’ and what are the objects of charging depreciation 
on assets ? [Ans. : P. 3.47] 
(b) On Ist January, 1979 Sri Deb purchased a machine costing Rs. 60,000. 
The scrap value of the machine is Rs. 6,000 at the end of the tenth year. Show 
Ledger Accounts for the first four years, charging depreciation according to 
straight line method. Accounting year of Sri Deb begins on Ist January and ends 
on 31st December, every year. 
(Ans.: Machinery A/c. balance at the end of 4th year Rs. 38,400). 
_ 3. (a) What is the difference between Gross Profit and Net Profit ? 
[Ans.: Р. 3.80] 
~ (b) Analyse the nature of ‘profit’ with reference to Sole Proprietorship, 
Partnership and Joint Stock Company forms of business. [4п5. > P. 8.101] 
^4. (a) Distinguish between Trading Account and Profit & Loss Account. 
[Ans. : P. 3,75] 
(5) Explain, with examples, how Nominal Accounts are closed. 
Ё [Ans.: P. 8.75] 


Group—B 
Answer any two questions 


5. A business unit is distinct from its proprietor or proprietors. 
457 S AT [Ans.: Р. 3.238] 


(а) What is the accounting concept indicated in the statement ? Explain this 


concept. [Ans. : Р. 3.238] 
т (b) To what type of organisation is such statement legally applicable ? 
(c) Discuss the main features of this concept. 
Or, 


(а) Explain the term ‘Data’. Describe the different types of ‘Data’, 
[Ans.: P. 4.101] 
,, 0) What are the use of Accounting information ? [Ans. : P. 4.113] 
6. (a) Define ‘Revenue’ and distinguish it from ‘Income’. 
[Ans.: P. 4.99 & 2.220] 
(b) What do you mean by matching the Expenses against Revenue ? 
[Ans.: P. 2.218] 
5 "S f 
. How do you classify the source of Capital as owned (or self capital), loan 
capital and internal capital ? [Ans. : P. 7.777] 
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7. Jupiter Co. Ltd. with authorised capital of Rs. 5,00,000 divided in Equity 
Shares of Rs. 20 each, issued 15,000 Equity Shares, payable Rs. 5 on application, 
Rs. Son allotment, Rs. 4 on First Call and Rs. 6 on Final Call. All moneys were 
received by the company ; but one shareholder holding 300 shares failed to pay the 
First and Final Call moneys. 

Show the necessary Journal entries to record the above transactions in the 
Books of the Company. 

[4ns.: Share Capital A/c. Rs. 3,00,000,  Calls-in-Arrear Rs. 3,000, Cash at 

Bank Rs. 2,97,000] 
Or, 2 

Bibhu, Sibu and Prabhu started a partnership business on Ist January, 
1982 with capitals of Rs. 25,000, Rs. 20,000 and Rs. 15,000 respectively. 

They mutually agreed on the following points : 

(a) Interest on capital is to be allowed @ 5% р.а. 

(b) Profits or losses are to be distributed in the ratio of capitals. 

(c) Bibhu is to receive a commission @ 24 % on Net Profit. 

Profits for the year before considering the above points were Rs. 18,000. 

Each partner withdrew from the business at the average rate of Rs. 200 per 
month for personal expenditure. 

Prepare Profit and Loss Appropriation Account and Partners’ Capital 
Accounts. 

[Ans.: Share of Net Profit Bibhu Rs. 6,062°50, Shibu Rs. 4,850, Prabhu 

Rs. 3,637:50 ; Capital A/cs.—Bibhu Rs. 30,362°60, Shibu Rs. 23,450, 
Prabhu Rs. 16,987-50). : 


Group—C 
8. Trial Balance of a business as on 31st December, 1982 is given below : 
Dr. Rs. Cr. Rs. 
Stock 30,000 Bills Payable 5,000 
Furniture 10,000 Returns 1,200 
Sundry Debtors 40,000 Capital 70,000 
Plant 50,000 Discount 500 
Purchases 1,70,000 Sales 2,31,000 
Bills Receivable 11 000 Commission 200 
Carriage Inwards 1,300 Reserve 10,000 
Carriage Outward 900 Creditors 30,000 
Discount 700 
Returns 2,000 
Salaries 12,000 
Wages 10,000 
Cash in Bank 9,000 
Cash in hand 1,000 ~ ! 
347900 ^ 3,47,900 


—— — 
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"= Prepare a. Trading and Profit & Loss Account for the year ended 3lst 
December, 1982 and a Balance Sheet as on that date, after taking into account the 
following adjustments : 
ЗУ) Closing Stock Rs. 50,000. е 

(ii) Outstanding Liabilities : Salaries Rs. 3,000 and Wages Rs. 500. 

(iii) Depreciate Plant @ 6% and Furniture @ 5%. 

(iv) Create a provision for Bad Debts @ 5% on Sundry Debtors and a Reserve 
for Discount on Creditors @ 4%. 

(v) Transfer 10% of net profit to National Defence Fund and 20% of net profit 
to General Reserve. ^ 

[Ans.: Gross Profit Rs. 68,400 ; Net Profit (before transfer to Reserves etc.) 

Rs. 48,200 ; Total of Balance Sheet Rs. 1,65,500).] 


1984 
FIRST PAPER 
Group—A 
Answer any two questions 
l. (a) Mention the characteristics of accounting for an event. 
[Апз.: P. 1.10] 


(b) Distinguish between Double Entry System and Single Entry System. 
[4ns.: P. 1.92] 
2. (a) What is Final Account of Receipts and Payments ? 
[Ans. : P. 1,122) 


(b) From the following particulars prepare the Final Account of Receipts and 
Payments of Sri P. Sen on 315 October, 1983 : 


Rs. 
Cash in hand (1.10.83) 201 
Cash at Bank ( „›) 701 
Received during the month :— 
Salary 2,215 
House Rent 1 450 
Puja advance 350 
Sales proceeds of old newspaper 18 
Payments during the month :— 
Family Establishment Expenses 1,750 
Education Expenses 225 
Medical Expenses 150 
Newspaper Bill 35 
Puja cloth & dress 790 
Stationery & Postage 25 
Travelling & Conveyance 205 
Miscellaneous Expenses 150 
Cash in hand (31.10.83) 150 


Cash at Bank ( . ) 515 
zi [Ans.: Total of Receipt and Payments Aje. Rs. 3,995] 


= 
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3. (a) What do you mean by Capital Expenditure and Revenue. Expenditure ? 
Give two examples in each case. [Алз.: P. 1.143] 


(b) Distinguish between Capital Expenditure and Revenue Expenditure. 
[Апз.: P. 1.145] 


Group—B 
Answer any fwo questions 


4. (a) What do you mean by Bank Reconciliation Statement ? 
[4ns.: P. 2.112] 
(b) From the following particulars of a trader prepare a Bank Reconciliation 
Statement as on 30th April, 1983 : 

(i) Bank Overdraft as per Cash Book Rs. 7,050. 

(ii) During the month, the total amount of cheques for Rs. 12,400 was 
deposited into the Bank, but of these, one cheque for Rs. 1,860 
has been entered into the Pass Book on 5th May. 

(iii) During the month, cheques for Rs. 14,930 were drawn in favour of 
creditors. Of them, one creditor for Rs. 6,430 encashed his cheque on. 
6th May, whereas another for Rs. 720 has not yet encashed his cheque. 

(iv) As per instruction, the Bank on 29th April had paid out Rs. 1,750 to a 
creditor, but by mistake the same has not yet been entered in the 
Cash Book. 

(v) According to agreement, on 28th April, a debtor had deposited directly 
into the Bank Rs. 1,500, but the same has not been recorded in 
the Cash Book. 

(vi) In the month of April, the Bank, without any intimation had debited 
his account for Rs. 20 as bank charges and credited the same for Rs. 30 
as interest for the last year. 

[Ans.: Overdraft as per Pass Book Rs. 2,000] 
5. (а) What is a Trial Balance ? Isitan Account? — [4nms.: Р. 2.167) 


(b) What are the errors that can be detected by a Trial Balance ? 
[Апз.: P. 1.172] 


(c) Is Trial Balance a conclusive proof of accuracy of Books of Accounts ? 
[Ans. :. Р. 2.174] 
6. (a) Distinguish between Gross Profit and Net Profit. [Ans. : P. 8:79] 
(b) From the following particulars prepare a Manufacturing Account for 

the year ended 31.12.83 : 


Stock on 1.1.83 Rs. 
(i) Raw Materials 5,275 

(ii) Work-in-Progress 3,950 
Raw Materials Purchased 1,52,630 
Factory wages . 86,300 
Electric charges at Factory 12,420 
Fuel 15,270 
16,000 


Factory overhead 
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Stock on 31.12.83 
aie (i) Raw Materials 2,940 
(ii) Work-in-Progress 3,150 
[4ns.: Cost uc Production Rs. 2,85,755] 


7. Write short notes on : 
Balancing of Account ; Journal Proper ; Sales Day Book ; Debit Note. 
(Ans.: Р. 1.96, 2.13 & 2.16) 


Group—C 
Answer all the questions 
8. (a) Mention the common features of terminable ventures ? 
*  [Ans.: Р, 1.245] 
(b) How can profit or loss of a terminable venture be ascertained ? 
[Апз.: P. 1.249] 
9; @ What is the role of capital in a terminable venture ? [Ans. : P. 1.252] 
(b) A business man purchases an old house for Rs. 75,000. He spends 
Rs. 21,350 for repairing ; Rs. 4,920 per painting and Rs. 900 for advertising. 
Then he sells the house through a broker for Rs. 1,40,000 on payments of 
commission of Rs. 2% on sales. 
Prepare the following accounts :— 
1. Cash Account, 2. Venture Account, 3. Capital Account. 
Ans. : Profit Rs. 35,030] 


SECOND PAPER 
Group—A 


Answer any two questions 
1. (a) What is Profit & Loss Account ? Describe the importance of 


the Profit & Loss Account. [Ans.: P. 3.73] 
` . (b) Distinguish between Trading Account and Profit & Loss Account. 
[Апз.: P. 3.75] 
(c) Point out the difference between Cash Basis of Accounting and Acctual 
Basis of Accounting. [4ns.: Р. 2.iv] 
2. (а) What is Balance Sheet ? What are the objects of preparing Balance 
Sheet ? [Ans.: P.4,126] 
(b) "Balance Sheet may be called a second Trial Balance"—Do you agree ? 
Explain. [Ans. : P. 8.129] 
ne (а) What do you understand by adjustments in Accounting ? 
[Ans.: Р. 2.196] 


© Give necessary journal entries to record the following adjustments while 
preparing Final Accounts (year closes on 31.12.83) : 
(i) Unpaid Wages—Rs. 250. 
(ii) Stock on the closing date—Rs. 3,900. 
(iii) Insurance Premium paid in advance—Rs. 275. 
' (iv) On the closing date Sundry Debtors stood at Rs. 8,500. Make 
a provision for Doubtful Debts @ 3%. [Ans. : Р. 2.204] 
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4. (a) Distinguish between Reserve and Provision. [Апз.: Р. 3.94) 

(ф) Discuss the different methods of marshalling of Assets and Liabilities in 

Balance Sheet. [Ans.: Р. 3.145] 
Group—B 


Answer any two questions 


5. (a) What is Proprietary Concept ? Describe the common features of 
Proprietary Concept. [4ns.: P. 3.236) 
(b) Distinguish between the Proprietary Concept and the Entity Concept. 

(Ans.: Р. 3.240) 
Or 
(a) Who are interested in Accounting Information and why ? 
[Ans. P. 4.112 
(b) How can these be communicated ? [Ans.: Р. 4.109] 
6. (a) "Revenue is a flow concept."— Explain this concept. [Ans. : P. 4.95] 
(b) Which expenses are charged against revenue of a particular accounting 


period ? [4ns.: Р. 4.98] 
Or 

A limited company wants to raise capital. Discuss the various sources 

available to it. [Ans. : Р. 4.49-4.50] 


7. Ajit and Bijit are partners in a firm. They share profits and losses as Ajit 
£ and Bijit 2. The Profit and Loss Account of the firm for the year ended 31st 
March, 1983 showed a net Profit of Rs. 60,000. 

You are required to prepare the Profit and Loss Appropriation Account and 
Partners’ Capital Accounts by taking into consideration the undermentioned 
information : 


(a) Partners’ Capital: Ajit Rs. 50,000 and Bijit Rs. 40,000. Interest 
on capital is to be calculated @ 5% p.a. 
(b) Partners’ Drawings: Ajit Rs. 10,000 and Bijit Rs. 7,500. Interest 
on Drawings is to be charged @ 10% p.a. at an average of six months. 
(c) Partners’ Salaries: Ajit Rs. 6,000 and Bijit Rs. 4,500. 
(d) Ajit gave Loan amounting Rs. 20,000 to the firm and Interest on 
Loan is to be paid @ 6% p.a. 
(e) Transfer 10% of the distributable profit before distribution, to the 
Reserve Fund. 
[Ans. : Share of Net Profit: Ajit Rs. 30,155°63 and Bijit Rs. 10,051:87; Transfer 
to Reserve Fund Rs. 4,467.50 ; Ajit’s Capital Ајс. Rs. 79,355.63, Bijit's 
Capital A/c. Rs. 48,676.87] 
Working Note : Assumed that Ajit gave the loan at the beginning of the year. 
Or, 

Agartala Trading Co. Ltd. has an authorised Capital of Rs. 2,50,000. The 
company issued 20,000 Equity shares of Rs. 10 each for public'subscription. The 
money was payable on each share: Rs. 2 on Application, Rs. 2 on Allotment 
and the balance on two equal calls. 22,000 shares were applied for. The Board 
of Directors refunded the money received on 2,000 shares and the shares 
were issued to the remaining applicants. All money due on the shares were 
realised. But one shareholders who held 100 shares failed to pay the amount due 
on share calls. 
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_ Show the necessary Journal entries to record the above transactions in the | 
Books of company. 
= [Ans.: Share Capital Alc. Rs. 2,00,000 ; Calls-in-Arrear Ale Rs. 600 ; Cash 
at Bank Rs, 1,99,400), 


Group—C 


8. From the following Trial Balance as on 31.3.82 prepare a Trading 
and Profit & Loss Account and a Balance Sheet as at that date :— 


Dr. Rs. Dr. Rs. 
Drawings 2,000 Capital 30,000 
Land & Buildings 15,000 General Reserve 500 
Machinery 10,000 Creditors 10,000 
Stock 3,800 Loan 5,000 
Furniture - 2,500 Sales 63,820 
Wages 4,670 Bank Overdraft 540 
Carriage Inward 950 
Purchases 38,000 
General Expenses 1,700 
Rates & Taxes 600 
Advertisement 3,630 
Debtors 17,000 
Salaries & Travelling Expenses 8,800 
„Sales Returns 680 

: “Cash in hand 230 
Insurance 300 
1,09,860 1,09,860 
ae _—— 


The following adjustments are to be considered :— 
(a) Closing Stock Rs. 15,640. 
(b) Reserve for Bad and Doubtful Debts is to be provided for, at the rate p 
of 5% on Debtors. | 
(c) Depreciation is to be provided on (i) Machinery @ 5% p.a. and (ii) 
Furniture @ 4% p.a. 
b (d) A year’s interest due on Loan at the rate of 6 % p.a. had not been paid 
and no entry put through the books in connection therewith. 
(е) Rates and Taxes unexpired Rs. 90. 
[Ans. : Gross Profit Rs. 31,360 ; Net Profit Rs. 14,670 ; Total of Balance Sheet 
Rs. 59,010]. 
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